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NATURAL GAS ACT 
(Exemption of Producers) 


TUESDAY, MARCH 22, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to call, in room 1334, New 
House Office Building, Hon. J. Percy Priest (chairman) presiding. 

The Cuarrman. The committee will come to order. 

We are today beginning hearings on numerous bills which have been 
introduced on the general subject of Federal regulations at the well- 
head of natural gas which is sold in interstate commerce. 

The Supreme Court in a decision last June in the Phillips case, in- 
terpreted the Natural Gas Act of 1938 as giving the Federal Power 
Commission jurisdiction in this particular area. This was a broad 
extension of the Commission’s powers, for regardless of the congres- 
sional intent which may have been present in the original passage of 
the act, or of the language in which this act was phrased, the Commis- 
sion throughout the years clearly had interpreted the exemption of 
production and gathering from Commission jurisdiction as applying 
to sales made in that process. The Commission, accordingly, did not 
regulate wellhead sales. The Court now has held that such sales are 
not part of this exemption, and the Commission, therefore, is proceed- 
ing to exercise urladictinn in this particular field. 

The various bills before us treat of this subject in several ways. 
There are a total of 22 bills. Some propose to eliminate Federal regu- 
lation of these sales in interstate commerce at the production and gath- 
ering level, and in effect return to the type of eneiublans existing before 
the Phillips decision. Others propose to incorporate clear language 
in the statute to affirm the Phillips decision. ia bills are limited 
to the so-called independent producers, some to the natural gas trans- 
mission lines, and some to both. Some bills seek to set up a stand- 
ard of ratemaking under which Commission determinations will be 
based on the “reasonable market price of gas in the field where pro- 
duced.” While others seek to freeze into law a cost-of-investment 
theory of ratemaking, and yet others propose a “cost plus a fair pro- 
portion of fixed charges” basis on industrial sales which hitherto have 
not been regulated by the Commission. 

_ For the purpose of expediting the hearings and assisting in the con- 
sideration of the subject, I propose that generally the committee will 
follow the order of the subject matter of H. R. 4560 introduced by our 
colleague from Arkansas, Mr. Harris, and H. R. 4675, an identical 
bill introduced by our colleague from California, Mr. Hinshaw, and 
group other bills around the subject matter of those two. 

1 
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Our first witness today is the Federal Power Commission, which 
has lived with this subject for many years, and will give us its views 
as a regulatory agency. After the Commission, we ‘shall hear from 
several spokesmen for the gas industry who are supporting the two 
bills I have mentioned. On Friday , we shall hear the various Mem- 
bers of the House who have introduced and sponsor the biils before 
us. The following Tuesday and Wednesday, we shall resume with 
additional witnesses supporting these measures. After these we 
shall hear from those who are opposed to these bills, favor some of the 
others before us, or are opposed to all of them. 

Inasmuch as the House has a full schedule this week, it is question- 
able how much time there may be available for the committee to sit 
in the afternoons. It has been our hope that we might do so during 
general debate. If this should work out, then we should be in a posi- 
tion to start hearing from a few witnesses at the end of next week who 
are in opposition to these measures. However, it appears that the 
majority of those who have asked to be heard, cannot be taken up 
before the Easter sere of the House which commences the Ist of 
April. Therefore, I am now announcing that most of them should 
expect to appear when the committee resumes after the recess, start- 
ing on April 14. 

The Chair is aware that we are very crowded this morning. We 
are attempting to arrange, if it is possible to have an afternoon ses- 
sion, to transfer this hearing to the Caucus Room of the Old House 
Office Building in order that we can take care of all of those present, 
the visitors and the witnesses. That is our intention, if we can make 
that arrangement. The room is being used presently, but we now 
have some messengers working on that possibility. 

We are very happy to have Chairman Kuykendall, of the Federal 
Power Commission, 2s our first witness this morning. 

Mr. Harris. Mr. Chairman. 

The CuatrMan. Mr. Harris. 

Mr. Harris. Mr. Chairman, I might suggest at this point in the 
record that a copy of the bill which is the basis of our hearings, H. R. 
4560, be included, or printed in the record at this point. 

The CHarrman. Without objection, that will be done. That is the 
usual procedure. . 

(H. R. 4560 is as follows :) 


[H. R. 4560, 84th Cong., 1st sess.] 
A BILL To amend the Natural Gas Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 of the Natural Gas Act, as 
amended, is amended by adding at the end thereof the following two new 
paragraphs: 

“(10) “fransportation of natural gas in interstate commerce’ means only 
such transportation of natural gas in interstate commerce as occurs after the 
completion in or within the vicinity of the field or fields, where produced of all 
production, gathering, processing, treating, compressing, and delivering of such 
natural gas into the transportation facilities of a person engaged in transporting, 
in such transportation facilities, natural gas in interstate commerce beyond the 
vicinity of the field or fields where produced. 

(11) ‘Sale in interstate commerce of natural gas for resale’ means only such 
sale in interstate commerce of natural gas for resale as occurs after the com- 
mencement of the transportation of such natural gas in interstate commerce 
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as defined in paragraph (10), but does not include any sale which occurs in or 
within the vicinity of the field or fields where produced at or prior to the com- 
mencement of such transportation in interstate commerce of the natural gas.” 

SEc. 2. Subsection (b) of section 5 of the Natural Gas Act, as amended, is 
hereby redesignated as subsection (e), and such section 5 is further amended 
by inserting immediately after subsection (a) thereof the following new sub- 
sections : 

“(b) When an increase in any rate or charge of a natural-gas company is 
based in whole or in part upon any new or renegotiated contact for the pur- 
chase of natural gas from a person other than an affiliate, the Commission shall 
consider whether the price at which the natural-gas company has contracted to 
buy such natural gas is the reasonable market price thereof in the field where 
produced, considering the effect of the contract upon the assurance of supply 
and the reasonableness of the provisions of the contract as they relate to existing 
or future market field prices; and the Commission shall allow the natural-gas 
company to charge as an operating expense for the natural gas purchased under 
the contract only such market price, plus a fair gathering charge in those cases 
where such price is determined before and not after gathering is completed. 

“(c) In regulating the rates and charges of a natural-gas company, the 
Commission shall allow as an operating expense of such natural-gas company, 
for natural gas produced by it or purchased from an affiliate, the reasonable 
market price of such natural gas in the field where produced plus a fair gather- 
ing charge in those cases where such price is determined before but not after 
gathering is completed. 

“(d) For the purposes of this section a person shall be held to be an affiliate 
of a natural-gas company if such person controls, is controlled by, or is under 
common control with such natural-gas company.” 

Sec. 3. Subsection (e) of section 7 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following new sentence: ““Notwithstand- 
ing the foregoing provisions of this subsection, an application for a certificate 
which is supported by a natural gas purchase contract shall be granted only in 
the event the price to be paid for natural gas under the contract is not greater 
than the reasonable market price for such natural gas in the field where 
produced.” 


Mr. Harris. Mr. Chairman. 

The CHarrman. Mr. Harris. 

Mr. Harris. I should like to suggest also that the Report on Energy 
Supplies and Resources Policy which was announced by the White 
House on February 26, 1955, as it relates to the No. 1 recommendation 
of natural-gas regulation be included in the record at this point. 

The Cuairman. Without objection it is so ordered. 

Mr. Sraceers. I would like, Mr. Chairman, if possible, to have 
this whole report put into the record. 

The Cnatrman. The Chair did not understand. 

_ Mr. Sracerrs. The report on Energy Supplies and Resources Pol- 
icy. I should like to have the whole report placed in the record, if I 
may. Itisonly two pages. 

The Cuarrman. The first section, relating to natural gas, was made 
a part of the record. 

Mr. Sraacers. I should like to refer right now to the second part 
of that, and ask that it be made a part of the record, if I may. 

The Cuatrrman. Without objection, the second part 

Mr. Harrts. Mr. Chairman, reserving the right to object. 

The Cuatrman. The gentleman reserves the right to object. 

Mr. Sraceers. I will read the part. 

Mr. Harris. I am not going to object. I do think, however, it 
should be made clear that we are primarily concerned here with the 
amendment to the Natural Gas Act of 1938, and the part of that report 
which I asked to be put in the record this morning had to do with 
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the natural gas business. The rest of the report, of course, has to do 
with importation of oil, fuel oil, and coal. Consequently, I think 
we are going to go off into a study of the entire matter of fuels, 
imports 

Mr. Sracerrs. I will show the gentleman that this applies to the 
first section of the 1938 Gas Act. Let me, if you will, read from it. 
If I may read: 


The Committee recommends, therefore, that appropriate action be taken that 
will prohibit sales by interstate pipelines either for resale or for direct con- 
sumption which drives out competing fuels because the charges are below actual 
cost plus a fair proportion of fixed charges. 


The Cuarrman. Without objection, the entire report will be in- 
cluded. 
(The report referred to follows :) 


{For release at 11 a. m., February 26, 1955. James C. Hagerty, Press Secretary to the 
President] 


THE WHITE Howse. 
REPORT ON ENERGY SUPPLIES AND RESOURCES POLICY 
INTRODUCTION 


The importance of energy to a strong and growing economy is clear. As con- 
ditions of supplies and reserves of coal, oil, and natural gas change and as 
both defense and peacetime requirements come more clearly into focus, the 
hearing of Government policies upon energy needs reexamination. 

What degree and kind of public regulation is appropriate to the present 
situation and future outlook? What trade policies for energy supplies will 
most effectively express the overlapping national needs for adequate protectable 
supplies in case of war and for encouragement of economic growth of this 
country and friendly countries elsewhere in the world? What steps may be 
taken to improve the economic position of the coal industry, now seriously 
depressed, without penalizing competing industries, as a means of enhancing 
the ability of that industry to contribute to the national defense? More par- 
ticularly, should specific changes be made in tax, freight rate, research, Govern- 
ment purchasing, or other policies in the energy field? 

These and other policy questions press for careful review and decision. 

On July 30, 1954, the President established an Advisory Committee on Energy 
Supplies and Resources Policy. The Director of the Office of Defense Mobiliza- 
tion was designated as Chairman and the heads of the following agencies served 
as members: Departments of State, Treasury, Defense, Justice, the Interior, 
Commerce, and Labor. 

The White House directive respecting the Committee’s assignment included 
the following specific statements: 

“At the direction of the President the Committee will undertake a study to 
evaluate all factors pertaining to the continued development of energy supplies 
and resources fuels in the United States, with the aim of strengthening the 
national defense, providing orderly industrial growth, and assuring supplies 
for our expanding national economy and for any future emergency. 

“The Committee will review factors affecting the requirements and supplies 
of the major sources of energy including: coal (anthracite, bituminous and 
lignite, as well as coke, coke tars, and synthetic liquid fuels) ; petroleum and 
natural gas.” 

The Committee has been aided greatly by an able and representative task 
force appointed pursuant to the President’s instructions. The Committee’s 
recommendations are set forth below. 


RECOMMENDATIONS 

1. Natural-gas regulation 
We believe the problem of natural-gas regulation should be approached from 
the viewpoint of assuring adequate supplies and the discovery and development 
of additional reserves to support such supplies, in the interests of national 
defense, an expanding domestic economy, and reasonable prices to consumers. 
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To secure these objectives, it is essential to give the consideration to (1) the 
operations known as the production of natural gas, (2) the transportation of 
gas in interstate transmission lines, and (3) the distribution of gas in munici- 
palities. Individual companies may engage in more than one of these activities. 
Each operation of such companies should be treated by like criteria according 
to its appropriate industry function. 

In the production of natural gas it is important that sound conservation prac- 
tices be continued. This area of conservation management is under the juris- 
diction of State conservation commissions. In the interest of a sound fuels 
policy and the protection of the national defense and consumer interests by 
assuring such a continued exploration for and development of adequate reserves 
as to provide an adequate supply of natural gas, we believe the Federal Govern- 
ment should not control the production, gathering, processing, or sale of natural 
gas prior to its entry into an interstate transmission line. 

The interstate transmission of natural gas by the interstate transmission 
lines and the subsequent sale of such gas for resale is a public-utility function 
and should be under the regulation of the Federal Power Commission. In consid- 
ering the certification of new lines and applications for increased rates based 
on new or renegotiated purchase contracts, the Commission should consider, in 
order to provide protection for the consumer, not only the assurance of supply 
but also whether the contract prices of the natural gas which the applicant has 
contracted to buy are competitively arrived at and represent the reasonable mar- 
ket field price, giving due consideration, in the interest of competition, to the 
reasonableness and appropriateness of contract provisions as they relate to 
existing or future market field prices. 

The several States or their political subdivisions should continue to provide 
the public utility regulation of distributing companies in accordance with usual 
utility practices. 

Thus the complete cycle of natural-gas production, transmission, and utilization 
will be appropriately regulated: The production and conservation of natural 
gas by the State conservation commissions; the interstate transmission of 
natural gas by the Federal Power Commission ; and the distribution by the local 
publie utility commissions. 


2. Sales below cost by interstate pipeline companies 

The basic principle regarding the regulation of natural gas and the use of 
alternative energy sources should be as far as possible that of free choice by the 
consumer and free and fair competition among suppliers. This, it is confidently 
thought, will provide most effectively for the assurance and flexibility of energy 
supply, both for economic growth and strong security readiness. But sales either 
for resale or direct consumption below actual cost plus a fair proportion of fixed 
charges which drive out competing fuels constitute unfair competition and are 
inimical to a sound fuels economy. 

The committee recommends, therefore, that appropriate action be taken that 
will prohibit sales by interstate pipelines either for resale or for direct consump- 
tion, which drive out competing fuels because the charges are below actual cost 
plus a fair proportion of fixed charges. 


3. Eminent domain for natural-gas storage 


The power of eminent domain for the acquisition of surface and mineral rights 
for the development of underground storage reservoirs should be granted subject 
pe, ign safeguards to protect the public safety, including the mining 
industry. 


4. Crude oil imports and residual fuel oil imports 


An expanding domestic oil industry, plus a healthy oil industry in friendly 
countries which help to supply the United States market, constitute basically im- 
portant elements in the kind of industrial strength which contributes most to a 
strong national defense. Other energy industries, especially coal, must also main- 
tain a level of operation which will make possible rapid expansion in output 
should that become necessary. In this complex picture both domestic production 
= imports have important parts to play; neither should be sacrificed to the 

ler, 

Since World War II importation of crude oil and residual fuel oil into the 
United States has increased substantially, with the result that today these oils 
Supply a significant part of the United States market for fuels. 

The committee believes that if the imports of crude and residual oils should 
exceed significantly the respective proportions that these imports of oils bore to 
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the production of domestic crude oil in 1954, the domestic fuels situation could be 
so impaired as to endanger the orderly industrial growth which assures the 
military and civilian supplies and reserves that are necessary to the national 
defense. There would be an inadequate incentive for exploration and the 
discovery of new sources of supply. 

In view of the foregoing, the committee concludes that in the interest of na- 
tional defense, imports should be kept in the balance recommended above. It is 
highly desirable that this be done by voluntary, individual action of those who are 
importing or those who become importers of crude or residual oil. The com- 
mittee believes that every effort should be made and will be made to avoid the 
necessity of governmental intervention. 

The committee recommends, however, that if in the future the imports of crude 
oil and residual fuel oils exceed significantly the respective proportions that such 
imported oils bore to domestic production of crude oil in 1954, appropriate action 
should be taken. 

The committee recommends further that the desirable proportionate relation- 
ships between imports and domestic production be reviewed from time to time in 
the light of industrial expansion and changing economic and national defense 
requirements. 

In arriving at these conclusions and recommendations, the committe has taken 
into consideration the importance to the economies of friendly countries of their 
oil exports to the United States as well as the importance to the United States 
of the accessibility of foreign oil supplies both in peace and war. 


5. Petroleum refining capacity 

The Departments of Defense and the Interior should have studies made by 
their staffs and expert advisers as to the adequacy of present and prospective 
refinery capacity, both as to amount and dispersal, as well as other factors, to 
determine the need for any measures to maintain refinery capacity necessary for 
defense purposes, particularly the capacity operated by small, independent 
refineries. 
6. Tax incentives 

(a) Present tax provisions on coal, oil, and gas production have been an 
important factor in encouraging development of energy sources at a pace about 
in keeping with demand. Further analysis and study by the appropriate 
branches of the Government should from time to time be made to review the 
amount and method of making such allowances to maintain proper relationships 
with continuing changes in other features of the tax law. Any changes which 
may be proposed in the future must be analyzed in terms of their probable effect 
on development of domestic resources needed for economic programs and national 
defense as well as the fiscal and tax policies of the Government. 

(b) Retroactive tax legislation and special relief provisions should be avoided. 

(c) Accelerated amortization should be used only to insure the maintenance of 
a sound mobilization base for energy supplies. 


7. Research and development program for coal 

We recognize that coal is a great national asset and endorse a cooperative 
study to determine what research and development could be undertaken. The 
coal industry and both Federal and State governments should participate in this 
study and its cost. 
8. Unemployment and business distress in the coal industry 

We recognize that serious unemployment and business distress exist in the coal 
industry and recommend that the Interdepartmental Committee on the Soft Coal 


Industry be continued for the purpose of developing for Cabinet consideration 
specific action programs to alleviate these conditions. 
9. Coal freight rates 

In order to maintain coal’s vitality as an instrument of national defense by 
improving currently its ability to compete with other fuels, the railroads, by 
voluntary action, and, in the absence thereof, the Interstate Commerce Com- 
mission, by compulsory order, should adjust freight rates to the extent necessary 
to remove the excessive and disproportionate contribution that coal rates are 
making to meet the cost of other unprofitable services of the railroad industry. 
Train load rates should be established to reflect the lower costs of such service. 
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10. Coal exports 

(a) The Government should urge foreign governments to reduce unreasonable 
discriminatory restrictions against imports of United States coal. 

(b) The Government, when making foreign loans, should use its best efforts to 
obtain provisions to prevent discrimination against United States coal. Dis- 
crimination would be judged to exist when United States coal imports are dis- 
allowed despite its availability at costs no higher than foreign coal. 

(c) The Government should expedite efforts to establish credits through the 
Export-Import Bank to foreign banking institutions in countries where there 
is reasonable prospect of repayment so that American coal exporters can offer 
more competitive payment terms to foreign customers. 

(d) Where United States coal can be supplied competitively with other avail- 
able coal, the Government should use its best efforts to enlarge the participation 
of United States coal in the foreign-aid program. 

(e) The Government should compensate for higher shipping costs when 
incurred as a result of the requirement that 50 percent of all shipments be in 
United States ships at fair and reasonable United States market rates. 


11. Mobilization requirements for coke 

Ihe committee believes that present and prospective rates of shutdown and 
dismantling of slot-type coke ovens will leave inadequate coking capacity to 
support full mobilization production of steel and other essential wartime industry. 

On the basis of national security, coke requirements can only be met if the 
Office of Defense Mobilization is directed to prepare plans to make the necessary 
arrangements and tests to expand coke production rapidly in the case of an 
emergency. 

12. Government fuel purchasing policy 

In working out a more consistent and equitable coal purchase policy, the 
following steps should be taken : 

(a) The Secretary of Labor under the Walsh-Healy Act should pursue his 
present policy of making determinations of wage standards applicable in the 
coal-producing areas and should establish these standards at the earliest prac- 
ticable date. 

(b) The Government agencies should, to the extent practicable, purchase not 
less than 75 percent of their estimated annual coal requirements on a contract 
basis. 

(c) All Government agencies purchasing coal should, prior to and after 
the award of the contract, verify the quality of the coal offered and supplied 
to the agencies, 

(d@) All Government contracts for the purchase of coal should contain appro- 
priate escalator clauses which protect the buyer and the seller. 

(e) In instances where it is not possible for a Government agency to take 
all the coal for which it has contracted, the deficit should be apportioned 
equitably among all participating contract suppliers without penalty to the 
Government. 

(f) Coal suppliers should be required to submit, along with their bids, proof 
of their ability to produce the requirements at the times specified. 

(7) All coal suppliers to the Government, regardless of size, should comply 
with the Federal Coal Mine Safety Act. 

(h) All transactions with the Government relating to coal purchases and 
supply should be public information. 

(¢) The domestic fuel purchasing policies set forth above should be applied 
to purchases of coal by companies acting as agents for the Federal Government, 
as well as to purchases made direct by Government agencies. 

Prior to the purchase of any fuel by a Federal Government agency having 
a large annual use of fuel, that agency should request advice from the Office 
of Defense Mobilization as to how this purchase can contribute to the main- 
tenance of a strong mobilization base within the domestic fuels industry. The 
Office of Defense Mobilization should be directed by Executive order to develop 
a mechanism for accomplishing this objective. 


The Cuamman. And at this point also we shall include the written 
report from the Federal Power Commission, and along with it a copy 
of the bills as suggested with portion of the Cabinet report relating 
to the regulation of natural gas. 
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(The report of the Federal Power Commission above referred to 
dated March 21, 1955, was read verbatim by Mr. Kuykendall below as 
his statement.) 

Mr. Wotverron. Mr. Chairman. 

The Cuarmman. Mr. Wolverton. 

Mr. Wotverton. Before proceeding, may I ask a question? 

The Cuamman. Yes, Mr. Wolverton. 

Mr. Wotverton. Do we have reports from any other departments 
of Government except the Federal Power Commission ? 

The CuarrMAn. No reports have been received so far from any other 
departments by the committee. 

Mr. Wotverton. May I ask a further question. 

The CHarrmMan. Yes, Mr. Wolverton. 

Mr. Worverton. Is this hearing confined to H. R. 4560, or does it 
relate to all of the bills that have a bearing on the subject ? 

The Cuatrman. The Chair in his opening statement 

Mr. Wotverton (interposing). If you have already stated that, it 
is not necessary. 

The Cuarmman. That H. R. 4560 is the basis for the hearing. 

Of course the whole subject of the Natural Gas Act is before the 
committee at this time. 

I think those of us—we are all familiar with the fact that we could 
not hold such a hearing as this without the entire subject being be- 
fore the committee aad therefore, the bill H. R. 4560, and its com- 
panion bill, H. R. 4675, form the central basis for this hearing; but, 
of course, all related bills on the subject matter will be up for dis- 
cussion. 

Mr. Wotverton. Mr. Chairman, the reason I ask the question is, 
I have handed to me by a staff member of the clerk, I suppose, 12 
or 15 bills, and for that reason I was inquiring whether they are all 
the subject of this hearing. 

The Cuarrman. They, of course, enter into the hearing, by the very 
nature of the fact they relate to the same subject. There are 22 bills 
altogether before the committee. Many of them approach this same 
Sate in a slightly different way from that approached by the 

Tarris bill, and others approach it in a directly opposite manner; 
but we will confine ourselves, so far as the discussion is concerned, 
and we will use the Harris bill as a basis for the hearings. 

Mr. Worverton. May I make one further inquiry? Will the spon- 
sors of these other bills which either deal with the subject similarly 
as the Harris bill, or differently, have the opportunity of presenting 
their viewpoints, and if so, when will that happen, in the hearings? 

The Catrman. May I say that all sponsors of bills desiring to be 
heard on this subject—that is, Members of the House—will be heard 
on Friday of this week. 

Mr. Worverton. I had in mind, would the sponsors be permitted 
to call witnesses in support of their bills? 

The Cuarrman. I think we will have to resolve that question at a 
later date, as to how prolonged these hearings may be, because most 
of these bills, or a large number of them, relate to the same subject 
as the Harris bill, and it would be entirely a duplication if each one 
was called on the same subject; that is, if witnesses were called on the 
same subject there would be a great duplication of the hearings. 
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Mr. Worverron. I can readily understand that, but what I had in 
mind was based upon your statement that some of the bills deal with 
the subject in a diametrically opposite manner than others, and I had 
in mind those that do treat the matter in a radically different way than 
the Harris bill, and whether they will be given an opportunity to be 
heard. 

The Cuarrman. I think we can determine that as we proceed with 
the opposition testimony, because the bills that are entirely opposite 
in approach will be covered largely when we hear the opponents of 
the Harris bill. I think at that time that the witnesses who are op- 
posed to the Harris bill will pretty largely develop the support of the 
other approach. 

Mr. Wotverton. Thank you. 

Mr. Sraccers. Mr. Chairman, before you start, along the line of 
Mr. Wolverton’s questions, I would like to know if it would be pos- 
sible for the other members who have introduced bills, while we have 
the Federal Power Commission’s representatives present, if we might 
question them on the different aspects of the bills which might come 
up later, instead of having them come back on each bill? 

The CuHarrman. If the Commission is prepared to answer, I am 
certain that the questions can be discussed. Any member of this 
committee may ask any question that he feels is in order at the time. 

Mr. Sraceers. I thought that Mr. Wolverton’s approach was very 
good, and it is fair for everybody to have an opportunity. 

The CHairman. We want to emphasize this in the hearings. This is 
an important subject: It has been a subject that this committee, as 
well as the Federal Power Commission, has lived with for quite a 
number of years. There are a great many different viewpoints, and 
certainly it is the purpose of the Chair and the committee, to develop 
as fully as possible all of the information on the subject and give 
everybody a chance to be heard within the limitation of whatever time 
we may be able to allot to the hearings. 

Mr. Wotverron. Mr. Chairman, may I ask one further question ? 

The Coarrman. Mr. Wolverton. 

Mr. Wotverton. May I inquire whether reports from the Federal 
Power Commission have been received, or there have been received 
reports from any other agency of the Government with reference to 
these other bills that have a bearing upon the subject and if so will 
they be made a part of the hearings ? 

The Cuarrman. I believe they have not been received. 

Mr. Harris. Mr. Chairman. 

The CHarrMan. Mr. Harris. 

Mr. Harris. May I say there are a number of reports that have 
been received from the various departments on various bills, which, 
of course, are in the committee’s files. 

The Cuatrman. Reports on some of the other bills I am sure have 
been received, but not on all of them, because some of them have just 
been introduced within the last 3 or 4 days. The committee has not 
had an opportunity yet to make request for a report on many of these 
bills which have been introduced within the last week. 

Mr. Wotverton. Then, may I repeat my question with respect to 
the case in which bills have been reported on and reports received. 
Will they be made a part of this record ? 
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The CHarrMAN. Yes. 
Mr. Kuykendall, you may proceed. 


STATEMENT OF JEROME K. KUYKENDALL, CHAIRMAN OF THE 
FEDERAL POWER COMMISSION 


Mr. Kuykenpatt. Thank you, Mr. Chairman. I notice you asked 
that the report of the Commission be placed in the record. 

I wonder if in connection with that you want our letter of trans- 
mittal ? 

The CHatrmMan. Yes, the letter of transmittal, which I handed to 
the reporter will be included at this point, in connection with your 
report. 

(The letter of transmittal above referred to is as follows:) 

FEDERAL POWER COMMISSION, 
Washington 25, March 22, 195 5. 
H. R. 4560 and H. R. 4675. 
84th Congress. 
Hon. J. Percy PRIEST, 


Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


DeAR Mr. Priest: In response to your requests of March 5, and March 11, 
1955, there are enclosed five copies of the report of the Federal Power Commis- 
sion on the bills H. R. 4560 and H. R. 4675, and related bills to amend the Natural 
Gas Act, which have been introduced in the 85th Congress. 

In view of the fact that a committee hearing on these bills has been set for 
March 22, 1955, this report is being transmitted prior to its clearance by the 
Bureau of the Budget. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 

The CHatrMan. You may proceed, Mr. Kuykendall. 

Mr. Kuykenpatu, Mr. Chairman, would you like to have me in- 
troduce the other members of the Commission ? 

The Cuarrman, I think that would be well, yes. 

Mr. Kuykenpau. I would like to introduce my associates, Com- 
missioner Draper, Commissioner Nelson Lee Smith, Vice Chairman 
Digby, and Commissioner Stueck. 

The Cuamman. Thank you very much. We are very happy to 
have the entire Commission, I believe, with us this morning. You 
may proceed, Mr. Commissioner. 

Mr. KuyKenbati. Mr. Chairman, a number of bills to amend the 
Natural Gas Act have been introduced, including H. R. 4560 and 
H. R. 4675, and we have been advised that the House Committee on 
Interstate and Foreign Commerce will hold hearings on all these meas- 
ures on March 22, 1955. Time has not permitted us to submit an 
exhaustive analysis of each of these bills. We are herewith submit- 
ting our views on the basic proposiiton which in inherent in H. R. 
4560 and H. R. 4675. 

The members of the Federal Power Commission consider that, as 
an arm of the legislative branch of the Federal Government, its first 
responsibility has been, and is, to construe, administer, and apply 
the several acts under which the Commission functions i in strict ac- 
cordance with the congressional intent. 

Because of its close association with the legislative considerations 
and events preceding the enactment of the Natural Gas Act and its 
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singular interest in and relationship to the act thereafter, this Com- 
mission has felt itself peculiarly able to interpret the intent of Con- 
gress with respect thereto. Thus, when in about 2 years after the 
passage of the act there was presented to it for decision the first case 
involving the issue, namely Columbian Fuel Corporation (docket No. 
G-1438, June 29, 1940, 2 F. P. C. 200), the Commission, with one mem- 
ber dissenting, had no difficulty in choosing between an interpretation 
of its authority based upon its so recent knowledge and experience and 
a purely legalistic rationalization of a much broader jurisdiction. It 
was then, and it continued to be, the Commission’s conviction that it 
was not the intention of the Congress to subject to regulation under 
the Natural Gas Act all persons whose only sales of natural gas in 
interstate commerce are made during, or as an incident to and imme- 
diately upon completion of, such person’s production and gathering 
of said natural gas and who are not otherwise subject to the jurisdic- 
tion of the Commission. 

It was then, and it continued to be, the opinion of the Commission 
that in the act Congress had carefully and deliberately restricted the 
powers of the Commission so as to prohibit the exercise of authority 
over the production and gathering of natural gas including sales of 
gas made as an incident to such production and gathering. Even then 
we recognized that, because of the interrelationship between the nat- 
ural gas and oil industries, to make regulation of producers and gath- 
erers of natural gas effective would require statutory authority of 
much wider scope than that affored by the Natural Gas Act. The 
course of the Commission thereafter has been completely consistent 
with that view. 

However, because of apparent doubts in the minds of many as to 
the position of the courts on the question, in 1947, following the 
Supreme Court’s decision in the /nterstate Natural Gas Company, 
Inc., (331 U. S. 682), the Commission unanimously, Commissioners 
Draper, Olds, Smith, and Wimberly, urged the enactment of legis- 
lation, H. R. 4099, the so-called Priest bill, in the 80th Congress to 
reaffirm what to it was the clear congressional intent. Soon, there- 
after, the Commission reiterated its position in its order No. 139. 
Although that order was subsequently reveked, no decision of the 
Commission inconsistent with its position in the Columbian Fuel case. 
supra., has ever been issued. Thus, when the question was again pre- 
sented to us /n the Matter of Phillips Petroleum Company (10 F. P. C. 
246 (1951) ), having found that Phillips was an spiemiaian producer 
of natural gas, that the sales involved were sales in interstate com- 
merce of natural gas for resale for ultimate public consumption, and 
that such sales were made after the completion of production and 
gathering, but that they were incidental to production and gathering, 
the Commision found and concluded that such sales were excluded 
from the operation of the Natural Gas Act. 

_ But, as you are aware, upon review the United States Supreme 
Court refused to concur in the Commission’s conclusion. That Court’s 
decision in the Phillips case, supra, rendered on June 7, 1954, held 
that the Federal Power Commission must exercise jurisdiction over 
companies, even though not otherwise natural-gas companies, who 
are engaged in the sale in interstate commerce of natural gas for re- 
sale made after the completion of production and gathering, whether 

61557—65—pt. 12 
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or not incidental thereto. In the light of that decision, it has become 
the duty of the Federal Power Commission to include such inde- 
pendent producers within the scope of its regulation. 

Consequently, when we received the mandate from the Court in the 
Phillips case, we issued an order prescribing regulations governing 
the filing of rate schedules and applications for certificates of public 
convenience and necessity by producers and gatherers of natural gas 
which sell gas in interstate commerce for resale and since those rules 
have become effective we have undertaken to bring under our regu- 
lation the thousands of companies which are so engaged. As of 
February 28, 1955, 5,673 certificate applications and 10,042 rate filings 
had been submitted to the Commission by so-called independent 
pooducers. 

Our experience with the application of the provsions of the Natural 
Gas Act to such producers and gatherers has demonstrated the dif- 
ficulties which are involved. Many suits have been filed to test the 
validity of such rules, and it is clear that the Commission may expect 
to be involved for many years in legal proceedings on those and 
numerous other questions which have arisen and which will arise. 
However, we have not yet reached the point of really coming to 
grips with all the detailed problems which are involved. 

The question remains, however, whether the Supreme Court’s de- 
cision in the Phillips case, supra, reflects the true public interest, or 
whether legislation amendatory to the Natural Gas Act is needed for 
that purpose. It is the considered opinion of the majority of this 
Commission that legislation should be enacted which will exempt from 
the operations of the Natural Gas Act independent producers and 
gatherers of natural gas who sell gas at wholesale to pipeline com- 
panies engaged in the transportation and sale in interstate commerce 
of natural gas for resale, but who do not themselves engage in the 
interstate transportation or subsequent sale of such gas. 

It is our understanding that H. R. 4560 and H. R. 4675 are intended 
to accomplish that purpose, and upon that basis we recommend passage 
of such legislation. We support this proposed legislation because 
we firmly believe that such legislation will in the long run result in 
the greatest good to the largest number of people of this country. 

We shall endeavor to state the reason for our belief as briefly as 
possible. 

The production of crude oil and its products, which include natural 
gas, is essentially a mining operation. When the crude oil reaches 
the surface of the earth and is thus réduced to possession it is treated 
as a commodity in all respects similar to coal, iron, copper, and other 
products of the mine. No reason can be seen why natural gas should 
be so classified and thus regulated while leaving coal or oil com- 
pletely free of regulation. If one of those fuels is to be subjected to 
regulation, they all should be. 

It is obvious that, if the use of an original cost rate base method 
of pricing natural gas results in fixing the price of natural gas at a 
price lower than the equivalent price of other fuels, then natural gas 
will, if it remains available for interstate commerce, inevitably drive 
competing fuels from the markets, and thus hasten the exhaustion of 
this irreplaceable natural resource. 

We are firmly convinced, from every aspect of public interest and 
particularly that of national defense, that Congress should not single 
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out natural gas as the only one among those fuels over which an arti- 
ficial ceiling should be placed. 

If it be true that the business of producing natural gas is a service 
which is not competitive, and is a monopoly, or at least has many 
monopolistic characteristics, as does the electric industry, the tele- 
phone industry, and the gas transmission and distribution industries, 
then we would readily agree that the gas production industry should 
be regulated. Even then, however, we believe that the effect of such 
regulation on the oil and coal industries would be a matter of grave 
concern and something that would have to be taken into consideration 
in fixing gas producers’ prices. 

We have heard no demand that the oil production industry should 
be regulated as a public utility, and do not understand why natural 
gas production should be so regulated, and oil production should 
remain unregulated. 

Public utility regulation controls monopolies, but at the same time, 
it must necessarily protect them, and it supersedes to a great extent, 
if not completely, the factor of competition. Such regulation has 
never been able to supply the incentive for economy which adequate 
competition provides in unregulated industries. 

Before all the advantages of competition are discarded, it should 
be definitely ascertained that competition in the natural gas industry 
is inadequate, and cannot be made adequate by any legal means. We 
are of the opinion that the gas producing ‘deaiean does not have the 
characteristics of public utilities which must and should be monop- 
olies, and is the type of industry in which competition may flourish, 
and that any lack of competition or any unfair competition, if any, 
— and can be dealt with by proper application of our antitrust 

aws. 

In recent years there has been a tremendous increase in demand by 
domestic customers for the relatively cheap and yet clean and highly 
efficient fuel, natural gas. At the same time, the evolution of in- 
dustrial techniques has also created constantly increasing markets for 
this fuel. Natural gas is now served or authorized to be served in 
every State of the Union except Vermont. In 1953 some 5514 bil- 
lion therms of natural and mixed gas were sold to nearly 24 million 
customers of gas utilities in the United States. There has resulted 
from the conjuncture of those economic factors some increase in 
the price of natural gas from the producer to the pipeline com- 
pany—in 1953 the average price mot by natural-gas companies for 
gas purchased from others was 9.1 cents per thousand cubic feet— 
and this, despite the fact that proven reserves of natural gas have 
continued to increase at a more rapid rate than annual production. 
Proved recoverable natural-gas reserves have risen from 147.8 trillion 
thousand cubic feet at the end of 1945 to 211.7 trillion thousand cubic 
feet at the end of 1954. In 1954, however, the increase in reserves was 
vastly smaller than during any previous year for which reliable esti- 
mates are available. 

There is good reason to believe, however, that even prior to the 
Phillips decision large amounts of natural gas chiefly produced by 
oil companies in conjunction with their production of oil, their 
primary interest, had been withheld from the market served by inter- 
state-pipeline companies because of the uncertainty of the law and, 
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to them, the risk of regulation. We believe that the passage of the 
proposed bill would release large amounts of gas to consumer mar- 
kets in interstate commerce and at the same time, as has been indicated, 
provide sufficient restraint upon the price of such gas as to eliminate 
the danger of exorbitant rates. In fact, the release of such gas would 
itself, we believe, act in great measure as such a restraint. 

It would permit also, it is believed, the execution of contracts be- 
tween producer and pipeline company which would assure to the pro- 
ducer reasonable adjustments in the price of his product over a 
period of time sufficient to justify the expenditure of the large sums 
of money required for pipeline projects. Without such long- -term 
contracts such projects could not be financed on favorable terms, nor 
would the Commission feel justified in authorizing their construction 
and operation. On the other hand, we have serious doubts whether, 
facing the prospect of continuous regulation of their rates, possibly 
on a cost basis, many producers not poner selling their gas in 
interstate commerce, and having available other large intrastate mar- 
kets, would be willing to enter into such long-term contracts. 

We are aware, also, that the availability of large quantities of 
gas which have been withheld by the producers from interstate mar- 
kets because of the threat of that type of limitation on prices has 
resulted, and will, we believe, continue to result in the establishment 
in the areas where natural gas is produced, in preference to other 
areas, of petrochemical and other plants using large volumes of 
natural gas, as well as the movement of industries from points out- 
side of and remote from them into areas in which such intrastate gas 
is available. It is certainly not beyond the bounds of reason that, 
without some legislation such as that here proposed, remote domestic 
and other natural- gas consumers may find themselves facing, not 
only a diminishing ‘supply of such gas, but the fact that some of the 
industries upon w hich the economy of their communities depend may 
have removed from their midst. 

In the process of ratemaking the Commission, prior to its decision 
in the matter of Panhandle Eastern Pipe Line Co., opinion 
No. 269, issued April 15, 1954, had treated the producing facilities 
of the pipeline company in the same manner as all of its other facilities, 
namely, as a part of the net investment rate base to which was applied 
a reasonable return. That treatment resulted in indefensible dis- 
crimination between the pipeline company and the independent pro- 
ducer from which the pipeline company had purchased part of its 
required supply. In its opinion in the Panhandle case, supra, the 
Commission pointed to the decline of Panhandle’s own production 
from 52.4 percent of its sales in 1942 to 22.6 percent in 1952, and 
explained why it is in the public interest for pipeline systems to 
have production of their own, rather than being wholly dependent 
upon purchases from nonaffiliated producers. Opinion No. 269 
(mimeo. ed., pp. 31-35). Similarly, in 1940, 8 major pipelines 
produced more than 47 percent of the natural gas they transported 
and sold, whereas in 1952 only 1814 percent of their total require- 
ments were produced by 15 major systems then operating in inter- 
state commerce. It has resulted, as was inevitable, in the disposal 
by some pipeline companies of such properties and the avoidance by 
others of the ownership and operation of gas-producing properties 





NATURAL GAS 15 


and facilities. Furthermore, the treatment had given scant attention 
to the economic aspect of the problem involved in the gas supply or 
the long-run economic consequences of the application of that 
treatment. 

We belive that the proposed legislation would clearly sanction the 
course which we there took, would result in equal treatment of pro- 
ducers, would encourage the ownership and operation by pipeline com- 
panies of their own producing and gathering properties, and would 
definitely and conclusively contribute to the soundness and the security 
of the sources of gas supply, and the maintenance of adequate service. 
Those results would, inevitably, redound to the benefit of the domestic, 
as well as other customers, and, it is our belief, would achieve in the 
long run lower rates for natural gas. While we are interested in 
reasonable rates, we must be equally concerned with the financial sta- 
bility of the utilities under our jurisdiction, the safety of the invest- 
ments which have been made in them, and, of equal or greater im- 
portance, the continued maintenance of adequate gas service to all of 
the ultimate consumers who have invested many millions of dollars in 
gas furnaces and other gas-using equipment. Residential, commer- 
cial, and industrial consumers throughout the United States have come 
to rely increasingly upon this premium fuel, which in 1920 provided 
less than 4 percent of our total energy requirements, as compared with 
over 23 percent in 1953. 

Only time can tell just what effect Federal regulation of rates 
charged by producers and gatherers, for gas which they sell in inter- 
state commerce, will have upon the exploration and discovery of nat- 
ural gas. It has been generally recognized that regulation to effectu- 
ate the conservation of gas and oil as natural resources is a function 
which should be performed by the several States involved. 

In the interstate case to which reference has been made, the Supreme 

Court stated that the jurisdiction of the Commission under the Natural 
Gas Act does not attach where rate regulation by the Commission 
would be inconsistent or a substantial interference with the exercise 
by the State of its regulatory function. In our decision in the Phil- 
lips case, supra, we found that our regulation of sales made in the 
process of production and gathering would, by its very nature, be in- 
consistent or constitute a substantial interference with such regula- 
tion of producers and gatherers by the States. But the answer of the 
court to that finding was 
that the jurisdiction of the Federal Power Commission was not intended to vary 
from State to State, depending upon the degree of State regulation and State 
opposition to Federal control. 
_ The fact remains that the fixing of rates of producers for gas sold 
in interstate commerce for resale will inevitably conflict with the recog- 
nized power of the States to regulate producers for purposes of con- 
servation. While the latter process must, under tick circumstances, 
yield to the authority of the Federal Government, the effect upon the 
exploration and development of natural-gas resources must be, it is 
believed, far reaching. 

We believe that a sound fuel policy is essential to a robust and 
expanding internal economy and to the successful development of the 
national defense. We believe that no sound fuel policy can be erected 
upon such discrimination as presently exists against natural gas and 
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in favor of other competitive fuels. We believe further that such a 
policy requires the exploration and development of our oil and natural- 
gas resources against a background of free competitive enterprise, re- 
stricted only by appropriate State conservation regulation. Conse- 
quently, we believe that the Federal Government should no* wndertake 
the control or the regulation of rates of those engaged in the produc- 
tion, gathering, processing, or the selling of natural gas prior to its 
entry into an interstate transmission pipeline; and that the Natural 
Gas Act should be amended accordingly. 

Commissioner Draper does not concur in this report. 

Thank you, Mr. Chairman. 

The CHamman. Thank you very much, Mr. Kuykendall. 

As has been the custom in your other appearances before this com- 
mittee, you have put a great many facts into a rather brief statement 
and made a fine contribution to the subject. 

Are there any questions ¢ 

Mr. Harris. Mr. Chairman. 

The CHarrMan, Mr. Harris. 

Mr. Harris. Mr. Kuykendall, I also would like to compliment the 
Commission for its very concise and brief report covering a ver 
highly delicate and technical subject, as explicitly as you have in this 
short report that you have given this morning. 

You are familiar, I assume, with the establishment by the President 
of the Energy Supplies and Resources Policy Commission. 

Mr. KuyKenpauu. Yes, I am, Mr. Harris. 

Mr. Harris. That was a Commission which was established or ap- 
pointed by the President in 1954 for the purpose of making a study 
and survey of the entire fuels problems; is that right ? 

Mr. Kuykenpa.. That is right. 

Mr. Harris. And this was a Cabinet-level Commission, was it not? 

Mr. KuyKeEnpat.. I believe that is true, Mr. Harris. 

Mr. Harris. Are you familiar with the report which was issued by 
that Commission and announced from the White House on February 
26, 1955? 

Mr. KuyKkenpatu. Yes, Mr. Harris, I have read the report and I 
think I have a copy of it here with me. 

Mr. Harris. Yes; and a copy has been placed in the record here. 
That is, there has been placed in the record the portion of that report 
bearing on this particular matter. 

Are you in a position to state whether or not H. R. 4560 conforms 
to the recommendations of the Cabinet Commission insofar as it 
effects natural gas regulation ? 

Mr. Kuyxkenpatu. Yes, generally, I believe it does, and I gathered 
from reading your bill that you had patterned it with a view of con- 
forming to this report. 

Mr. Harris. That is true. That was my intention when the bill was 
prepared and introduced, and I wanted to have from the Commission, 
if you were in a position to state it. whether or not the Commission 
thinks that the bill as it has been introduced does comply with those 
recommendations. 

Mr. KuyKenpa.t. I believe it does comply substantially with those 
recommendations—not all of the recommendations. 

Mr. Harris. I am talking about as it effects the regulation of natural 
gas. 
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Mr. KuyKENDALL. Yes. 

Mr. Harris. And that is the problem to which the bill, or this 
proposed legislation, is directed. __ 

Mr. Kuykenpatu. Yes. Could I interpolate here? 

Mr. Harris. Yes. 

Mr. KuyKENDALL. I just endeavored to answer the question for the 
Commission. Now it may be that I have not expressed the views of 
each and every member of the Commission, and I think it should be 
understood that I am speaking primarily my views, and I trust the 
views of the Commission, but that the other members are here and I 
believe should be given an opportunity to express any contrary views 
if I indicate that their views are not what they really are. 

Mr. Harris. I appreciate the limitation, of course, naturally, it 
would be accepted, so far as I am personally concerned. I would be 
glad, if any other member of the Commission would have a comment to 
make on it, to have him do so for the record. 

Mr. Wotverton. Will the gentleman yield for a question ? 

Mr. Harris. Yes. 

Mr. Wotverton. I was under the impression that the statements 
that you had made represented the views of the majority. You say 
now you hope that it does, but the right is reserved for the other 
members to object if they wish to. 

Mr. Kuykenpauu. No; when I said that, Mr. Wolverton, I was 
referring to the answer. I had given to Mr. Harris’ question to me, 
not the report. 

Mr. Worverron. In that connection at least, may I ask whether 
your statement was read and approved by the Commission before it 
was delivered here? 

Mr. Kuyxkenpatn. Yes; the statement I read was approved by 
Commissioner Nelson Lee Smith, Commissioner Digby, Commissioner 
Stueck, and myself. Commissioner Draper did not agree. 

Mr. Wotverton. That is what I wanted to determine, whether it 
did represent their viewpoint, as you presented it here this morning. 

Mr. Kuykenpatu. Yes, it does. I can speak on that without 
question. 

Mr. Wotverton. Then, I misunderstood you. 

Mr Harris. I can clarify that for you, Mr. Wolverton. 

I was asking him whether the bill that was introduced complied 
with the recommendations of the White House Commission on this 
subject, and he was answering what he thought was intended and what 
the bill would do. In making that interpretation, naturally he had 
not had an opportunity to Daa his reply with the other Com- 
missioners. 

Mr. Heserron. Will the gentleman yield for a question on that 
point, or for an observation ? 

Mr. Harris. For a question; yes. 

Mr. Hesetron. For a question. 

Mr. Harris Yes. 

Mr. Heseuton. The gentleman has referred to this as a White 
House Commission. The President made it very clear that this is 
only a recommendation to the President. 

Do you not agree that it is only fair that the President has made 
no recommendation whatever on this subject ? 

Mr. Harris. No; I would not agree with that, because I do not know. 
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Mr. Heserron. Well, I do. 

Mr. Harris. The gentleman may know; I do not. The gentleman 
may be in a position to speak. Iam not. I am only referring to the 
announcement of the report which I received, and which I referred 
to as made from the White House on February 26, 1955. 

Mr. Hate. Is that report in the record ¢ 

Mr. Harris. Yes. 

The CuatrmMan. Yes, we included it in the record at the outset of 
this hearing. 

Mr. Hate. Thank you. 

The Cuarmman. Not the complete report, Mr. Hale, but that portion 
of it relating to the regulation of natural gas. 

Mr. Hate. Mr. Chairman, may I make an observation ? 

The Cuarrman. If the gentleman from Arkansas will yield. 

Mr. Harris I will yield for a question. 

Mr. Hater. Is it not clear that to the extent that we ask questions 
of this witness, his answers bind only himself and not the other 
members of the Commission ? 

Mr. Harris. I should think so. 

Mr. Hate. Because he has no opportunity to confer with the other 
members of the Commission in answering our questions. 

The CHatrmMan. May the Chair state that any of the other members 
of the Commission, on questions asked, who desire to be heard on that 
question, may feel free to indicate that and we will be glad to permit it. 
That will clear that situation. 

Mr. Harris. Now, Mr. Kuykendall, usually, when we have reports 
from departments, at least, in many instances, and when we have 
testimony, as we have received from you this morning, on behalf of 
the Commission, that statement is made that this matter has been 
cleared with the Bureau of the Budget, and whatever the position 
might have been with the Bureau of the Budget is stated; or this 
does not coincide with the program of the President. 

I noticed that your statement did not contain any reference to 
either of those suggestions. 

Can you state whether or not this has been cleared through the 
Bureau of the Budget ? 

Mr. Kuykenpatu. No, this report has not been cleared through the 
Bureau of the Budget for the simple reason that we did not have it 
to submit to them in time to get clearance. Actually the report was 
placed in final form yesterday. We produced it yesterday and copies 
were just delivered to this committee around 9:30 or later this 
morning. 

We have sent, or will send today our report to the Bureau of the 
Budget and I daresay in due course the Bureau will advise the 
committee. 

The Cuarrman. And, the Bureau of the Budget has been requested 
tomake a report on this bill. If it has not been, it will be before the day 
is over. 

Mr. Harris. Well, this committee has asked for a report from the 
Bureau of the Budget and I am sure that it will be coming forth in 
due time. 

Mr. Chairman, I believe that is all at this time. 

The CuatrmMan. Mr. Wolverton. 

Mr. Wotverton. I have no questions at this time. 
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Mr. Kier. Mr. Chairman. 

The Cuarrman. Mr. Klein. 

Mr. Kern. Mr. Chairman, I wanted to get some figures from the 
Federal: Power Commission. I merely would like to have them in 
the record. I assume they will have these figures available and. it 
will be satisfactory if they submit them for the record. 

Mr. KuyKenpauu. May I interrupt a second. I presume I will be 
able to have a copy of this record, maybe tomorrow, and from that 
we could supply all this information. Would that be soon enough? 

The CHamman. That will be soon enough. 

Mr. Kuykenpa.t. Then I won’t bother to make notes on it. 

Mr. Krern. Mr. Chairman, according to your annual report to the 
Congress for 1954, natural gas companies filed 46 rate increase appli- 
cations totaling $124 million; while in 1953, applications totaling 
$112 million were filed. I would like you to tell me—as I say, with 
the understanding that you do not have to tell me now unless you do 
know, but may submit it later for the record—the total number of 
rate increase applications which have been filed by natural gas pipe- 
line companies since July 1, 1949, and the total on file. 

Also, I would like to have you tell me what disposition has been 
made of such filings. In other words, can you give me the number 
and amount of filings which have been allowed, disallowed, or with- 
drawn, and also the number of filings and total of increases which are 
presently pending? 

Since the Commission required the filing last July of rate schedules 
of independent producers, how many rate increase applications have 
been filed and what was the total amount of increases requested ? 
What disposition has the Commission made of such increases ? 

Would you supply for the record the number of increases which 
were allowed to go into effect by the Commission without suspension, 
and the total amount involved in such increases ? 

How many increases were suspended and what was the total amount ? 

How many of such suspended increases were later allowed to go 
into effect. without hearing or further proceedings and what was the 
total amount ? 

How many increases are presently pending before the Commission 
and what is the total dollar amount of the increases ? 

(The information requested by Mr. Klein follows :) 


Gas rate increases filed by natural gas pipeline companies, July 1, 1949, to 
Mar. 1, 1955 





Num- 
her Amount 





163 | $505, 848, 000 


44| 114,455,000 
118 | 490, 322,000 


1,071,000 


Disposition of suspended rate increase applications: | 
Total allowed : 184, 367, 000 
Total not allowed i 108, 143, 000 
Total withdrawn 49, 129, 000 


Total disposed of | 341, 639, 000 
Total of suspended applications pending on Mar. 1, 1955 | 148, 683, 000 








_ | Includes $8,145,000 of nonsuspendible industrial rate increases filed in conjunction with other rate 
increases which were suspended. 
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Since last July when the Commission required the filing of rate schedules by 
independent producers, 2,247 rate increase applications have been filed by such 
producers. The total amount of the requested increases was $28,897,067 per 
ennum. Of such increases 2,169 were allowed to go into effect by the Commission 
without suspension. The total amount involved in the increases which were 
allowed to go into effect without suspension was $17,722,867 per annum. Of 
these increases 1,734 for $6,259,371 were related to changes in gathering or pro- 
duction taxes in the States of Louisiana and Texas. 

The number of increases which were suspended was 78, involving $11,174,200 
per annum. Of such suspended increases 17 were later allowed to go into effect 
without hearing or further proceedings, totaling $761,197 per annum. 

As of March 1, 1955, 61 such increases totaling $10,413,003, which had been sus- 
pended, were pending before the Commission. 

Mr. Kix. With respect to the pending increases of independent 
producers which are under suspension or which have been filed and 
not yet acted upon, would such increases go into effect automatically if 
the proposed legislation were enacted ? 

Do you have any policy by which the Commission determines which 
applications for increases will be suspended and which increases are 
allowed to go into effect without suspension? You might be able 
to answer that, although I have no objection to your submitting it 
later for the record. 

Mr. KuyKkenpa.., I did not hear you. 

Mr. Kier. Do you have any policy by which the Commission de- 
termines which applications for increases will be suspended and which 
increases are allowed to go into effect without suspension ? 

Mr. Kuykenpatu. Independent producers’ increases. That is the 
heart of the problem. It is most difficult to determine when inde- 
pendent producers’ increases are justified or, in other words, what 
would be a reasonable rate for them. 

I would say that in acting on these matters—admittedly we have 
had to act more or less like baseball umpires and call the decisions 
quickly—we have considered what the going price was in the area. 
In some cases we have had renegotiated contracts where greater sup- 
pies of gas were dedicated to the pipeline and perhaps “favored 
nations” clauses were eliminated, but the fixed prices were increased. 

We have weighed all that and endeavored to determine whether or 
not the public interest is best served by accepting the revised type of 
contract. 

We have considered who the buyer was and what his status was with 
the Commission insofar as the pending rate case was concerned. 

Those are a few of the considerations. I don’t think I have named 
them all. I will say that we do not have any fixed single rule. 

Mr. Kern. I have just a few more questions. 

As I understand your testimony, you endorse the language of the 
proposed amendment, the Harris bill, which requires the Commission 
to include in the operating expense the market value of gas produced 
by pipeline companies. That is correct, is it not? When I say “you,” 
of course you are speaking for the majority of the Commission. 

Mr. KuyKkenpALL. We have approved the objective of this bill, 
which would free the producers from utility type regulation. 

Mr. Kern. That would have the effect, would it not, of including 
in operating expenses the market value of the gas produced by pipeline 
companies ? 

Mr. Kuykenpatu. That would be an operating expense of the pur- 
chaser ; yes. 
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Mr. Kuen. Does the Commission have pending before it at the 
present time a number of applications for incre rate which are in 
part, at least, based upon this theory of regulation ? 

Mr. KuyKENDALL. ‘Yes. we have. 

Mr. Kuern. Can you tell me the amount of such pending rate in- 
creases which are based upon this theory? That is something you can 
submit for the record. 

Mr. KuyKkenpatu. Do you mean the difference between what the 
amount would be on that theory and on the cost theory, or just the 
total amount of the requested icrease ? 

Mr. Kuen. The total amount requested in those particular cases. 

Mr. KuyKkenpatt. In those particular cases, all right. 

(The information requested follows :) 

The amounts shown in the column headed “Computed difference between field 
price and cost” represent computations by the staff of the Commission from 


available data. More complete information may show that the figures are 
subject to adjustment. 


Pending rate increase proceedings which include “market value” for pipeline 
company’s own production or prices paid to affiliated producers through Feb. 
28, 1955 


Computed 


Total difference 
Docket Adjusted test 
an No. | ‘year,ending | feguested | (between, 


and cost 


Cities Service Gas Co.?.......-.-----.-----c---e-ee- December 1953..| $9, 500,000 | $5, 348,408 


Colorado Interstate Gas Co 2260 6, 325, 000 
| | 7, 871, 246 
EI! Paso Natural Gas Co i 4 (985, 605) 


Natural Gas Pipeline Company of America ‘ aaa 
Olin Gas Transmission Corp 

Panhandle Eastern Pipe Line Co 2506 

Southern Natural Gas Co. -........................ | 6, 163, 600 
Tennessee Gas Transmission Co G-5259 8, 616, 000 





1 The amount shown represents the most recent proposed annual increase in wholesale sales revenue over 
and above the level of the rates either last established by the Commission or still pending before the Com- 
mission as a result of the company’s immediately prior rate increase propos3l. 

? Difference between claimed field price and computed cost of production of gas purchased from an affiliate. 

§ Company’s claimed support for this rate increase proposal was based initially on costs associated with its 
own production, but in the subsequent formal hearings, the company also relied on ‘‘market value’’ for its 
own production. 

4 Parenthesis indicates negative amount. 

5 Not available. 

* Not acted on by Commission as of Feb. 28, 1955, but suspended after that date. 

Mr. Kern. It is correct, is it not, that the Commission would have 
no choice but to grant these increases if this legislation should be 
enacted ? 

Mr. KuyKenpauu. That is correct. 

Mr. Kier. That is all, Mr. Chairman. 

Che CuarrmMan. Further questions? Mr. Heselton? 

Mr. Hese.ton. Mr. Chairman, I do not know whether I have ac- 
curate information, but I would like to inquire of this witness, and if 
he does not have the information now I shall ask him to furnish it 
for the record. 

The last information I have as to total proven reserves of natural 
gas as of December 31, 1953, is two hundred and a half trillion cubic 
feet. It is my understanding that 30 companies own a total of 134 
trillion 300 billion of those gas reserves. In other words, they own 
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approximately 63 percent of the total proven gas reserves in our 
country. 

Do you believe that to be a reasonably accurate statement ? 

Mr. KuyKkenpatu. I would not want to say for sure. I will supply 
that information to you. 

Mr. Hesevron. What is that? 

Mr. KuyKenpDatv. I would not want to say whether it is or not. I 
don’t know, but we will get that information for you. I am sure we 
have it. 

Mr. Hesetron. For instance, Humble is reported to own 18 trillion 
of gas reserves; Phillips 17.9 trillion; Texaco 10.5 trillion; and then, 
without specifying the amounts, these are the companies which ap- 
parently hold the reserves: Standard of Indiana, Socony Vacuum, 
Shell, Cities Service, El Paso Natural Gas Co., Standard of Cali- 
fornia, Gulf-Continental, Sun, Pure Oil, and so forth. 

(The information requested follows :) 


Congressman Heselton stated that it was his understanding that 30 companies 
own a total of 134 trillion 800 billion cubic feet of gas reserves which was ap- 
proximately 63 percent of the total proven reserves in the country. He inquired 
of the chairman whether that was a reasonably accurate statement. Pursuant 
to instructions members of the staff have attempted to verify the statement. 

Information as to natural gas reserves controlled by individual companies has 
not been compiled as far as the staff knows. Accordingly, the staff proceeded 
in its investigation as follows: A study of the gas purchased by pipeline com- 
panies from independent producers in the year 1953 discloses that 42 producers 
sold 70 percent of the gas purchased by the pipeline companies. An effort was 
then made to ascertain the reserves owned by the 30 largest sellers of gas to 
pipeline companies. In this connection a study was made of registration state- 
ments filed with the Securities and Exchange Commission, of annual reports to 
stockholders, Moody’s Manual, and stock reports of Standard and Poors Corp. 
The data shown in the attached tabulation was obtained as a result of this 
search. 

Kl Paso Natural Gas Co., not in the group of 42 mentioned above, is included 
in the tabulation because Congressman Heselton specifically referred to that 
company. In addition, Panhandle Eastern Pipe Line Co. is included because of 
the knowledge that that company controlled large gas reserves. 

The 19 companies for which information as to reserves was obtained controlled 
91 trillion cubic feet of natural gas as of recent dates. This is 43 percent of the 
total reserves of 211.5 trillion cubie feet in the United States as of December 31, 
1953, according to the American Gas Association. 
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Natural gas.reserves of certain large producers 


Natural gas reserves 


| Volume 
As of— | (trillion 
cubic feet) 


Phillips Petroleum Co Dee. 31. 1953 
Union Producing Co . 31,1954 
Stanolind Oil & Gas Co : . 31,1953 | 
Humble Oil & Refining Co : 30, 1954 
Magnolia Petroleum Co . | . 31, 1953 
Shell Oil Co 

Chicago Corp 

Atlantic Refining Co 
Shamrock Oil & Gas Corp 
Shay, CS Co 

Gulf Refining Co 


Gulf Oil Corp 

Texas Co- 

Carthage Corp. plant 

Republic Natural Gas Co 
Superior Oil Co 

Cities Service Gas Producing Co 7 
Sunray Oil Corp ot | Jan. 1,1953 
Union Oil Co. of California | Dee. 31, 1953 
Continental Oil Co 

Southwest Gas Producing Co., Inc 
Panoma Corp 

La Gloria Corp } 
Tare ct te acln A Puke mane ieia ne rkonl aa ites Nard nee | 





mp 9 


olamus ees 


Western Natural Gas Co 

Abercrombie, J. 8. Co 

Tide Water Associated Oil Co 

Sinclair Oil & Gas Co . 31,1953 
E] Paso Natural Gas Co z ec. 31, 1952 
Panhandle Eastern Pipe Line Co 


2 OO at et 


© 
= 








1 Ineluding affiliated companies. 
2 Denotes data not available, 

* 1.6 trillion cubie feet net. 

‘ Not given. 

Mr. Hesexiron. You did not comment on the bills which I have 
introduced. I do not know whether you have had an opportunity to 
look at them. One bill was intended to reaffirm the correctness of 
the majority decision in the Phillips case. That is primarily because 
there has been so much contention that the Supreme Court has mis- 
interpreted the intention of language. The history of the natural 
Gas Ret shows that it was correctly interpreted. 

Mr. Wotverton. Will the gentleman yield? 

Mr. Hesevron. May I finish this particular statement, and then 
I shall be glad to yield. 

The other was to exclude from regulation, as I understand it, ap- 
proximately 85 percent of the small producers. 

So I have a list here of 30 of the large oil companies which control 
the gas production and distribution of the country which would be 
under regulation. 

Mr. Wolverton wants me to yield. I want to ask you a question 
after making that statement. 

Mr. Wotverton. The only suggestion I wish to make would be as 
to whether the gentleman thought it advisable to give the numbers of 
the bills which he has referred to as his bills, so that that will be in 
the record at this point. 
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Mr. Hesevton. I shall be glad to. The first bill to which I re- 
ferred is H. R. 4923; and the second one is H. R. 4924, which applies 
to producers who produce less than 2 million cubic feet. 

I should like to ask you, Mr. Chairman, if the Commission has given 
any consideration to the advisability of that type of approach. at 
T have in mind is that this committee has repeatedly considered this 
type legislation, as when the present chairman of the committee spon- 
sored a bill which a former President of the United States vetoed, and 
there was no further action. I agree that this needs clarification. 
However, it does seem to me that there is something more than the 
approach which my good friend and colleague, Mr. Harris, whom I 
admire very much, has presented and which has been presented to this 
committee repeatedly, and that is the question of straight exemption. 

Is there not another problem involved, and that is the public inter- 
est? Do you not believe that in terms of a dedicated public resource, 
some type of regulation is necessary? Perhaps I should stop with 
that question, but may I say this: The committee also went into the 
question some years ago of the gap created by the Attleborough case 
in connection with Federal electricity. Do you believe, if Mr. Harris’ 
bill is passed, you will have a situation where these large companies 
can come in and say, first, “We are not under Federal regulation,” 
and then they can turn around and say to the State commission, “We 
are not under State regulation” ? , 

The CuHamman. You may go ahead and answer the question. May 
the Chair announce, however, before you answer the question, that the 
bells have rung for the quorum, and arrangements have been made 
for an afternoon session 1n the caucus room of the Old House Office 
Building, which will give more room all the way around. That ses- 
sion will convene at 2 o’clock. 

Mr. Hesetron. May I suggest, I would like to have other members 
of the committee hear Mr. Kuykendall’s answer to the question. 
Would it be agreeable to the chairman if he answered the question 
when we resume the session this afternoon ? 

Mr. Kuykenpaty, That is agreeable with me. 

Mr. Harris. I would not want the record to speak as the gentleman 
said a moment ago, that the bill which I introduced and which is be- 
ing considered here is not in the public interest. Certainly I could 
not let that go unchallenged. I think the bill is in the public interest, 
and I tried to approach it on that basis. 

Mr. Hesetton. May I say that you and I, Mr. Harris, can argue 
that question at length. 

The CuatrMan. The committee will stand adjourned until 2 o’clock 
in the caucus room of the Old House Office Building. 

(Whereupon, at 11:10 a. m., the hearing was recessed until 2 p. m., 
of the same day.) 

AFTERNOON SESSION 


(The committee reassembled at 2 p. m., in the caucus room, Old 
House Office Building, Hon. J. Percy Priest (chairman) presiding.) 

The Cuairman. The committee will come to order. 

Before we proceed, may the Chair make this brief statement? We 
are meeting here in a large room. We are hopeful it will be more 
comfortable for our guests before the committee, as well as the wit- 
nesses. We wish to remind you, however, that in a room such as this, 
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he least bit of disturbance may prevent members of the committee or 
ohers from hearing testimony and the Chair hopes that we shall have 
at least a minimum of disturbances and conversation. I mean by dis- 
turbanees, particularly conversation, because in this kind of a room 1 or 
2 words spoken audibly makes more confusion than apparently it 


might under other circumstances. 

So, we ask you to bear with us and help us to proceed as orderly as 
possible. ! f 

When the committee adjourned this morning, subject to call of the 
House, Mr. Heselton had directed some questions to Chairman Kuy- 
kendall, and I believe he was about to answer those questions at that 
time. 

We will proceed from that point, Mr. Kuykendall. 


STATEMENT OF JEROME K. KUYKENDALL, CHAIRMAN, FEDERAL 
POWER COMMISSION—Resumed 


Mr. Heserton. Mr. Chairman. 

The Cuairman. Mr. Heselton. 

Mr. Hesevton. May I make a brief statement before Mr. Kuyken- 
dall answers my questions. 

The CuatrmMan. Very well. 

Mr. Hesevron. Because this morning the question arose in the hear- 
ings as to the-—— 

The Carman. May I once again plead for silence and order. 

Mr. Heselton, you may resume your questions. 

Mr. Hesevton. I said, Mr. Chairman, that because this morning the 
question arose as to the report of the so-called Advisory Committee on 
Energy, I asked the White House to furnish me with an exact state- 
ment of what the President said with reference to it. I quote: 

At the press conference of March 16, the President was asked whether the 
report of his Advisory Committee on Energy necessarily represented his own 
views. 

The President replied that the advisory committee has prepared its views and 
submitted them to him; that there has been no action on his part at all giving 
it (the report) final approval. 

Would you reply to the question I asked you Mr. Kuykendall ? 

Mr. KuyKkenpat. I wide if the reporter can read it. 

(The reporter who took the statement this morning was not present.) 

Mr. KuyKenpatt. Can you repeat the question, Mr. Heselton ? 

Mr. Hesetton. I will try to. 

a KuyYKENDALL. I remember your explanatory background, I 
think, 

Mr. Heserron. I said in substance that the Commission’s report had 
commented on Mr. Harris’ bill, and I believe Mr. Hinshaw has an 
identical or a similar bill. 

Mr. Hrnsuaw. It is identical, I may say to the gentleman. 

Mr. Heserron. I believe you said that you had not reported on two 
bills which I had filed, and I can understand that, because they were 
only filed recently. 

However, I called your attention to the fact that one of those bills 
was intended to ratify, so to speak,.the majority opinion of the Su- 
preme Court in the Phillips case. 
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The other bills seek, at least, to exempt from regulation something 
like 85 percent of the small producers, from Federal regulation. 

I posed the question whether that would be—and I do not want to 
offend my friend from Arkansas (Mr. Harris)—more in the public 
interest than the two bills you commented on. 

I also raised the question as to whether, if the Harris bill were en- 
acted, it might not result in the oil companies who would constitute 
the biggest producers, coming back in again, as was done in the Attel- 
boro case and say here, by virtue of this law we are out of Federal 
regulation and we are also out from under State regulation. 

{r. KuyKenpauu. Well, I believe it is pretty clear that these sales 
by producers of gas which move in interstate commerce would still be 
in interstate commerce and I think that it is probably true, that these 
sales would not be covered in the Natural Gas Act and that they 
could not be regulated by the State authorities, except in the exercise 
of their powers of conservation. Two States now do control prices 
for that purpose; but they put a floor under the price rather than a 
ceiling. 

There would be a gap, unless the fact is that competition is adequate 
or can be made adequate by proper application of the antitrust laws, 
to insure by that means that the price is fair. 

Mr. Kix1n. Would the gentleman yield ¢ 

Mr. Hesevtron. Yes; I will yield to the gentleman. 

Mr. Kier. I did not understand your first point. Did you say they 
would be exempt from State regulation as well ? 

Mr. Kuykenpatu. Maybe I should not be endeavoring to give legal 
advice here; but I am of the opinion right now that these are sales in 
interstate commerce and consequently would not be subject to regula- 
tion by intrastate authority. 

Mr. Hesevton. Mr. Chairman, I would like to have you tell the 
committee something about these escalator clauses and the renegotia- 
tion features. 

I have in mind that that is urged by some people, it being the claim 
by some that competition would result in fair prices; reasonable rates 
to the public; do you think that is so? 

Mr. Kuykenpauty. There are numerous types of escalator clauses. 
Some contracts have fixed escalator clauses to take effect at specific 
times and in those cases anyone can tell by reading the contract what 
the price is at a given time and what the overall average price would 
be during the entire term of the contract. 

There are other contracts that have in them favored nation’s clauses, 
and generally speaking, and at the risk of oversimplifying it, I would 
say there are two types of favored nation’s clauses. 

There are two kinds of favored nation’s clauses, one where a buyer 
agree that if he pays anyone else a higher price in the area, he will also 
pay that higher price to the person with whom he is contracting. 

The third party type of favored nation’s clause provides that the 
buyer will pay a price equal to what anyone else pays in the area, and 
there are variations of that formula. 

The second party type, I have already described. 

The third type of favored nation’s clause have in my opinion.caused 
the Federal Power Commission and the pipeline companies-and-dis- 
tributing companies a considerable amount of trouble, and personally 
I do not like them. 








NATURAL GAS 27 


Mr. Heseiton. Now, referring to the specific escalator clause. Is it 
not a fact that it is utterly impossible to estimate the cost for any 
future period under that ? 

Mr. Kuyxenpau. That is true. 

Mr. Heseiton. And then, referring to the favored nation’s clause, 
is it not also true that—— 

Mr. Kuyxenpauy. Will you wait a minute, Mr. Heselton? Were 
you talking about favored nation’s clauses, when you asked me the 
last question 

Mr. Hesetron. I have a memorandum indicating three types of 
clauses: Specific escalator clause—that is at a price say of 5 cents for 
the first given number of feet of gas; 6 cents for the next; 7 cents for 
the next, 8 cents for the next, and so on, up to 15 cents. 

Then, the favored nation’s clause where the pipeline company pays 
a higher Pe to other producers, it automatically must pay a Coie 
price to all. 

And then, the final or third type I have mentioned was the third 
part of the favored nation’s clause, so that if any pipeline company 
pays a higher price for its gas, the contract price for all gas atl in 
that field to the pipeline automatically will be raised to the newer 
higher price. 

Mr. KuyKeEenDALL. Yes, sir. 

Mr. Heseiron. Those in general are the clauses ? 

Mr. Kuykenpatu. Yes. 

Mr. Hesevron. Do they not, in all have the effect of making com- 
pletely unpredictable as to what the rates will be and do they not force 
the State utility regulatory bodies to pass that price on, irrespective 
of its reasonableness ? 

Mr. KuyKenpauu. Yes; I think that is a correct statement of the 
effect of third part favored-nations clauses. 

Mr. Hesetron. To go back to my question about the Phillips case, 
I do not want to be unfair, but I would like to have the record clear. 

As I read the statement of the Commission this morning, I was 
struck rather forcibly with the fact that, or the impression, that the 
Commission does not like the Phillips decision and that really is 
the main issue as far as the Commission is concerned. Am I correct 
about that ? 

Mr. KuyKenpaty. Well, here again I perhaps will have to speak 
only for myself. 

Weare talking now about the sixth largest industry in this country. 

I feel it is a very serious matter and that we should not trifle with 
that industry and its economics. 

I have found, from my own experience, great difficulties in knowing 
how to fix a fair price for producers’ gas. 

I know this also, that something like 55 percent of the gas, accord- 
ing to the latest figures I have seen—I believe that was for 1953—is 
transported in interstate commerce. So that a very substantial part 
of it never goes into interstate commerce, and that is not subject to 
regulation by the Commission. 

I am aware that the industry probably will raise some scare talk 
about how gas supplies will dry up under the Phillips decision; but 
I cannot help but feel that there is some substance to what the in- 
dustry says, and that it will not be suecessful to put an artificial ceiling 
over that part of the gas which flows into interstate commerce and 

61557—55—pt. 1———3 





IS NATURAL GAS 


have no such ceiling on the part that does not. As I reported this 
morning—I said, I think, that you have to consider the position of 
oil in this picture. Much of the gas comes out of the same hole as 
does the oil. You have to consider coal in considering any other fuel, 
_and the part it plays in our economy. _ I do not think the problem 
is simple or can be made simple by merely dealing with gas as though 
it were the only fuel that we had, and as though all of it could be 
under the control of the Federal Government. 

Mr. Hesevron. If the bill intreduced by my colleague, Mr. Harris, 
became law, would the so-called field price hectsine the maximum pr ice? 
Mr. KuyKenpaut. I think those terms—I would say by the field price 

you mean the average field price, or the weighted field pr rice? 

Mr. Heseiron. 1] presume the average field price. 

Mr. Kuykenpatu. I would think something like that, close to it, 
would be the market price. I do not think it necessarily would be the 
highest price in the field or the lowest price in the field. It seems to 
me it would be something in between. 

Mr. Heserron. I am informed that the Tennessee Gas Transmission 
Co., which is 1 of the 2 top suppliers for New England, obtained 
their gas for approximately 5 cents from the Gulf “Coast prior to 
1950. The latest information I have is that the escalator clause or 
the renegotiation price has brought about a result so that Tennessee 
Transmission now buys at an average price of nearly 12 cents. 

In your opinion, if this bill became law, would that price of 12 
cents be increased? If so, how soon and how much? 

Mr. KuyKkenpatu. Well, I hesitate to assume the role of a prophet, 
but I have only quite recently talked with an official of the Tennessee 
Gas Transmission Co. in my office. He told me that regardless of the 
Phillips case, or what effect it might have on the movement of gas 
in interstate commerce, that they have their gas supplies assured, I 
believe, for about 10 years. They have renegotiated their contracts 
so that they are pretty well off in that regard. T think they are en- 
tirely clear of the favored-nation’s clauses. I believe their price 
would just stay about what it is for the next 10 years. 

Mr. Heseiton. Have you had occasion to look into the financial 
statement of the primary producers recently ? 

Mr. Kuykenpbaui. No, I have not, Mr. Heselton. 

Mr. Hesetron. That is all, Mr. Chairman. 

Mr. KvuykenDati. Might I add one comment, Mr. Heselton ? 

Mr. Heseriton. Yes. 

Mr. Kvuykenpaty. I think when we talk about a price being 5 
cents in 1950 or 1948 and 12 cents today, in order to know what that 
means, we should know, and frankly I do not know now, what should 
be the fair price at a given time. 

If we assume that 5 cents was a fair price then, obviously we can 
deduce that 12 cents is an unfair price now. 

Many people say that 5 cents was not a fair price, and that was 
based largely on the fact that the-heating value—the equivalent heat- 
ing value, of oil and other fuels, was lower than gas on a comparative 
cost basis. 

Do I make myself clear ? 

Mr. Heseiron. I understand your position, but I still have in mind 
that the consumers of gas have substantially, in recent years felt 
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that they have a right to expect some kind of fair regulatory action 
in terms of what is a dedicated natural resource. 

Mr. HrnsHaw. Pardon me. Will the gentleman yield there‘ 

Mr. Hesexron. I yield. 

Mr. Hinsuaw. Do you consider natural gas, petroleum, and oil, a 
dedicated natural resource ¢ 

Mr. KuyKenpaL. I think Mr. Heselton means, in that connection, 
reserves that have been dedicated to certain pipeline companies by 
contracts that have been entered into. 

Mr. HinsHaw. Certain specific cases, but not undiscovered oil and 
gas. 

Mr. KuyKENDALL. No. 

Mr. Hate. Mr. Chairman, | think it would be very helpful to the 
committee if Mr. Heselton should define “dedicated natural resource”. 
‘That means nothing to me. 

the CHAIRMAN. 1 do not know whether the gentleman from Massa- 
chusetts has a definition right at the moment or not. If not, he can 
turnish one for the record, 4 am sure. 

Mr. Haywortu. Mr. Chairman. 

‘he CHAIRMAN. Mr. Hayworth. 

Mr. Hayworth. Mr. Kuykendall, what would you say is the amount 
of therms in an M ec. f.¢ 

Mr. KuyKenpaLh. Well, 1 get my decimal points confused, but 
most natural gas has around a thousand therms, I think in a thousand 
cubic teet; 1 believe. Maybe I am off. 

Mr. Haywortu. That is my understanding. I called your office 
and talked with Mr. Tom Williams about it, and he said an M ¢, f. 
Was essentially equivalent to a therm. 

Mr. KuyKENDALL, | think 1 would agree to that. 

Mr. HayworrH. You will note on page 4 of your statement, bottom 
ot page 4, that the amount of gas used in 1953 was 554% billion therms, 
and over on page 5, eighth line, you indicate that the proved recover- 
able natural-gas reserves are at the present time 211.7 trillion M e. f. 

Now, 1 have taken the trouble to divide 55 into 211 trillion, and 
come out with the answer that there are 3,800 and some years of 
proved natural-gas reserves at the rate of consumption of 1953. 

Mr. KuyKenvauu. Weil, 1 do not feel confident to argue with your 
writhmetic, but 1 have seen iigures that indicate that based upon 
present consumption, our known reserves would last us something lke 
22 years. 

Mr. dayworrH. I think it is pretty obvious, when 1 divide 211 tril- 
lion by 55 billion, that you get more than 22. 

Mr. INUYKENDALL, 1 gatuer you are suggesting that one or both of 
our figures are erroneous. 1 will be happy to check them. 

Mr, Hayworru. | am just going by the figures that you have here, 
dividing 50 into 211 trillion, and it comes to 3,800 years. 
_ Mr. KuyKENDALL. Just last week the American Gas Association 
issued figures on the known gas reserves, and also, I believe, the same 
report contained the amount of gas consumed last year, and if you 
assume that the consumption in the future would be what it was last 
year and divide the known reserves at the end of last year by this 
figure of consumption, you will get the figure I believe of somewhere 
around 22 years. 
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Mr. Harwortu. In other words, 22 times as much as was discovered 
last year has been used ? 

Mr. Kuykenpaty. No; much had been discovered previously, but 
the known existing proven reserves were enough to last about 2214 
years, I believe. If we use each year what we used last year, then it 
would last about 221% years. That is as compared with the amount of 
gas that was used last year. 

Mr. Hayworru. I observe from the years 1945 to 1954, accordin 
to your statement there were discovered 147 trillion M c. f.’s whic 
would mean in the last 9 years we discovered enough gas to keep us 
going 1,100 years at the present or rate of 1953. 

Mr. Kuyxenpaut. No. Iam sure that is not correct, Mr. Hayworth. 

Mr. Hayrworrn. I would appreciate it if you would find out. 

Mr. Kouyxenpatt. I will be glad to get that clarified for you, Mr. 
Hayworth. 

e Cuamman. In the opinion of the Chair, while Mr. Kuyken- 

dall said he was not sure about it, but apparently there is some mix 

up in the arithmetic. I am sure that you can furnish for the commit- 

eo a figures, or an estimate at least, based on that, Mr. Kuy- 
endall. 

Mr. KuyKkenDA.L. Yes, sir. 

Mr. Hayrwortu. I will yield the floor. 

- Mr. Harris. Will the gentleman yield to me before he yields the 
oor ? 

Mr. Hayworru. I will be glad to yield to you, Mr. Harris. 

Mr. Harris. I think probably we can clear up this question of 
proven reserves, as it was reported by the American Gas Association 
under a recent announcement, proven recoverable natural-gas re- 
serves in the United States on December 31, 1954, was 211.7 trillion 
cubic feet; for the year 1954, 8 trillion, 700 billion cubic feet of gas 
was marketed. That would give you some idea. 

Mr. Hayworru. 8 trillion? 

Mr. Harris. 8,700,000,000,000 cubic feet. That is the amount that 
went into the market. 

There was a total production in 1954 of 11 trillion, plus. 

I am trying to bring that into comparison with the statement here 
on page 4. I believe you have it there in which it says there was 5514 
billion, at the bottom of page 4 in your testimony, it says in 1953 there 
were some 5514 billion therms of natural and mixed gas sold to nearly 
24 million customers. 

I am not an expert on the subject, but I might for the record here 
advise the gentleman it is my understanding that one therm is 100 
’ eubie feet of 1,000 B. t. u. gas. Ten therms then would be an M. c. f. 
I would not want to translate that into—— 

Mr. Haywortsu (interposing). Mr. Chairman, I might say neither 
am I an expert, but I am simply going by the statement of Mr. Wil- 
liams in the office of Mr. Kuykendall. He said that the term therm 
and M c. f. were essentially equivalent. 

Mr. Chairman, I think we are in a very peculiar situation. I sug- 

est that we clear this up at some future meeting, because to me this 
is rather important. 

The Cxarmman. The Chair feels that it should be cleared up and 
that it will be cleared up, and we will ask Mr. Kuykendall to furnish 
that explanation for the record. 





NATURAL GAS 31 


It seems that the question between you is how a therm is translated 
into thousands of cubic feet. That is the basis of confusion, perhaps. 
If we can get that cleared for the record, we shall appreciate it, Mr, 
Kuykendall. 

Mr. Harris. Mr. Chairman, I may suggest that it is still going to 
be confusing after we get it, because the term “B. t. u.” and the “B. t, 
u. content” is what determines what the number of cubic feet is going 
to be or will turn out to be. Some use 800, some 1,000, maybe some 
use 900 B. t. u. per cubic foot. So, as I understand, when you get to 
dealing in therms as translated into cubic feet of gas, you get into 
another problem which becomes equally confusing. 

(The Federal Power Commission later submitted the following 


memorandum :) 


MEMORANDUM 
Marcu 22, 1955. 


At today’s hearings on H. R. 4560 and H. R. 4675 and related legislation, Con- 
gressman Hayworth, of Michigan, raised some question regarding the 55% bil- 
lion therms of natural and mixed gas sold to customers of gas utilities in the 
United States referred to at the bottom of page 4 of the Commission’s report on 
the proposed legislation dated March 21, 1955. The confusion is due, no doubt, 
to the use of unfamiliar terminology and the magnitude of the figures, involving 
the proper number of zeros and placing of decimal points. 

Sales by gas utilities to customers are reported by the American Gas Asso- 
ciation in therms, since much gas is distributed locally, and billed, on that 
basis. For 1952 such sales amounted to 53,194,300,000 therms of natural gas 
and 2,351,400,000 therms of mixed gas, the combined figure, 55,545,700,000, being 
rounded off to 5514 billion therms. 

One therm is the equivalent of 100,000 British thermal units (a B. t. u. being 
the quantity of heat required to raise the temperature of 1 pound of water by 
1° F.). Therefore, using 1,000 B. t. u.’s as a fairly representative heat content 
of 1 cubie foot of natural gas, 1 therm is equivalent to 100 cubic feet of natural 
gas, and 10 therms equals 1,000 cubic feet of such standard natural gas. Thus, 
sales of 55% billion therms roughly equal 5% billion M. ec. f., or 5% trillion 
cubic feet, of natural gas. 

Utility sales of 5.5 trillion cubic feet of natural and mixed gas in 1953, how- 
ever, are not directly comparable with the rounded figure of 9.2 trillion cubic 
feet for natural gas net production in that year. Not only does the former figure 
include some 0.24 trillion cubic feet of mixed gas, but the latter embraces—in 
addition to natural gas ultimately sold, in straight or mixed form, to customers 
by utilities—natural gas used in the field, sold to nonutility customers, and con- 
sumed or lost in transmission operations, ete. 

In computing the indicated survival of natural-gas reserves, it is the annual net 
production, therefore, rather than utility sales, which should be divided into 
the total proven reserves to determine the remaining years of life at current 
rates of discovery and use. On this basis, the indicated remaining life of the 
proven gas reserves of the United States was 32.5 years at the end of 1946 
(“Re5t001.000 11,447,132,000 M. c. f.\ 4 005 


4,942,617,000 28.0 years at the end of 1953 ( 2 oe 
es 211,710,732,000 M. ec. f. 
ee 1954( 9,426,509,000 M. c. f. 

NELSON Ler Smi1TH, Commissioner. 

Mr. Doturver. Mr. Chairman. 

The Cuarrman. Mr. Dolliver. 

Mr. Dorxtver. Each of us have been handed this diagram which 
comes from the Federal Power Commission dated January 7, 1955, 
and it is a graphic description of how gas moves from the well to the 
ultimate consumer. 

_ Part of the gas that is consumed never leaves the borders of the 
State where it is produced; does it? 
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Mr. Kuykenpnatn. That is true. 

Mr. Dotutver. Do you have any authority in the Federal Power 
Commission to control that kind of gas? 

Mr. KuyKkenpatyn. No; we donot. 

Mr. Dotitver. Even under the Phillips case, which brought about 
this hearing? 

Mr. Kvuykenpati. No; our authority under the Phillips case is 
based on the commerce clause and we do not have jurisdiction over 
intrastate movement of the gas. 

Mr. Dotriver. There is no question but that the State producing 
thie gas can market the gas any way it sees fit, within that State. 

Mr. Kvyxenpars. I think that is true. 

Mr. Dotitver. Without any interference from the Federal Power 
Commission or any other Federal agency ? 

Mr. Kuyxenpart. I think that is correct. 

Mr. Doxutver. The effect of the Phillips case was to throw within 
the purview of your jurisdiction, not only the interstate transmission 
of gas but also the production and gathering of gas before it comes 
into interstate commerce; is that corr rect ? 

Mr. Kvuykenpauy. Well, generally that is correct. That is a point 
of dispute and confusion as to what control, if any, we have over pro- 
duction and gathering, but it seems to be pretty clear we have juris- 
diction over the ceiling price of the producer or the gatherer if the 
gas moves into interstate commerce. 

Mr. Doxiiver. Well, have you elaborated sufficiently on that to 
make your position clear, in that respect ? 

Mr. KuyKkenpvatt. I do not know whether it is clear or not, but 
I doubt if I could make it any clearer by further elaboration. 

Mr. Dottiver. Do you have any statistics in your department to indi- 

cate the relative share of the cost to the consumer of the gas at the 
wellhead ? 

Mr. Kuykenpatx. I do not know whether we have or not. I think 
we could derive them from figures we have though. 

Mr. Dotutver. This is the particular thing I am interested in. I live 
in an area where natural gas is a very useful and popular fuel and we 
need it and it is very necessary for many, many kinds of uses. 

The point I am trying to find out is what percentage of the cost 
which the consumer pays is attributable to the gas at ‘wellhead and 
what proportion of the cost is attributable to the cost of tr ansporation 
and processing. 

Mr. Kvuykenpantn. Mr. Harris has just handed me a chart which I 
believe covers that point, and I recall now that I have seen this chart 
somewhere. 

Mr. Harris. I might say that it is part of your hearings that you 
held down there recently. 

Mr. Kvuykenpaty. Our R-142 proceedings, I guess. 

Perhaps you want to place this in the record; would you, Mr. Harris, 
or Mr. Dolliver ? 

Mr. Dotitver. Yes; I will be glad to see it. Can you identify this 
paper that has just been handed me as part of the proceedings of the 
Federal Power Commission? It has no identification on it. 

Mr. Kvuyxenpatx. After Mr. Harris has refreshed my memory, | 
believe I can identify that as the document presented to us in argu- 
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ment before the Commission in a precennins designated R-142, which 
was a rulemaking proceeding, where we were receiving suggestions 
on how to fix a price on natural gas. 

Mr. Doriiver. Would it be fair to say that this is the product of 
the Commission, and an investigation made by the Federal Power 
Commission ? 

Mr. KuyKEnpAtu. No; that would not be true. It was submitted to 
us by someone arguing before us and not prepared by the Federal 
Power Commission or its staff. 

Mr. Dottutver. Well, what I am trying to get at, Mr. Kuykendall, is 
some way that we can relate the cost of transportation of gas in inter- 
state commerce, as it is borne to the ultimate consumer, as it relates to 
the cost of the gas coming out of the ground, in the well. 

Now, there are probably several considerations that have to be 
thought of in this connection. 

For example, if the gas is produced in connection with an oil well, 
doubtless there would be allocations of costs on some basis either by 
your Commission or by the producer; allocations of cost of the oil as 
related to the cost of the production of the gas. 

Mr. Chairman, apparently this chart has some significance in this 
connection, but I am not quite clear what it is, and I think it would 
be well if I hand this back to Mr. Kuykendall and give him an oppor- 
tunity to look it over further and perhaps bring up some additional 
information to the committee in this connection, perhaps before these 
hear ings are closed. 

The CHAIRMAN, Can you do that, Mr. Kuykendall ? 

Mr. KuyKkenpat. I think I can. I think I can have our staff check 
that, if they can, and tell us whether or not they can verify it. 

Mr. Dotiiver. I would like to have that information. 

Mr. Harris. Will the gentleman yield? 

Mr. Dotiiver. Yes. 

Mr. Harris. I think since we have referred to the chart it might 
be well to explain what this chart contains. 

Mr. Dotiiver. That is exactly true, and it is not very clear from it 
and from the notations on the chart, what it really is. 

Mr. Harris. This chart, for the record, to explain it so that the 
members can understand it, shows what the cost of the gas at the well- 
head is. As an example, take gas that goes to New York. That is 
7.7 cents. And it shows what the price to the consumer is in New 
York. The consumer pays $2.37. 

It shows for Boston, the wellhead price is 9.9 cents per thousand 
cubic feet ; to the consumer in Boston $1.44. 

Here in Washington, D. C., the price is 10.3 cents; the cost of the 
commodity to the consumer, what the consumer pays here in Wash- 
ington is $1.3 

In C hideged ‘the cost of the commodity that goes into Chicago at 
the w ellhead is 8 cents; the consumer in C hicago pays $1. And, so 
on, with various other cities. 

Mr. Dottiver. Now, Mr. Chairman, I appreciate the explanation 
on the part of my esteemed colleague, Mr. Harris, and I have no doubt 
of the accuracy of his remarks. But I think it would be well for this 
record to contain these statements from the Federal Power Commis- 
sion. I think this is a matter of great public interest, and we should 
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have the authority of the responsibility of the Federal Power Commis- 
sion behind these statistics and figures, as well as the statement of 
Mr. Harris. 

Mr. Wotverton. Will the gentleman yield? 

Mr. Dotutver. Yes. 

Mr. Wotverton. From what source did this chart come, and how 
ri it get into the proceedings? Can anybody tell us where it comes 
rom ? 

Mr. Harris. I handed it to Mr. Kuykendall a moment ago and it is 
a chart that was presented to the Federal Power Commission in pro- 
ceedings which he referred to. 

Mr. Wotverton. That is all, Mr. Chairman. 

The Carman. Mr. Kuykendall has said that he will have his 
staff examine it and will furnish for the record an answer to Mr. 
Dolliver’s questions. 

Mr. Dotutver. Yes; that is satisfactory to me, and I will yield the 
floor. 

(The chart and other information are as follows :) 
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PRICE*OF GAS TO HOME CONSUMER 
vs , 
PRICE RECEIVED BY PRODUCER 
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New York Boston  Washinglon Milwaukee Chicago Detroit USAverage Minnegpolig Los Angeles Denver Kansas City 
Average price paid per the equivalent of a thousand cubic feet of 1000 AT.U. gas for all gas consumed 

for residential purposes based on the year 1953, except Chicage, Milwaukee and U.S Average - besed on year 1952. 


Estimated Figures. NOTE.—From proceeding before Federal Power Commission 
designated R-1))2. 
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Members of the staff of the Commission have endeavored to verify the figures 
on a chart entitled, “Price of Gas to Home Consumers Versus Price Received by 
Producers,” which Congressman Harris handed Chairman Kuykendall and is 
referred to by Congressman Dolliver. The figures on the chart have been checked 
to the extent possible by reference to published sources with respect to the 
prices to consumers, and by reference to data contained in FPC report form No, 
2 with respect to prices charged by producers. 

The chart “Price of Gas to Home Consumer Versus Price Received by Producer,” 
has been verified with the following results : 

New York: Not able to verify consumer price. Field price found to be correct. 

Boston: Not able to verify consumer price. Field price shown on the chart as 
9.9 cents, whereas available records indicate this price should be 11.9 cents. 

Washington: Consumer price shown as $1.37, whereas available information 
indicates this price should be $1.40. Field price found to be correct. 

Milwaukee : Consumer and field prices found to be correct. 

Chicago : Consumer and field prices found to be correct. 

Detroit: Consumer and field prices found to be correct. 

United States average: Consumer price found to be correct. Field price shown 
on chart as 9.8 cents, whereas the average cost of gas purchased by pipeline 
companies from independent producers is calculated at 9.1 cents by the staff. 

Minneapolis: Consumer and field prices found to be correct. 

Los Angeles : Not able to verify consumer price. Field price found to be correct. 

Denver: Consumer price shown as 46 cents, whereas available records show 
this price should be 47 cents. Field price found to be correct. 

Kansas City: Not able to verify consumer price. Field price-found to be correct. 

Nore.—Differences in field prices limited to fractions of a cent have been 
disregarded. 

Mr. Kier. Will the gentleman yield to me before he yields the floor ? 

Mr. Dotuiver. Yes. 

Mr. Kurt. Tam very much interested in these figures and I wonder 
whether when you submit your answer to that, whether you would 
also break down the other elements, other factors, that go into what the 
ultimate price is to the consumer. 

For instance, I was astonished to find that the price at the wellhead 
of natural gas that goes to New York City is 7.7 cents, and yet the price 
to the consumer is $2.37. 

Mr. KuykKenpbauu. Yes. 

Mr. Wotvertron. Will the gentleman yield ? 

Mr. Kirin. Let me finish. 

When you do submit the figures, I would appreciate your going 
into all of the other elements making up the ultimate price to the 
consumer. 

(The following letter was later received in answer to Mr. Klein’s 
question?) 

FepERAL PoWER COMMISSION, 
Washington 25, D. C.. April 21, 1955. 
Hon. J. Percy Priest, 
Chairman, Committce on Interstate and Forciqn Commerce, 
House of Representatives, Washington 25. D.C. 

Dear Mr. Priest: At the hearings of the House Committee on Interstate and 
Foreign Commerce with respect to H. R. 4560 and H. R. 4675, Congressman Klein 
requested information concerning the elements of cost which go to make up the 
ultimate price to the gas consumer in 10 cities. The attached table showing indi- 
cated costs of transmission and distribution is supplied in compliance with this 
request 

The figures in the table showing indicated costs of distribution are, as stated. 
derived by deducting the price of gas delivered to the distribution system from 
the price delivered to residential consumers. Similarly. the indicated costs of 
transmission are derived by deducting the price paid to producers from the prict 
delivered to the distribution system. Both indicated costs of distribution and 
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indicated costs of transmission include operating expenses, depreciation, taxes, 
and return and are thus a net expression of many interacting cost influences. 
Indicated distribution costs, for example, may be influenced by the cost of pro- 
ducing manufactured gas as in the case of New York City. Indicated trans- 
mission costs are affected, of course, by distance transmitted, by whether the 
transmission system was constructed in the past at low cost, or more recently 
at high cost, and by whether the transmission company produces a significant 
proportion of the gas transmitted as well as by many other factors. 

It is impossible, therefore, without exhaustive investigation and resort to pos- 
sibly arbitrary assumptions and allocations to develop more definite figures on 
the incidence of distribution and transmission costs on the price of gas to ulti- 
mate consumers. It is hoped that the information contained in the table, with 
due consideration to limitations on the significance of the figures as discussed in 
the previous paragraph, will be of assistance. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 
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NATURAL GAS 


Mr. Harris. Will the gentleman yield to me? 

The Cuamman. Mr. Dolliver yielded to Mr. Klein. 

Have you concluded, Mr. Dolliver ? 

Mr. Dotuiver. I yield the floor. 

Mr. Harris. This morning, Mr. Klein asked you, Mr. Kuykendall, 
to submit certain statistical figures. 

Mr. KuykKenpau. Yes. 

Mr. Harris. With reference to the increases requested by various 
companies that are pending before the Federal Power Commission. 

I should like to ask that in the submission of those requests for 
increased prices by the various companies, that you include in the 
information the amount of increases based on the increased cost of 
the commodity. 

Mr. Hinsuaw. The amount of the increases ascribed to gas as 
against the amount of increase for other purposes such as expansion 
and ‘apitalization and so forth. Can that be done? 

Mr. KuyKenpaL. I think it could. We will do our best to supply 
that to you, Mr. Harris. 

(The information requested follows :) 


At the hearings before the House Committee on Interstate and Foreign Com- 
merce with respect to H. R. 4560 and H. R. 4675, Congressman Harris requested 
that in supplying information relating to increases in rates of pipeline com- 
panies there be reflected the amount of the requested increase which was based 
upon an increase in the cost of the commodity in the field. 

It is not feasible in many instances to determine the amount of an increase in 
the rates of a natural gas pipeline company which is based upon increases in 
field prices. This is so because certain pipeline companies se!! to other com- 
panies which, in turn, may resell to a third pipeline company. When the first 
company files for an increase the others are likely to follow it. Thus, frequently 
the second and third pipeline companies duplicate, in part at least, the increase 
requested by the first company. 

The staff has endeavored to measure the effect of increase in the commodity 
price in the field on the increases requested by pipeline companies by reviewing 
the rate increase applications of pipeline companies which were filed between 
March 1, 1954 and March 1, 1955. The attached table shows the increases re- 
quested and, where possible, the amounts of the requested increases which were 
based upon increases in prices of gas from all sources, as well as the increases 
in purchases from producers only. As will be noted from the table, it is possible 
in only a relatively few instances to make an accurate determination of the per- 
centage of the requested increases in rates subject to this Commission’s juris- 
diction which is due directly to increase in the purchased cost of gas from 
nontransporting producers and gatherers. 
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Mr. Wotverton. Mr. Chairman. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. May I ask in this connection whether the person 
who prepared that will be a witness in this case / 

Mr. Harris. I understand, Mr. Chairman, that Dr. Boatright pre- 
pared that. Dr. Boatright is an economist and he will be a witness, 
and the information referred to here will be presented and explained 
by Dr. Boatright. 

Mr. Wotverton. We have asked the Chairman of the Federal Power 
Commission if he would have his staff study it. 

Do you have all of the information that would go into the study of 
a chart such as this, without hearing the testimony of Dr. Boatright ? 

Mr. KuyKenbai. I do not know whether we have it or not. Of 
course we do not have jurisdiction over the local distributors of gas 
and I might say, I am sure that is where a great part of this cost lies, 
in local distribution; but we may have statistical information that has 
been compiled and published by the natural gas industry or the util- 
ities industry. 

Mr. Wotverton. Mr. Chairman, may I inquire whether when the 
report is made from the Federal Power Commission, of the study of 
this chart, whether we will have the opportunity of examining the 
Chairman with respect to it? 

The Cuairman. The Chairman will say that if there is any feeling 
that it is necessary or desirable on the part of the committee, that 
opportunity will be given. 

Mr. Wotverton. Well, it is certainly impossible to examine this 
thing when he has not made a study of it. 

Mr. KuyKenpauu. That is correct. 

Mr. Wotverton. And I would assume, as a matter of course, we 
would have an opportunity when it is presented. 

Mr. Kuyxenpaun. I will be available. 

The CuatrmMan. The Chair so intends, and so advises the committee. 

Mr. Wotvertron. Mr. Chairman, have you any idea when that study 
would be made and completed by your staff? 

Mr. Kuykenpba.t. I could not give you an exact time. I will tell 
you that I will request the staff to prepare it as speedily as possible, 
and I think it will be a matter of a few days, not a matter of weeks or 
months. 

Mr. Wotverron. That is all, Mr. Chairman. 

Mr. Sraceers. Mr. Chairman. 

The Cuatrman, Mr. Staggers. 

Mr. Sraceers. Mr. Chairman, I have quite a few questions I would 
like to ask of the Chairman. 

I was very happy this morning that Mr. Wolverton suggested that 
while we had the members of the Commission here that we, as spon- 
sors of other bills, would be able to ask them their opinions as related 
to those bills and as to this question as a whole. 

I think it is very fair of the chairman to do that, and I would like 
to say that I appreciate it. 

I would like to ask Mr. Kuykendall a few questions in relation to my 
bill and some of the other bills that have been introduced. 

I believe you are aware that I have introduced a bill. 

Mr. KuyKenpDALL. Yes, sir. 

Mr. Sraccers. I have a letter from you to that effect. 
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Mr. KuyKenbatw. Yes. We are aware of it, and we sent that letter 
to you yesterday. 

i think we received your bill from the committee last Thursday, the 
17th, and, as the letter states, we have not had time to meet and con- 
sider that bill and to submit our report on it. 

Mr. Sraacers. I would like to review just some of the provisions 
of it briefly. 

In that connection, other members of this committee, including my 
colleague from Pennsylvania, Mr, Joseph L. Carrigg, has introduced 
an identical bill. 

I believe that is significant. 

On this list here we have men from other States who have intro- 
duced bills somewhat similar, and I understand there will be many 
more. I understand that some were introduced from the State of 
Kentucky today, and as I say there will be bills introduced from other 
States. 

Now, in light of the substantial sponsorship developing for the 
principles of this bill, H. R. 4943, do you not believe it would be fair 
to conclude there is a growing effort to support the view that the 
Natural Gas Act should be further amended in order to protect the 
public interest? I mean that if myself and other members of this 
committee, and other Congressmen from several States have intro- 
duced bills, does it not look “like perhaps there is something in the Gas 
Act that should be further amended in order to protect the public 
interest ¢ 

Mr. Kuyke yaa When you say further amended, where are you 
starting from? I do not quite understand. Do you mean over and 
above the Harris and Hinshaw bills, and bills of that nature? 

Mr. Sraacers. Yes; I do. 

Mr. KuyKenpatu. Well, I think the Commission has already indi- 
cated that it thought that there should be further amendments and we 
submitted quite a number of recommendations for amendments to the 
Natural Gas Act when we appeared before this committee early in the 
year. 

Mr. Sraccers. That is what I am coming to. I would like to ask 
in connection with that, are you aware that most of the provisions 
of my bill and the bills introduced by other Members of Congress are 
in harmony with previous legislative recommendations of record by 
the Federal Power Commission ? 

Mr. Kuykenpa.u. Well, truthfully, I could not say that Iam. I 
have not had an opportunity to study your bill, Mr. Staggers. 

Mr. Sraceers. All right. If you will bear with me then, I would 
like for you to go with me on your views for just a moment in order 
to try to develop with you your views and mine on these matters, 
which I think are of public interest. 

I would like to take just a few minutes to bring up some of the ree- 
ommendations that were made by the Federal Power Commission in 
their 33d annual report for 1953, which I think was written in 1954. 

In the first provision of my bill, I would like to say this, under sec- 
tion 7 of the Natural Gas Act: 

7. Natural Gas Act—Direct sales for industrial use.—That section 1 (b) of the 


Natural Gas Act be amended so as to vest jurisdiction in the Commission over 
direct sales in interstate commerce of natural gas for industrial use. 
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Do you agree that the Federal Power Commission recommended 
that to the Congress? 

Mr. Kuyxenpauu. The Federal Power Commission has made that 
recommendation in the past. It was not included in our most recent 
recommendation, 

Mr. Sracerrs. All right. As to a further amendment, I would like 
to just direct your attention to the first section of my bill where I 
— to delete from it the words “for resale” and put in “for direct 
sale. 

Now, I believe that coincides with the provisions recommended pre- 
viously by the Commission, does it not—would that be right—to just 
delete the words “for resale” in my bill? 

Mr. KuyKenpbaty. I am just thinking of those words. I do not 
know the context of it, but from what I know from what you have 
told me, I would assume that by striking the words “for resale,” you 
would achieve the purpose of including all direct sales in interstate 
Commerce under the jurisdiction of the Commission. Is that cor- 
rect ¢ 

Mr. Staccers. I am sure that is right. 

Now, I would like to ask you this. Would you agree then that if this 
is true, so far, that if the Commission is going to consider free, inde- 
pendent producers, and gatherers of natural gas from Federal Power 
Commission jurisdiction as provided by the Harris bill that they 
should also seriously consider closing the leak in the Natural Gas Act 
inherent in the present exemption of the main line industrial sales? 

Mr. Kuyxkenpauy. Well, I do not believe, Mr. Staggers, that I 
ought to attempt to commit the Commission or commit myself today to 
answer your question. 

As I said, we have not studied your bill. We have considered this 
whole question of industrial sales. There are a lot of problems in- 
volved in it. One is, there are more than 2,000 of those sales made 
that I know of, have been informed of, and there is the practical diffi- 
culty and problem of taking on that additional jurisdiction and exer- 
cising the jurisdiction thoroughly and adequately and without undue 
discrimination. 

I do not mean to leave you with the impression that I have made up 
my mind on it either. I aire not. But I do not think I am prepared 
to answer that question today. 

Mr. Hesetton. Mr. Chairman, will the gentleman yield ? 

Mr. Stacerrs. Yes, I will yield to the gentleman. 

Mr. Heseuron. When will the Commission be in a position to report 
on the rest of these bills ? 

Mr. Kuykenpati. We will do it as quickly as we can. Well, I 
will take the chance of saying we will certainly try to have our report 
back here, all of them, before you reconvent after your Easter recess. 

Mr. Heseuron. Thank you. 

Mr. Staecers. Mr. Kuykendall, you have copies of my bill before 
you? 

Mr. KuyKenpatu. Yes, I do. 

Mr. Sraceers. I wish you would look just a moment at this, if you 
do not mind ? 

I believe the Commission was created by Congress to protect the 
public interest. 
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Mr. KuyKkenpatu. That is true. 

Mr. Stacecers. That is the main purpose. I do not believe it has any 
other purpose at all. 

Mr. KuyKkenpbatt. I think that is, overall, yes. 

Mr. Sraccers. And in protecting the people, this would be part of 
it. I would think it would be one of the things to be considered. For 
instance, referring to section 2 of my bill, I wish you would look at 
if you will. 

You observe that I propose to amend section 1 of the Natural Gas 
Act by providing two standards to guide the Commission and the 
administration of its authority under the Natural Gas Act. The 
combined effect of the two standards is to charge the Federal Power 
Commission with a duty to consider the question of national defense 
and conservation of natural gas in the exercise of the Commission’s 
statutory duties. 

Would you agree that the Commission has a duty and an obligation 
to concern itself with the effect of the growth and expansion of the 
natural-gas industry upon national defense and the availability of 
reserves of natural gas for future use? 

Mr. KuyKkenpba.tu. Yes, I would agree that we should consider na- 
tional defense and conservation of gas for future uses. 

Mr. Sracoers. Referring again to the last annual report of your 
Commission, which I hold in my hands I direct your attention to 
page 154, item 9, subsection (2), wherein the Federal Power Commis- 
sion recommends amendment of section of the Natural Gas Act, and 
it reads as follows: 

(2) to provide specifically for control by the Commission of the end-use of 
natural gas when required for national defense or to safeguard the available 
supply. 

Now, would you not agree, after looking at section (2) with me, 
that this recommendation that I have given in section (2) coincides 
with the Federal Power Commission’s recommendations ? 

Mr. Kuyxkrnpatn. Before answering that question, I might say 
that we changed that language a little bit in our last report, and I 
helieve it probably comes closer to expressing the view of the Com- 
mission than the language you just read. It is essentially the same, 
I believe. Do you have the last report before you ? 

Mr. Sraccers. That is the last report I have. 

I would say also that this is in the President’s security recom- 
mendations, and I will read them just a little later. 

Going ahead also, reading from the annual report, from the same 
page, I ask you to consider the recommendations contained in item 5, 
wherein your Commission asks additional authority over importa- 
tion and exportation of natural gas, and I will read from that item. 

5. Natural Gas Act—Additional authority as to the importation and exporta- 
tion of natural gas.—That sections 1 (b) and 2 of the Natural Gas Act be 
amended so as to include foreign commerce within the coverage of the Act and 
define persons engaged in the importation and exportation of natural gas as 


“natural-gas companies” so far as their operations in the United States are 
concerned. 


I wonder if you have any comment on that importation and ex- 
portation. 
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Mr. KuykrENDALL. Yes. There was—I made comment on that at 
your previous hearing in February, you will recall. Were you pres- 
ent then, Mr. Staggers ? 

There is a court decision, and right now I cannot think of the name 
of the case—it did not go beyond the circuit court of appeals—which 
held that gas transmitted in foreign commerce but not in interstate 
commerce was not subject to the jurisdiction of the Commission 
nor was the company exporting the gas. We feel that if gas is im- 
ported that even though it does not go into interstate commerce, but is 
consumed in the first State into which it is imported, we should have 
jurisdiction to protect the public against excessive rates. I think 
that you will note there that I dissented on control over the exporta- 
tion. I would not object to the Commission having it, but I did not 
feel that it was necessary in order to protect American consumers. 
We could control the volume of importations and exportations under 
existing law. 

Mr. Sraccers. Well, that section of my bill does not coincide with 
your views; is that right, Mr. Chairman’ With the exception you 

say of possibly exportation, and I believe that comes under your 
conservation and national defense. 

But, 1 am sure you and the Commission would not want any 
foreign gas to have any privilege American gas companies or Ameri- 
can gas would not have. Iam sure of that, and I am sure that is the 
way yeu have expressed it, or I believe that it is. 

Foreign gas companies, I believe you agree, would have an impact 
on our national ec onomy, such as fuels and perhaps our way of life, if 
not regulated. 

Mr. KuyKenpatt. I presume it could under conditions such as you 
have in mind. 

Mr. Sraccers. In the light of that answer, is it a proper considera- 
tion of your Commission, in considering foreign gas, to determine 
whether the necessity for such gas includes the necessity for displacing 
American fuels and causing unemployment among Americans / 

Mr. Kuykenpaut. I am not prepared to discuss all the possible ef- 
fects on international relations which may be involved in your bill. 

do not think it would be wise for me to comment, and I am not 
equipped to comment on it today, as I have said before. I will submit 
a written report on your bill. 

Mr. Sraccers. We will let that go. 

I would like to ask you a couple more questions, then. I am sure 
you are familiar with the recommendations contained in the White 
House report, because it was handed to us just a few minutes ago and 
it was referred to this morning, on Energy Supplies and Resources 
Policy. 

Mr. Kuykenpauy. Yes; lam familiar with that. 

Mr. Sraccers. In view of the careful consideration given by the 
Cabinet committee on the problems of natural gas, do you not believe 
that these recommendations should be given consideration by the 
Federal Power Commission ¢ 

Mr. Kuykenpauu. Yes, I would certainly think that any recommen- 
dations contained in that report which were applicable to the juris- 
diction of the Federal Power Commission should be given considera- 
tion by the Commission. 
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Mr. Sraceers. Also you would say, then, by the Congress of the 
United States because of the study which has been made? 

Mr. KvyKenpau. I would not attempt to tell Congress what to do. 
I think it should tell us what to do. 

Mr. Sraccers. I am sure you would not. I am just saying that I 
believe that naturally would follow, and also that probably this com- 
mittee should pay careful consideration to it. 

I am sure that you are aware, too, that the Cabinet report contains 
a recommendation for appropriate action which will prohibit below- 
cost sales of natural gas. 

Mr. Kuykenba.. Yes, I recall that. 

Mr. Sracoers. Also, directing your attention to section 6 of my bill, 
I ask you whether you agree that my provision is in harmony with 
and responsive to the recommendations on below-cost sales made by 
the Cabinet committee ? 

Mr. Kuykenpa.u. I am looking at section 6 now, and a cursory 
reading leads me to believe it is in accordance with the Cabinet com- 
mittee’s recommendation in that respect. 

Mr. Staccers. Will you not agree that the below-cost sale of natural 
gas is not in the public interest ? 

Mr. Kuykenpau. I think that is an awfully broad question. I 
know why some of those sales have been made in the past. I think 
I had better defer that until we make the report. 

Mr. Sraccers. All right. I would like to have a report on that 
part of it. 

Mr. Kuykenpatu. I do not mean to insinuate that I favor sales 
below cost, either. 

Mr. Sraccrrs. In that regard, when your report comes up and if 
you are not favorable to below-cost sales, would you be favorable 
to legislation prohibiting it if you are not. in favor of it ? 

Mr. Kuykenpauy. I think I had better leave that and not try to 
answer that right now, Mr. Staggers. As I told you, I have just 
barely looked at the first page of your bill. I received it only recently. 

Mr. Sraccers. In regard to that, I will say you have been very 
patient and I want to thank you. 

In closing my questions, I should like to say that all of the items 
I have brought out up to this point are the subject of affirmative 
recommendations by the Federal Power Commission itself in past 
reports, and these recommendations also constitute 90 percent of the 
items contained in my bill, H. R. 4945. 

In the light of these facts, I should like you to include in your 
report, information as to how they coincide with your past recom- 
mendations and what your recommendation would be on H. R. 4943. 

Mr. Kuykenpaui, All right, Mr. Staggers. 

Mr. Sraccers. I wonder when we could have that report. Could 
you give us an approximate date / 

Mr. KuyKenpauu. I think I am safe in repeating what I said a 
minute ago, that we will endeavor to have all these reports submitted 
by the time this committee reconvenes after the Easter recess. 

Mr. Sraccers. Thank you very much. 

Mr. Chairman, before we conclude with the Commission, I would 
be interested in hearing what Mr. Draper and his side have to say 
in his minority report. 

The Cuarrman. We will proceed for the time being. 
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Mr. Bennett of Michigan, has been seeking recognition for some 
time. Mr. Bennett? 

Mr. Bennerr. Mr. Chairman, subsection (c) of section 2 of Mr. 
Harris’ bill has the effect of giving congressional sanction to the 
decision that the Commission has made in the Panhandle Eastern 
case. 

Mr. KuyKenpDatu. I believe it would have, Mr. Bennett. 

Mr. Bennett. As I read the language, if you will refer to section 
(c) of Mr. Harris’ bill, it refers to the Commission allowing as an 
operating expense the market price, a reasonable market price for the 
gas produced by the pipelines or purchased from an affiliate. 

What application does that language have insofar as the company’s 
reserves are concerned ¢ 

Mr. Kuykenpauu. I do not see that it has any application to the 
company’s reserves. If I understand subsection (c), it would mean 
that we would throw the reserves and all production facilities out of 
the rate base, and where a pipeline company transported and sold 
its own gas we would assume that that gas cost so much per thousand 
cubic feet, and that cost would be the reasonable market price. 

Mr. Bennerr. But there are two things involved, as I see it. I am 
not too familiar with this subject, but there are two things involved in 
any ratemaking. One is the cost of operation, and the other is a rea- 
sonable return to the company upon its investment. Among the in- 
vestments of a pipeline company would be its gas reserves. 

My question is this: Under the Harris bill, if it were adopted, if the 
Commission set or fixed a market price for what a pipeline can charge 
in its day-to-day and month-to-month sales and ook the rate on that, 
then what happens to the value of the reserves which the company has 
on its books? Do the reserves then take the market price and go into 
the operating cost, or do the reserves stay on the company’s books at 
its original cost to the company ? 

Mr. Kuyxenpauu. The reserves, I suppose, would stay on the com- 
pany’s books, but we would ignore the reserves and ignore the cost of 
the reserves in our ratemaking. 

Mr. Bennett. Why ? 

Mr. KuyKEnDALL. Because we would allow the company to recover 
the fair and reasonable market price of its own gas by assuming that 
it was paying so much, the reasonable market price for that gas. The 
company would recover for the sale of the gas through the operating 
expenses, but there would be no gas producing properties in the rate 
base. DoI make myself clear ? ; 

Mr. Bennett. No; I am sorry, that is not clear. Perhaps I am not 
making myself clear. If I understand the situation correctly, the rate 
which you permit a pipeline to charge is based upon at least two 
things. One is the operating cost of the enemy and, two, a reason- 
able return upon their capital investment, which would include the 
pipeline, its real estate, its fixed assets, and I assume it would include 
the gas reserves. 

Mr. KuyKkenpautt. No. Under the method we used in the Pan- 
handle Eastern Pipe Line case, we allowed the company to earn a 
return on all of its investment which was used in rendering service 
except its gas reserves, and we threw those out of the rate base and 
allowed no return on that investment. We allowed, however, as an 
operating expense the weighted average field price of that gas. 
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In other words, we assumed that that gas which they sold of their 
own was costing them this certain figure. 

Mr. Bennett. Would the language in the Harris bill permit you 
to do that? Would it permit pipeline companies or gas companies, 
once a market price was established for the gas and that price was 
used as part of the operating cost, would it then give them the right 
to contend under this language that the same price would be used in 
fixing the value of their reserves ? 

Mr. Kouyxenpa.. I do not think it would have a thing to do with 
the value of their reserves, and we would not be interested in the value 
of their reserves. 

Mr. Bennett. You are not interested in any ratemaking case in the 
value of the reserves ? 

Mr. KuyKenpa.u. Not on the theory that we used in the Panhandle 
Eastern Pipe Line case. 

Mr. Bennett. Prior to the Panhandle case—let me ask you this. 
Let me put it this way. Under the Federal Power Act or the Natural 
Gas Act, what factors is the Commission required to take into con- 
aca as far as the investment of a company is concerned and the 
return ¢ 

Mr. Kuyxkenpatu. The Commission historically, and still does, takes 
the original cost of a company’s property which is used and useful in 
rendering its service, less depreciation, plus working capital, as the 
amount upon which a return may be earned. 

Mr. Bennett. Prior to the Panhandle decision which was recently 
handed down by the Commission, was it the practice to take into con- 
sideration in ratemaking the cost of gas reserves ? 

Mr. Kuyxenpatu. Yes. Gas production properties and reserves 
were treated like the compressor stations and the pipeline itself and 
the other physical properties of a pipeline company. 

Mr. Bennett. But you dlanged that method in the recent case? 

Mr. KuyKenpatu. Yes; we did. 

Mr. Bennett. But there is nothing in this proposed legislation, 
once having established the market a of the gas as an operating 
expense, to prevent the Commission from also permitting the pipeline 
company to put on its books at the market price its gas reserves and 
ask for a reasonable return on that figure; is that not true? 

Mr. KuyKenpaty. There might not be anything in the Natural Gas 
Act to prevent it, but I am sure the courts would reverse us if we 
allowed them to get a return two ways. 

Mr. Bennett. Would you be allowing them to get a return two 
ways? 

Mr. KuyKenpatu. We would if we allowed them the reasonable 
market price for their own gas sold as an operating expense, and also 
allowed them to earn a return on their investment in their gas reserves. 

Mr. Bennett. It is two separate things, is it not? 

Mr. KuyKxenpatu. Yes; it is. 

Mr. Bennett. One is a return on property, their — investment, 
and the other is a return of operating expenses. ey are two en- 
tirely different things, as I see it. 

Mr. Kuyxenpatu. They are two entirely different things, but they 
both would produce revenue to the company, and we would not allow 
them to have both. 
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Mr. Bennerr. You mean under the new formula you would not 
allow them to have both ? 

Mr. Kvykenpauy. Under any formula that I know of. 

Mr. Bennerr. But the authority to do so is in the law. 

Mr. Kuykenpauu. To do what, Mr. Bennett? 

Mr. Bennett. To permit the Commission to allow a pipeline com- 
pany in ratemaking procedures to charge a reasonable return on their 

capital investment, including their gas reserves. 

Mr. KuyKkenpatt. No; I ‘do not think that is in the law. All the 
law says is that we shall fix just and reasonable rates. That is in 
section 4. 

Mr. Bennerr. Yet in fixing just and reasonable rates you say that 
you could not under any circumstances allow the market price for an 
operating expense and allow it as a return on the unused portion of 
their gas, in other words, the reserves ? 

Mr. KuyKxenpatn. No, we cert tainly would not do both. In the 
Panhandle case we treated them as though they did not own their gas 
reserves, and for that amount of gas which they did own and which 
they would use to supply their customers, we assumed that they were 
in effect buying it from somebody else at the ave ‘age going price at 
that time, the w veighted average field price. We threw all the reserves 
out of the rate base. 

Mr. Bennett. Do their reserves have any value on the books? 

Mr. KvuyKenpatu. Oh, I am sure they do, but we are not controlled 
by what they have on their books. 

Mr. Bennerr. In fixing your rates, do you exclude return on other 

‘apital investments w hich a company may have? 

Mr. KuyKenpa.t. We would if they were not investments used and 
useful in rendering the service. 

Mr. Bennett. Is not every part or almost every part of a company’s 

‘apital devoted to the production of the thing that it is producing, in 
this case gas? 

Mr. KvyKenpaun. You might have a company which was in some 
other business, also. Even though they had their other property on 
their books, we would not allow them to earn a return on that in their 
gas business. 

Mr. Bennetr. I can go along on that. I can see that very clearly. 
But I am wondering how much property of a pipeline company is not 
used in connection with its business. 

Mr. Kuyxenpau. I think most pipeline companies use virtually all 
the property they own in the operation of their pipeline business. 

Mr. Bennett. One other question, Mr. Chairman. How does the 
Commission approach the problem of finding a reasonable market 
price of gas in the field where it was produced 2 Will you elucidate 
on that? 

Mr. KuyKenpa. As I said a little while ago, I would think that 
the reasonable market price would not be the lowest price paid in the 
field, and it probably would not be the highest. It would be something 
in between. I would like, offhand, that the weighted average field 
price would come pretty close to being the reasonable market price. 

Mr. Bennetr. Do you have some “fields where there is only one 
producer ? 

Mr. Kuykenpatu. I don’t know of any. 
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Mr. Bennett. You would say there are not any ? 

Mr. KuyKeNpba.u. I would not say that there is no such condition. 
It has not come to my attention if there is. 

Mr. Bennerr. Under the Harris bill 

Mr. KuyKenpaA... In answer to that question, if we had only one 
producer in the field, I think we would have to look around for prices 
in neighboring fields or in areas which would be roughly the same 
distance from the market. 

Mr. Bennerr. That is the point I was going to make. How would 
you do that under the Harris bill, which says you set the market price 
in the field where it is produced? If you have only one producer, how 
do you fix the price? 

Mr. Kvuykenpau. I think if there is only one producer, we would 
not give undue weight to what he had previously been charging. We 
would consider other factors, too. 

Mr. Bennetr. If this bill were adopted and the decision of the 
Federal Power Commission is permitted to stand, the decision in the 
Panhandle Eastern case, then costs which have been used historically 
in all types of utility ratemaking procedures are out the window, and 
we have a new precedent ; namely, market value. 

Mr. KuyKenpatu. No. That is an overstatement and a misleading 
statement, I think, Mr. Bennett. We adhere to cost strictly in figur- 
ing the rate base of a pipeline company. That is the cost of their 

facilities, their pipeline, and all the physical assets which are used 
in rendering their service. We use cost and not fair value. We did 
say that we would not use cost in valuing the commodity; namely, 
natural gas, which is owned by a pipeline company. 

I might add 

Mr. Bennerr. You are not using cost as a base for ratemaking 
under the Harris bill, as I read it. 

Mr. KuyKENDALL. Oh, yes. We would use cost in figuring what the 
company’s rate base was. We would not allow them what seemed to 
be the fair value of the property in their system. 

Mr. Bennetr. I am speaking now, Mr. Chairman, of the gas, not 
anything else. 

Mr. Kuykenpauu. The cost of gas would not be the determining 
factor in the Harris bill. 

Mr. Bennetr. In the case of a company which did not own its 
reserves, a pipeline company which purchased its reserves from some- 
body else, if the purchase price was less than the market value, under 
this bill the Commission would fix the operating expense as the market 
value rather than the cost. 

Mr. Kuykenpatt. No. As I understand it, a pipeline company 
which is buying gas would have to be allowed the actual price it is 
paying for the gas, regardless of market value. Under this bill, after 
a due length of time, presumably gas almost everywhere would be 
selling at the market value. 

Mr. Bennetr. This may be an erroneous assumption, but I would 
have supposed that there might be instances where a gas line com- 
pany might purchase its gas from an independent producer, so-called 
at a price lower than the market value of the gas, and yet if the Harris 
bill were adopted, that pipeline company or that gas company, for 
your purposes, would take the market value and take the difference 
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between its cost and the market value and pass that on to the con- 
sumer. 

Mr. Kuyxenpatu. Absolutely not. We would allow that company 
as an operating expense its actual costs, regardless of the market value 
of the gas. 

Mr. Bennett. Perhaps we are not talking about the same thing. 
I am talking about Mr. Harris’ bill, and T call your attention to 
section (b) of the bill. If I read it correctly, it means that the gas 
company which purchases its gas from an independent operator is 
permitted to charge as an operating expense the market price of that 
gas. Nothing is said about cost at all that I can see. 

Mr. KuyKenpDaL. Section (c) refers to natural 

Mr. Bennett. I am talking about section (b), Mr. Chairman. I 
am not referring to section (c). Section (c), as I understand it, 
refers to pipeline companies or other gas companies which own their 
own reserves. 

Mr. Kuyxkenpatu. And are affiliated with a pipeline company. 

Mr. Bennetr. Yes. I am talking about the pipeline company 
which buys its gas from somebody else. 

Mr. Kuyxkenpauu. Yes. In that case we would allow, just exactly 
as the Commission always has done, the actual cost that the pipeline 
company which owned no gas reserves of its own, paid for the gas 
which it transported and sold, regardless of whether the price it paid 
was less than the market value or not. 

Mr. Bennett. If you followed the provisions of the Harris bill, 
would you be doing that? 

Mr. Kuyxenpatu. I believe we would; yes. 

Mr. Bennett. I seriously doubt it, Mr. Chairman. 

Mr. Kuyxenpatt. If I am in error, I would certainly say that the 
Harris bill should be amended to preclude any such possibility. 

Mr. Harrts. Will the gentleman yield? 

Mr. Bennett. Yes. 

Mr. Harris. For clarification purposes, I should like to say that the 
provisions of subsection (b) of the bill give the Commission the au- 
thority to prevent such charges which would be more than the rea- 
sonable market price in the field, but in no event does it give the Com- 
mission the authority to permit the natural gas company to expense 
more than it actually paid for the gas to the independent producer. 

Mr. Bennett. Where is that language in section (b) ? 

Mr. Harris. It starts at the beginning of it and—— 

Mr. Bennett. Andendsatthe end. [ Laughter. ] 

As I read it, Mr. Chairman, starting in line 21, page 2 of the bill, it 
says: 
the Commission shall consider whether the price at which the natural-gas com- 


pany has contracted to buy such natural gas is the reasonable market price 
thereof in the field where produced, 


et cetera, and 





Shall allow the natural-gas company to charge as an operating expense for the 
natural gas purchased under the contract only such market price * * *. 

[ do not see any reference to cost there at all. 

Mr. Harris. That means, of course, that it cannot charge more. 
Certainly no one would assume that the Commission would permit a 
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natural-gas company to expense more than it actually paid for the 
gas. 

~ Mr. Bennerr. That is what you are doing in section (c). You are 
permitting the pipeline company to charge more than it paid for the 
gas, more than its cost 

Mr. Harris. Section (c) of course relates to the price of the com- 
modity the pipeline company received for its own gas. 

Mr. Bennett. All right. I think as you have worded section (b) 
you come out exactly at the same point, namely, that the company in 
any event can get the market price. If that happens to be over the 
cost, the pipeline company is so much ahead. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Williams? 

Mr. Wiiu1aMs. Mr. Kuykendall, I thought that I had a reasonably 
good understanding of the issue before the committee after having 
heard your testimony this morning. Now I find that I am somewhat 
confused. 

Permit me to ask you this: I may be oversimplifying it, but is not 
basically the issue before the committee the point where the State 
relinquishes jurisdiction over the regulation of natural gas prices to 
the Federal Government ? 

Mr. KuyKenpatu. Yes, I believe that may be a way of defining it. 

Mr. Wru1aMs. It is the point at which the Federal Government 
assumes jurisdiction over the regulations of the sale of natural gas. 

Mr. KuyKeEnpDALL. Yes. 

Mr. Wiiu1aMs. Prior to the Phillips decision, did the Commission 
exercise regulatory powers over the sale of natural gas? 

Mr. KuykENDALL. No, we did not regulate the producers’ selling 

rices. 
, Mr. Wi1aMs. Most of the opposition to this legislation seems to 
stem from the fear that the price to the consumer will advance con- 
siderably if the Federal Government relinquishes control of the price 
at the well. 

Since the Phillips decision, has the Federal Power Commission 
succeeded in reducing the cost of natural gas to the consumer in any 
part of the country ? 

Mr. KuyKENDALL. No, we have not, because we have not had the 
facilities and the manpower to do it. We have been overwhelmed 
with all these rate filings and we have suspended proposed increases 
by anumber of producers. We are starting hearings on some of those 
cases, but we have not reduced permanently any producer’s rates. 

Mr. Wiu1aMs. Is it your feeling that if the law is permitted to 
stand as the Supreme Court has declared it to be, this would result in a 
lowering of the cost to the ultimate consumer? 

Mr. KuyKenpauu. That would all depend on what kind of regula- 
tion we administer and what kind of regulation is ultimately upheld 
by the courts. If we continue to have jurisdiction, we will have to 
allow the producers enough revenue to recover their costs and to get 
a fair return and be able to attract capital on reasonable terms. Just 
what prices that would bring about for gas, I am not prepared to say. 

Mr. Wiui1ams. You are not prepared to say at the moment whether 
continued Federal control would ultimately result in lower cost to 
the consumer ? 
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Mr. KvuyKenpat.. All the people who want the Federal Govern- 
ment to continue to regulate the producers’ prices seem to have no 
doubt but that such regulation would reduce prices, and I think there 
isa chance that that would be the case, 

As I say, when we really have all the cards on the table and finally 
arrive at some proper standards to use in regulating these rates, I do 
not know where we will come out, but most people seem to think it 
would result in lower prices at the present time or in the near future 
for produced gas. 

Mr. Witatams. I believe you mentioned that the price to the con- 
sumer has not been reduced in any cases that you know about, but in 
several cases the Commission has granted increases in prices. Is 
there any basis for the belief that there would be a lower price to the 
consumer under Federal control ? 

Mr. Kuykenpatu. There might be. It is a different process to re- 
duce a natural gas company’s rates, but it has been done in the past 
with pipeline companies. ‘The Commission must bring an action. It 
must give notice. It must get all the evidence on the record and show 
that they have excessive earnings. After that is done, we can try to 
set rates which will give them a reasonable but not an excessive return. 

Mr. Harris. Will the gentleman yield? 

Mr. WituiaMs. Yes. 

Mr. Harris. Is it not a fact, though, Mr. Kuykendall, that only 
about 10 percent of the cost to the consumer is due to the cost of the 
gas, the commodity itself? 

Mr. KuykenpbaL. I think the chart we were talking about awhile 
ugo would indicate something of that nature, varying from community 
to community. 

Mr. Harris. If only 10 percent of the consumer’s cost is involved, 
there could not be much difference in the price one way or the other; 
could there / 

Mr. KuykenpaLt. No; I guess not. It would be measurable, I 
think, though. 

Mr. Wituiams. Do you feel there is sufficient protection given to 
the consumer by section 2 of Mr. Harris’ bill? Let me go further with 
the question. Is there a sufficient protection given in the bill to offset 
the dangers of any immediate increase in the price from the producer 
to the pipeline company and ultimately to the consumer ? 

Mr. Kuykenpatu. I could not say that there would not be further 
price increases, because most all gas sales contracts are 20-year con- 
tracts. That is due to the action of the Federal Power Commission. 
‘The Commission requires a pipeline company to have adequate gas 
reserves before it will permit it to put a big investment into building 
a pipeline. That is necessary and proper, I believe. It is generally 
considered that a pipeline could be amortized over a 20-year period. 
Consequently, the pipeline companies which wanted to construct new 
lines had to get contracts for gas which would last them for 20 years. 

Many of these contracts I presume are in effect now. They have 
various provisions in them for escalation of one kind or another, fixed- 
price escalations or periodic negotiations or different types of favored- 
nations clauses. I do not want to be a prophet, but I am rather in- 
clined to think—and I base this only on what various pipeline people 
have told me—that they anticipate that they are reaching the plateau 
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on gas prices. There still would be increases without regulation. I 
would not want to mislead anyone on that. 

Mr. WittiaMs. Getting back to the basic question which I intended 
to ask, the Harris bill provides that the yardstick to be used shall be 
the fair market price. I believe you explained that by defining it as 
the fair market price paid to other producers for gas in that immedi- 
ate vicinity or in that field. 

Mr. KuyKenpaut. I think it would probably be what a producer 
who is willing to sell but doesn’t have to sell could get from a buyer 
who was willing to buy but didn’t have to buy in that area or close by. 

Mr. WiiuiAMs. As I understand it, using that as a yardstick, the 
Harris bill provides that the interstate corporation, that is, the pipe- 
line company, who buys that gas from the producer and subsequently 
renegotiates the contract at a higher price than the fair market price 
in that area, shall be precluded from reflecting that increased cost to 
him in his applic ation for rates with the Federal Power Commission. 
Is that generally the situation? Is that what is provided in this bill? 

Mr. KuyKenpauu. | think that is generally what is in this bill. 

Mr. Witutams. Do you not think that in itself would be sufficient 
protection to the consumer public against a sudden increase in the 
price due to the increase in the price to the pipeline company from 
the producer / 

Mr. KuyKenpbALL. I think it would be pretty good protection for 
all future contracts and all renegotiated contracts to insure that they 
stayed in line with reasonable market prices. 

Mr. Witu1ams. It would appear to me that would be sufficient 
protection to the public, and certainly I believe that the Federal Gov- 
ernment should relinquish control over an intrastate operation. 

1 think that is all. 

Mr. Kier. Will the gentleman yield ¢ 

Mr. Witurams. I yield. 

Mr. Kuem. Mr. Chairman, | was interested in your reply to one of 
Mr. Williams’ questions. I believe he asked you whether, as a result 
of following the Supreme court decision in the Phillips case, any 
prices had been reduced. 

Mr. KuyKenbDaLL. Producers’ prices. 

Mr. Kier. You said that you did not think so, but you ventured 
the opinion that it would if the Commission had been able to get 
— to acting on those cases. I think you said you had a lot of 

cases, or bac klog. 

Is it your opinion that if the Commission followed the Phillips 
case, in other words, if this legislation were not enacted, it might re- 
sult in lower prices to the consumer ? 

Mr. KuyKenpatu. First let me correct one thing. I know very well, 
there is no doubt in my mind, we have not reduced any producers” 
rates. In answer to the question which I tried to answer before, it 
all depends on what we find ultimately is a just and reasonable r ate in 
a given case. We are dealing with a new kind of problem that we 
have never dealt with before, a miner who produces something by 
bringing it out of the earth, not a utility. If we found that the inde- 
pe ndent. producer could earn a fair amount of money and be able to 
— capital on less return than he is getting now, we would reduce 
the rates, 
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I confess I do not know now what would be in any given case a 
reasonable rate for the producer. 

Mr. Kxir1n. Perhaps I misunderstood your answer. I thought you 
had indicated that it was your opinion that it might result in a lower 
price to the consumer. 

Mr. KuyKenpau. I said that all these people who opposed Mr. 
Harris’ bill or any type of legislation, seemed to be firmly convinced 
that it would ae in the long run in prices being sienek 

Mr. Kuxrn. There is no doubt that they feel that way, but I was 
interested in your own opinion. I may be wrong, but I thought you 
had said that you thought it might result in the same thing. I do 
not want to trap you or confuse the issue. 

Mr. Kuyxenpau. Let us put it this way: There are some gas con- 
tracts I know of which are as much as 20 cents per thousand cubic feet, 
which seems awfully high compared to the average price in other 
areas. I daresay that some of those would be the first ones we would 
approach. 

I think it might not be improbable that we could succeed in reducing 
some of those higher contracts. 

Mr. Kuer. I was very much impressed here with the statement 
made, I think by Mr. Harris in one of his questions to you, that less 
than 10 percent of the cost to the ultimate consumer is the amount that 
is paid to the producers of the gas. 

I am considerably alarmed at the amount that is paid, let us say, 
by consumers in New York City. Itis 100 percent more. 

Possibly whatever remedy ought to be applied maybe should not 
apply to the producer. I want to be fair about this. I want to hel 
the producer. But is it not a fact that you do have and that you wi 
not avoid regulating the pipeline companies even if this legislation 
passes? Is that not correct ? 

Mr. Kuyxkenpauy. Oh, no; we will still regulate the pipeline com- 
panies, and I think everybody is agreed that we should. 

Mr. Kuetn. So if the cost to the consumers in New York City 
ought to be reduced and if somebody is making this much money, it 
probably is not the producer of the gas? Would that be a correct 
statement ? 

Mr. KuyKkenpatu. Mr. Klein, I am told that I may have misunder- 
stood a question you asked this morning. I thought you asked me, if 
this bill passed, if then, producers’ rate increases would become effec- 
tive, and I said that they would. I am told that you were really ask- 
ing about pipeline companies’ rates, who are also producers. The 
correct answer to that would be that their requested rate increases 
would not necessarily become effective. We would determine whether 
or not the price they were asking us to put on their gas was reason- 
able, and we would find out whether they were making extra money 
anyway on their transportation operations or whether their increased 
depreciation since the last rate case had reduced their rate base. 

So those cases would all be thrashed out from A to Z, and they would 
not be allowed rate increases automatically. 

Mr. Wiis. Mr. Kuykendall, the production of natural gas, the 
severance of natural gas from the ground, and the initial sale of nat- 
ural gas, I assume are considered by the Commission to be properly an 
intrastate function, in spite of the fact that the Supreme Court has 
ruled otherwise? 
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Mr. Kuykenbatu. Well, yes; I think that is the correct answer. 
| think primarily what we have said is that we do not consider it to 
be a public-utility function, subject to the type of regulation that we 
are equipped to give. 

Mr. Wiitrams. You do consider the distribution of natural gas to 
be subject to regulation as a utility function ? 

Mr. Kuykenpatu. Yes; that isa service. Public utility regulation 
generally puts a price on a service to be rendered, such as delivering 
electricity, delivering natural gas, or offering telephone service. We 
are asked here to put a price on a natural resource, a fuel which is 
mined. 

Mr. Witu1aMs. Getting back to the fair market price idea as it is 
carried in this bill, I believe you have indicated that if there should 
be a conspiracy among the producers to raise the price of natural gas 
to the pipeline companies, that would be subject to action under the 
antitrust laws. 

Mr. KuyKenDa... Yes. 

Mr. Wiuu1ams. Therefore the consumer public would be pro- 
tected to that extent by laws administered by the Antitrust Division 
of the Department of Justice. 

Mr. KuyKenpatu. Yes; that is correct. 

Mr. Wiri1aMs. I believe that is all, Mr. Chairman. 

Mr. Kuykenpa.u. I might add a thought there which I think is 
included in our written report. I am sure the Commisison is not 
convinced that we will have the success that some people hope in this 
type of regulation. I do believe that at least the larger companies 
can hold considerable amounts of their gas off the interstate market 
and are doing so now. 

I think some of the little fellows have no choice. They will have 
to sell it anywhere they can. 

There is a big and growing petro-chemical industry and other in- 
dustries which use lots of natural gas. I think something like 45 
percent of the gas now is consumed within the State where it is pro- 
duced. We are not at all convinced that the results which the pro- 
ponents of the Harris bill hope for would be achieved, due to the fact 
that we cannot regulate 100 percent of the industry. 

Mr. Wiiu1ams. One more question: This bill deals separately with 
producer subsidiaries of pipeline companies ? 

Mr. KuyKkenpat. Yes. 

Mr. Wit11aMs. Does it treat them in the same manner as an inde- 
pendent producer ¢ 

Mr. Kuyxenpaut. No. I think it treats the pipeline’s affiliated 
companies which are in the production business just as though the 
pipeline company and the affiliated production company were all one 


— 
Mr. Witu1ams. Even though the producer may be a separate cor- 
porate entity from the pipeline company ? 

Mr. Kuyxenpatu. That is right. If they are affiliated, then we 
look through the corporate veil and consider them for all intents and 
purposes a pipeline company. 

Mr. WiuutraMs. Is there a valid reason for that? 

Mr. Kuykenpatu. Yes, because there is no presumption of arm’s- 
length bargaining between two affiliated companies. It might be pos- 
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sible that they would collusively jack up the price of the gas which 
the affiliate, the producing company, sold to the Bipeee company. 
That is something which should be scrutinized very closely. 

Mr. Witu1ams. An affiliate producer quite often may be just one 
of the many suppliers to the pipeline company. If it were the only 
supplier to the pipeline comany, perhaps yes, but if it is one of many, 
I fail to see why it should not be considered as an independent 
producer. 

What would be the difference between its status and the status of 
another company supplying the same pipeline company ? 

Mr. Kuykenpat. The difference is that when affiliates deal with 
each other, it is largely a question of taking money out of one pocket 
and putting it in the other, and there is not the inducement for hard 
negotiation and arm’s-length bargaining that there is between people 
who really are dealing in that manner. 

Mr. Harris (presiding). Mr. Wolverton ? 

Mr. Wotverron. Mr. Chairman, I should like to inquire what the 
procedure will be for the balance of the afternoon and tomorrow. The 
reason I am compelled to ask the question is due to the fact that, with- 
out any knowledge that there would be a meeting of the committee 
this afternoon, I had made a very important engagement which 
involves Senators as well as some Members of Congress, in a group 
conference which was to be held at 4 o’clock today. That arrangement 
was made long before we had decided to hold this meeting. 

I am wondering whether, under the circumstances, if there are 
others who have a desire to question the witness, they could do so at 
the present time and enable me to leave to keep my appointment, 
with the understanding that the witness will be here tomorrow 
morning. 

Mr. Harris. I am sure that the Chairman of the Commission and 
other members of the Commission will be available at the pleasure of 
the committee. 

Mr. Kuyxenpatw. That is correct. 

Mr. Wotverton. I wanted to be assured that I would have an oppor- 
tunity to question the witness tomorrow morning if I leave to keep 
the appointment I have this afternoon. 

Mr. Harris. I should like to state that it was hoped that this witness 
could conclude his testimony this afternoon, but obviously we are not 
going to reach that stage of progress. General Thompson, who is an 
official of the State of Texas, is here, and we had hoped to get to him 
following this witness. It may be that we would want to hear General 
Thompson first in the morning, if it is the pleasure of the committee, 
and then continue with Mr. Kuykendall. 

Mr. Wotverton. That is all right with me, and I am glad to know 
that General Thompson is here. I have not been at a petroleum 
hearing of any kind or character at which he was not present. I am 
glad to know he is here. 

Mr. Harris. It is hoped that every member of the committee will 
be here to hear General Thompson. 

Mr. Hayworrn. Will the gentleman yield? While we are on the 
subject of the agenda, I would like to ask the acting chairman if he 
knows when would be the best time and the best witness to discuss 
the matter of competition among the producers. In my mind that isa 
very important thing, and I would like to hear testimony on that point. 
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Should we get that from the Chairman of the Commission, or from 
other sources ¢ 

Mr. Harris. We have Dr. Boatright who will be a witness. I do 
not know Dr. Boatright myself, but I understand he is highly qualified 
to testify as a witness in this particular field on the economics of the 
subject. He will be here following the Commissicaers’ testimony. 

Mr. Wolverton ? 

Mr. Wotverton. I have already stated my position. It is now 5 
minutes until 4. I could hardly begin before it would be 4 o’clock. 

How long does the committee intend to hold session this afternoon ? 

Mr. Harris. We would like to proceed, if it is all right with other 
members of the committee, and of course the gentleman can feel 
free to go with the assurance he will have an opportunity to ask any 
questions he desires. 

Mr. Wotverton. Thank you. 

Mr. Harris. Mr. O'Hara? 

Mr. O’Hara. Mr. Chairman, in order to clear this up in my own 
mind, before the Phillips case the Federal Power Commission did 
exercise control of the production and transmission of gas where it 
was produced by a pipeline company or produced by an affiliate. 
That is true, is it not? 

Mr. KuyKenpatt. Yes. The Commission placed all those produc- 
tion facilities in its rate base and allowed a return on that, up until 
the Panhandle case about a year ago. 

Mr. O’Hara. Then the decision in the Phillips case did not change 
the determination of the fixing of rates, both the allowable price in 
production and for the transmission and sale of that gas by a pipe- 
line company or its affiliate? 

Mr. KuyKenpatu. Yes. Maybe I misled you. The Commission 
fixed the price of gas produced by a pipeline company or by an 
affiliate of a pipeline company, which amount of gas is something 
like 15 to 20 percent of the total amount of gas that moves in inter- 
state commerce. The rest of the gas is provided by the independent 
producers. Prior to the Phillips case, the Commission exercised no 
kind of jurisdiction over them, and it accepted contracts between 
the producers and the pipeline companies without question if they 
were found to be at arm’s length. 

Mr. O’Hara. What is the average price of gas, Mr. Chairman, 
which is charged by the producers? What are the lowest and the 
highest, or what is the average of the prices of production in the 
field ? 

Mr. KuyKenpatu. I believe I gave a figure this morning that 9.1 
cents per thousand cubic feet was the average price in 1953. 

Mr. O'Hara. You did indicate that at least one producer or prob- 
ably several producers were getting as high as 20 cents. Is that the 
exception, then, Mr. Chairman? 

Mr, Kuykrenpauu. Yes. Those are the exceptions. 

Mr. Harris. Will the gentleman yield? Is it not a fact, Mr. Chair- 
man, that there are only very few of those contracts, and they are 
in southern Louisiana ? 

Mr. Kuyxenpatv. I think they are all in southern Louisiana. I do 
not recall such contracts anywhere else. 

Mr. Harris. Other, of course, than some of the small stripper fields, 
so to speak, up in Pennsylvania. 
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Mr. KuykenpaLu. Yes; gas in the Appalachians, of course, is 
higher. 

Mr. O'Hara. Is it also possible under the Phillips case, where you 
take control of the producer’s price, what the pipeline may pay, that 
a rate hearing upon those matters might or might not produce a fair 
and reasonable price for that gas, as the facts might be? Is that 
true? 

Mr. Kuykenvaun. I am afraid I did not understand your question. 

Mr. O’Hara. The point I make is that a hearing upon what that 
high-priced, 20-cent producer was getting might be justified under 
the facts as to the cost of that gas; is that right ? 

Mr. Kuypenpatu. Yes; that could be true. 

Mr. O’Hara. And it could be found that it was an excessive price? 

Mr. Kuyxenpatu. That is right. 

Mr. O’Hara. So the Phillips case does not of itself indicate that 
there will be a great lowering of prices in the production field. Is 
that a fair or unfair statement ? 

Mr. Kuykenpatu. Yes, the Phillips case itself does not say there 
will be a lowering of prices, I believe. It indicated that—— 

Mr. O’HarA. I mean the effect of it, placing upon the Commission 
the regulation of the price of producers’ gas. What I am speaking of 
now is that the very fact of that decision does not mean that there will 
be a great reduction in the independent producers’ prices, depending 
upon the facts in each case; is that correct ? 

Mr. Kuykenpatu. That is correct, unless it is found to be the fact 
that the producers’ prices on the whole are excessive. And of course 
if we can establish that, we can reduce them all, or all the high ones. 

Mr. O’Hara. Mr. Kuykendall, what is the effect of the Phillips de- 
cision on existing contracts between a pipeline company and the inde- 
pendent producer? Is the effect of the Phillips decision to authorize 
the Commission to immediately move in and, as quickly as you can 
administratively, to lower or raise the prices of the independent pro- 
ducers? Is that the effect of it? 

Mr. Kuyxenpauu. I think we have the power now under the Phil- 
lips case to do that, if we were equipped to do it and knew how to do 
it. We accepted those contracts as the original rates, and under the 
law then we could not suspend them. We could start hearings and 
investigations on any of those contracts. 

If we could prove that they represented excessive prices, then we 
could bring about a reduction ultimately. 

Mr. O’Hara. What would be the effect of Mr. Harris’ bill upon 
those existing contracts, if that became the law? 

Mr. Kuyxenpatu. As I understand Mr. Harris’ bill, existing con- 
tracts would remain intact. 

Mr. O’Hara. That is, they would not be acted upon either until 
the expiration of the contract or the renegotiation period as provided 
in the contract, is that right? 

Mr. Kuyxenpay. If that is what the bill means by renegotiation. 
I am doubtful about that. 

Mr. O’Hara. I would like to know, because I think the committee 
would want to know. 

Mr. Kuykenpauu. As I read Mr. Harris’ bill, he has provided that 
if new contracts are entered into or if old contracts are renegotiated 
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and their terms changed so that in effect you have a new contract, then 
the Commission would have the duty of determining whether or not 
the prices represented therein were the reasonable market prices. 

Mr. Harris. Will the gentleman yield? 

Mr. O’Hara. Certainly. 

Mr. Harris. But only in case the pipeline company came in and 
asked for a rate increase based on that renegotiated contract. 

Mr. KuyKenpDauh. Yes, that is true. 

Mr. O’Hara. Suppose there was an escalator clause in a contract 
between the pipeline company and the producer, would the Harris bill 
affect that contract at all? 

Mr. KuyKenpauy. It would not affect the old contracts now in 
existence and remaining in existence. I think the Commission, in its 
determination of just and reasonable prices in new contracts, might 
be able to say something about the escalation clauses, because they 
have a bearing on the just and fair market price. 

Mr. O’Hara. Do you-feel that, either under the Harris bill or under 
the presently existing law, they would have that right, Mr. Chairman, 
or is the distinction that the Harris bill brings the escalation clause 
before the Commission ? 

Mr. Kuykenpati. The Harris bill would only bring before us the 
new contracts or the renegotiated contracts. As the matter now 
stands, we have jurisdication over all contracts. We have not been 
able or equipped to do anything about those contracts, but I think 
we have the legal right to enter upon an investigation of any contract 
right now between a producer and a pipeline company. 

Mr. O’Hara. Getting back to the questions which Mr. Bennett 
asked you as to the items of cost, does the Commission use some form 
of yardstick? I mean, how do you determine what is the reasonable 
cost at the wellhead of a producer’s gas? You are going to be 
asked to determine what that cost is. 

Mr. KuyKenbauu. We are having a lot of difficulty with that prob- 
lem, and we tried to get some help on it when we called the hearing 
wherein the chart we were talking about a while ago was introduced 
We do not have any simple formula. I think it is a very serious 
problem and a very important one for our economy that we have 
proper standards for arriving at the price of the producer’s gas. We 
do not have the easy answer. 

In fact, I might even go so far as to say we really do not have a 
positive and clear answer at this time. 

Mr. O’Hara. Mr. Chairman, is it not possible that one independent 

producer may drill 12 wells and hit the jackpot 10 times and have 10 
producing wells, and another man in an adjoining field may drill 
12 wells and have 11 dry ones? Does that not happen? 
_ Mr. KuyKkenbatu. Yes, those things are possible. That is what, 
it my opinion, makes application of the cost basis solely, probably 
not a proper way to do it because of the hazards of the business and 
the great rewards which come to some and the great losses which 
come to others. Utilities generally are quite stable and when they 
make an investment they are quite sure they will earn on it, and 
they do, and we allow them a return on it. 

[ think cost may be some consideration because, after all, the indus- 
try must get just compensation if we continue to regulate them. I 
(lo not think it can be the sole standard. 


? 
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Mr. O’Hara. There are some who will argue that the only price 
that the independent producer is entitled to charge is the actual cost 
of producing the gas. Is that a fair statement of the measure of 
fixing the price to an independent producer, Mr. Kuykendall ? 

Mr. Kuykenpatt. You mean his actual cost, without recovery of 
any profit, either ? 

Mr. O’Hara. That seems to be the theory, that he is entitled to 
a reasonable return, but that the main thing is what it cost him to 
produce that gas. 

Mr. KuykenDa... I do not believe we can follow that policy. Un- 
doubtedly there are a number of gas producers who have been selling 
gas perhaps for a number of years and who have already recovered 
all they ever invested in certain gas reserves which they have. They 
will continue to sell that gas for a good many years into the future. 

Under that theory, we would have to say that they were not now 
entitled to recover anything more because they had already recovered 
all they ever spent and a lot more, too. 

I think it is a commodity which has value, and we cannot ignore 
that commodity value and put it simply on a cost basis. 

Mr. Bennett. Will the gentleman yield? 

Mr. O’Hara. Yes. 

Mr. Bennett. On the point of the reasonableness of fixing the price 
at a reasonable cost or reasonable market price, Mr. Harris’ bill, after 
directing the Commission to fix the reasonable market price in the field 
in which the gas is produced, uses this language at the bottom of page 
2, line 25: 

Considering the effect of the contract upon the assurance of supply and the 
reasonableness of the provisions of the contract as they relate to existing or 
future market field prices * * * 

Do you know what that means? 

Mr. KuyKenpbaL. I think the phrase “considering the effect of the 
contract upon the assurance of supply” indicates that we should not 
fix the price so low that we would destroy incentive for further explo- 
ration and drilling and production. 

Mr. Bennett. Are those clauses in there to give the Commission 
the right to raise the price or to lower it? 

Mr. KuyKxenpatu. I would construe the phrase I just read as being 
in there to attempt to insure that the Commission did not make the 
price too low. 

Mr. Bennett. In other words, to assure that in fixing a reasonable 
price these factors would be used to increase it, to make it more 
reasonable ? 

Mr. KuyKenpatu. I think we all have to agree that to be a reason- 
able price it should be a price high enough to permit additional explo- 
ration and drilling. 

Mr. Bennett. Is that kind of language susceptible of proper and 
reasonable administrative interpretation ? 

Mr. Kuyxenpat. I think it is, Mr. Bennett. The only language 
now in the Natural Gas Act is that we fix just and reasonable rates. 

Mr. Harris. Will the gentleman yield? 

Mr. Bennett. Mr. O’Hara has the floor. 

Mr. O’Hara. Yes; I will yield. 
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Mr. Harris. The purpose of the legislation is to give the jurisdic- 
tion to the Federal Power Commission to prevent exhorbitant rates. 
That was the purpose of the original act in 1938; was it not? 

Mr. KuykKeNDALL. Yes. 

Mr. Harris. There would not be any reason for legislation unless it 
was to prevent high and exhorbitant rates. Consequently, if it is 
legislation to jack up prices, we would not neecssarily need any legis- 
lation; would we? 

Mr. KuyKenpa.L. That is true; yes. 

Mr. Harris. The purpose of this is to prevent runaway prices and 
gouging prices; is it not? 

Mr. KuyKENpDALL. I would assume so; yes. 

Mr. Bennett. Mr. Harris, is it not a fact that the language to which 
I have referred expands the Commission’s authority and gives them 
a right to set a higher price than would be the case if that language 
were not in there? 

Mr. Harris. Not necessarily. It is a criterion for the Commission 
to pursue or follow. These contracts are on a long-term basis. They 
iast over a period of 20 years. No one can look into the future and 
see what the economic picture is going to be 10, 15, or 20 years from 
now. Consequently, the supply is so important to the consuming 
public that the Commission must try to look as far as it can into the 
future and consider these things as to what might be in the best 
interest of the consuming public down the line somewhere. 

Mr. O’Hara. I yield the floor. 

The Cuatrman. Mr. Mack. 

Mr. Mack. Mr. Chairman, I have just a couple of questions which I 
should like to ask Mr. Kuykendall following the remarks or questions 
of Congressman O'Hara, which had something to do with the price 
of this commodity. 

I am wondering about the economic value of natural gas. In IIli- 
nois we flare off a lot of natural gas, so evidently the economic value 
there is not great. I am wondering if there has been any attempt or 
if you intend to place any price or economic value on natural gas? 
The price of oil is well known as so much a barrel. Do you intend to 
place an economic value on natural gas or is that possible? 

Mr. KuyKenpaui. Yes. I think it has become our duty under the 
Phillips decision. It is a difficult problem, but we will do that if we 
retain this jurisdiction. 

Mr. Mack. My question is: What determines this economic value? 
Is it determined by the fact that it can be transmitted as a utility, or 
is it determined in the field by some other means? 

Mr. KuyKxenpaty. As I indicated a few minutes ago, we are having 
great difficulty with this problem ourselves. We don’t really know 
all the matters which we should take into consideration and how much 
weight to give to all of the various matters that are a matter of con- 
cern here. 

Mr. Mack. You do expect eventually, unless we adopt the Harris 
bill, to establish a market price for the economic value of the natural 
gas ¢ 

Mr. Kvuyxenpary. Yes; we will have to fix the price at which the 
producer sells it. There is no doubt about that. Depending on how 
we did it, there might be prices by areas or there might be prices for 
each producer. 
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Mr. Mack. You stated a few minutes ago also that under the pres- 
ent law you would control the price and that it is possible that you 
would get the prices lower at the source, but that it would be unlikely 
that you would grant. increases, certainly not substantial increases. 
I think I understood vou correctly. 

Mr. Kuyxenpauut, We have been through an inflationary period 
and prices have risen considerably through that period. I don’t 
really know it to be a fact, but I rather believe and hope that gas 
prices have reached or are reaching a plateau. I should think that 
our action would be by and large to reduce the prices but, on the other 
hand, there are a lot of old contracts in which the prices are very low. 
If those people come to us and ask to have them increased we will have 
to consider their requests, and I daresay that a good number of them 
can justify increases. So those two might counterbalance each other 
to a considerable extent. 

Mr. Mack. How long have prices been increasing ? 

Mr. Kuyxenpatt. I think since about 1947, something like that. 

Mr. Mack. Is it a question of cost or is it a question of lack of com- 
petition in the field which has permitted prices to go up? 

Mr. Kuyxenpaui. Prior to roughly 1947 or 1946, there was pretty 
much a buyer’s market in natural gas. Then postwar there has been 
largely a seller’s market up to the present point due to the tremendous 
expansion of the industry and the necessity that the new pipeline com- 
panies get 20-year contracts. I believe that the expansion of the pipe- 
line industry is almost complete. - I don’t think there are more than 
«bout one or two more major lines which will be built. I think the 
country then is served with natural-gas pipelines, and the additional 
construction then will be of a more minor nature, including looping 
and additional compressor power. 

Mr. Hinsnaw. Will the gentleman yield? 

Mr. Mack. In just one minute. 

Then in your opinion the prices have been increased because of the 
market for the transmission lines as a public utility, rather than any 
cost of production; is that correct ? 

Mr. Kuyxenpaui. I didn’t understand; what did you say about 
public utility ? 

Mr. Mack. I say that the prices have increased as a result of the 
market for the gas rather than the cost of production ? 

Mr. Kuykenpatu. I am not an economist, nor have I made a thor- 
ough analysis, if one is possible, of all the factors which have brought 
about increases in the cost of gas; but I think the two main factors are: 
Increased demand and general inflation, which of course would have 
a bearing on producers’ costs. 

Mr. Mack. But the principal reason would be the increase in 
demand ? 

Mr. Kuykenpaut. Yes. I think there has been a seller’s market 
postwar. I believe and hope—and I think it is something the com- 
mittee could satisfy itself on much better than it can through me— 
that the seller’s market is coming to an end because I do know of seyv- 
eral major pipeline companies that have adequate supplies for a long 
while to come. I don’t foresee the expansion of the industry that we 
have had. I believe we are going to enter an era of more stable prices. 

Mr. Mack. I yield to my colleague, Mr. Hinshaw. 
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Mr. Hinsuaw. I was just going to remark that while Illinois is a 
coal-producing State and a gas-producing State, my own State pro- 
duces no coal, but we produce quite a lot of gas, and we import a lot 
of gas. I will say frankly to my friend that we have become so used 
to using gas for all purposes, including house heating, that we hope 
a lot of gas is found someplace so we can buy it. Our own production 
of gas is declining rapidly. We are not so much eotneeutab about the 
price as long as it is fair and reasonable. 

Mr. Mack. I am interested, of course, in finding out all I can about 
this particular bill which is before us, and I think that I am open 
minded on the subject. At this time I do have gas interests in my 
district, and I most certainly have coal interests in my district. I do 
want to protect the consumer interest. 

I have propounded these questions because [ think that we should 
all be interested in them, not only people in the oil business and the 
coal business, but all of us as citizens of the country. ‘There are sev- 
eral things about this particular bill about which I am somewhat con- 
fused, and at a later date I wish to investigate a little more thoroughly 
the protection contained in the Harris bill; but today I have available 
here some figures which are somewhat alarming to me, and I thought 
I wovld like to ask the chairman his opinion regarding the price of 
the gas, the price paid at the source for natural gas delivered into 
[llinois, 

We have 6 major pipeline companies which serve the State of 
Illinois, and I have figures on all of them, although J do not have com- 
plete figures on 2 of the companies. The 4 that I do have from i849 
to 1953, the price of gas at the source has increased in 1 case about 50.5 
percent; it has increased in another case 73.7 percent; it has increased 
in another case 68.7 percent; it has increased in another case 88 per- 
cent—in a 4-year period. 

I am somewhat alarmed about the price increases, and I question if 
this is not the galloping increases that my colleague referred to a 
minute ago. I want to ask the chairman if he feels that those were 
fair and reasonable increases in the price of gas at the source during 
the past few years ¢ 

Mr. KuyKenpbaL, I think the answer to that question lies in whether 
or not the price was fair 4 years ago or whether it was too low 4 years 
avo, 

I think one of the factors which must be considered is how the 
price 4 years ago compared with oil and how it compared with coal. 
_ Mr. Macx. May I ask if the Commission would anticipate granting 
increases of 70 or 80 percent in the price of gas at the present time? 

Mr. KuyKenpauu. I wouldn’t think so. I cannot commit the Com- 
mission to what it will do in any given case. I can conceieve of situa- 
tions Involving some very low-price contracts entered into some time 
ago, where we might feel obliged, on proper petition and proper show- 
ing, to increase the contract that much or more. Those situations 
would be few, relatively, and I can’t promise just what we would do. 
We would have to fix a just and reasonable rate. 

_ Mr. Macx. Mr. Commissioner, would you feel that an 88-percent 
increase would be somewhat unreasonable or would it fall into the 
fair and reasonable category ? 
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Mr. Kuykenpaty. You haven’t told me what those prices were 4 
years ago and what they are now, and if you did I don’t believe I 
could tell you offhand whether I thought they were just and reasonable. 

Now, I think that is where the answer lies. 

Mr. Mack. I am speaking of an increase of 80 percent in the future, 
if utilities came before your Commission to increase their rates by 70 
or 80 percent. 

Mr. Kuyxenpatt. I think it would be improbable that in those par- 
ticular cases the Commission would see fit to increase those rates 
by that percentage, but I wouldn’t want to make any firm statements 
as to what the Commission would do in any case in the future. 

Mr. Mack. I realize that you would not be completely familiar with 
the price of the natural gas paid at the source by the companies selling 
gas in Illinois, but this information I believe came from the Federal 
Power Commission, filed recently by the various companies. I realize 
the difficulties the Commission has encountered. The information 
which I have before me, made available to me yesterday, is before the 
Federal Power Commission. 

Mr. Harris. Will the gentleman yield ? 

Mr. Mack. I yield. 

Mr. Harris. I wonder if the gentleman could give us the amount in 
cents per thousand cubic feet that he refers to for the companies, the 
price they pay at the wellhead now and what they paid 4 years ago. 
Does the gentleman have that information ? 

Mr. Mack. I have the information here on the various companies, 
the 1949 and the 1953 rates. I would have no objection to having this 
information included in the record. 

Mr. Harris. Could you tell us how much it is in cents per thousand 
cubic feet ? 

Mr. Mack. In the first instance, in 1949 it was 4.735 cents per thou- 
sand cubic feet; and in 1953 it was 7.1264. The increase of 88 percent 
was from 4.89 in 1949, increasing to 9.1955. The 76-percent increase 
started at 6.9736 and in 1953 it was 12.1117. 

As I said, these figures were just made available to me, and I am 
quite certain they are accurate. I have figures here only for the State 
of Illinois. 

Personally, Mr. Commissioner, we are concerned about such a sub- 
stantial increase percentagewise, and I am wondering about the pat- 
tern to be followed, and whether the safeguard in the Harris bill 
will protect the interests of the consumer, especially if we are to de- 
termine some economic value on natural gas, how the economic value 
is related to the transmission lines, which in my opinion are ultimately 
or at some point utilities. 

I have no further questions. 

The CHatrman. Mr. Beamer. 

May the Chair state that we have only a very few minutes more 
remaining for this afternoon and we will reconvene in this same room 
tomorrow morning at 10 o’clock and we will start the hearing with 
General Thompson and then proceed, if it is possible, Mr. Commis- 
sioner, for you to be here again tomorrow, with Mr. Kuykendall. 

Mr. Beamer? 

Mr. Beamer. Mr. Chairman, I shall make my questions and remarks 
as brief as possible due to the lateness of the hour. 
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Mr. Kuykendall, several times we have heard repeated the statement 
that all this was done to protect the public interest. I am not going 
to ask you the question, but will simply make the observation that 
public interest covers not only the producers and the distributors, but 
the consumers as well. If that is true, I am going to suggest three 
things, and I should like to have your brief comment on them. 

If gas is to be produced under Federal price fixing, what will happen 
to corn or oil or cattle or dairy products or any other item? That 
is the No. 1 question. 

I should like to know whether in your estimation and that of the 
Commission the ultimate cost to the consumer would decrease under 
H. R. 4560? 

The third question, will this help to work for conservation practices, 
that is, to conserve a natural resource, and also to utilize the exploration 
and production of that particular resource. 

I have given you three questions which you may answer as briefly 
as you wish. I think part of it is repetition. I am trying to pin this 
down. Are these really the basic issues ? 

Mr. Kuykenpatu. Well, I don’t see that the price of corn would 
be basic to this discussion. 

Mr. Beamer. If the Federal Government is going to fix the price 
of your product, is there not some other agency which can properly 
fix the price of my product? I ama farmer. It is the same principle. 

Mr. Kuykenpa... In the sense that it might be starting a trend. 
That is what you mean? 

Mr. Beamer. Right. 

Mr. Kuykenpatu. Of course, I don’t believe there should be regu- 
lation of any industry unless we are satisfied that the public interest 
requires it, and if we are satisfied to that effect then we certainly 
should have it. I think there is no doubt about that. 

I think the public interest, which I believe was your first question, 
not only means consideration of the consumer but it means considera- 
tion of the investors, who must get a fair return on the money which 
they invest in these businesses or else they won’t continue to invest 
inthem. It means, of course, allowing the producer a sufficient return, 
whatever that may be, not only to give him some profit but to encourage 
him to explore further for gas and to be able to attract the money he 
needs at fair rates. 

I believe that was your first question. What was the second? 

Mr. Beamer. The second was the ultimate cost to the consumer. 
Can you estimate what the result might be? 

Mr. Kuykenpatu. I seriously wonder if the ultimate cost to the 
consumer over the long run will be less under Federal regulation than 
it will be if the industry is left unregulated but competition has ade- 
quate play. 

_ As I pointed out in our written report this morning, we think it 
is quite possible and probable that the depressed rates for gas will 
deplete the supply of it for use in interstate commerce, and thus create 
a scarcity. If the Commission should be successful in keeping it in 
interstate commerce in adequate quantities, it would surely hasten 
= date when we will have consumed all the natural gas that we 
lave, 

_Mr. Beamer. Mr. Chairman, I should like to ask several other ques- 
tions, but I know it is late. These questions were prompted more or 
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less by a letter which I have received from the Public Service Com- 
mission of Indiana. As is quite natural, all of us think of it from 
the point of view of our own State commission. 

I have a series of six different statements why they would like to 
support the proposed legislation as a public service commission from 
my home State. If it is in order, I should like to ask that this letter 
be submitted and be put in the record at this point. 

The CuHatrmMan. Without objection it will be included in the record 
at this point. 

(The material referred to follows :) 


PUBLIC SERVICE COMMISSION OF INDIANA, 
INDIANAPOLIS, IND., March 18, 1955. 
In re H. R. 4560. 
Hon. JOHN V. BEAMER, 
Representative from Indiana, 
House Office Building, Washington, D. C. 

DeAR REPRESENTATIVE BEAMER: The Public Service Commission of Indiana, the 
regulatory body set up to regulate public utilities including gas utilities in the 
State of Indiana, by action of its appointed members urges that you approve 
H. R. 4560, a bill exempting natural gas producers from the jurisdiction of the 
Federal Power Commission. 

Our reasons for this action are briefly set out below— 

1. States, where the major portion of the Nation’s natural-gas supplies are pro- 
duced, have set up State conservation commissions for the regulation of natural- 
gas production. 

2. Federal Power Commission regulation of these natural-gas producers will 
impose another regulatory body on the producers, who are now regulated by the 


States. 
The policy of the Federal Government has been to withdraw from regula- 
tion where adequate regulation is vested in the States (Hinshaw Act, 1954). 

4. State regulation of the gas producers has resulted in a plentiful supply of 
natural gas at a reasonable cost to the gas transmission companies, 

5. Field prices of gas have a small effect on the cost of gas to the ultimate 
consumer. Increases of field prices do not mean increased cost to the ultimate 
customer, if, thereby, greater quantities of gas can be transmitted and sold. 

6. Dual regulation by the Federal Power Commission may mean decreased 
supplies of natural gas for interstate pipeline companies which would mean 
increased costs to the ultimate consumer. 

Very truly yours, 
Pustic SERVICE COMMISSION oF INDIANA, 
By Warran BucHANAN, Chairman. 


The CHamman. May the Chair state that without objection nu- 
merous other telegrams and letters and resolutions which have been 
sent to the committee will be included in the record at the proper 
point. 

If there is no objection that blanket authority will cover the entire 
proceedings at the proper points. 

Had vou finished, Mr. Beamer? 

Mr. Bramer. In the interest of economy of time I will yield the 
floor. 

The CHarrman. We will go to the House rather shortly I under- 
stand. The Commissioner will be back tomorrow for those who have 
questions and were unable to ask them today. 

We will begin the session with Gen. E rnest Thompson at 10 o'clock 
tomorrow morning. 

The committee stands adjourned. 

( Whereupon, at 4:35 p. m., Tuesday, March 22, 1955, the hearing 
was recessed to reconvene at 10 a.m., Wednesday, March 23, 1955.) 
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WEDNESDAY, MARCH 23, 1955 


Houser or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in the 
caucus room, Old House Office Building, Hon. J. Percy Priest (chair- 
man) presiding. 

The CuarrmMan. The committee will come to order. 

The Chair is going to grant the request of the distinguished gentle- 
man from Texas, Mr. Rogers, a member of this committee, to in- 
troduce our first witness for this morning. 

Mr. Rogers. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, it is certainly a signal 
honor for me to be allowed to present the first witness this morning, 
a gentleman from the Panhandle of Texas, Lt. Gen. Ernest O. Thomp- 
son. He needs no introduction in oil and gas circles, or any circles 
having to do with the Government of this Nation. 

General Thompson comes from the Panhandle of Texas, the great 
18th District of Texas, and although his brilliance far overshadows 
that of many of us, he and I have one thing in common. Neither of 
us was born in the Panhandle, but both of us had sense enough to go 
there in our early days. 

I know that the committee will do well to listen to what General 
Thompson has to say, because I think he is not only one of the best, but 
the best versed man in petroleum matters, and certainly gas matters, 
of any man in the world. He is a gentleman and a sdhidles in every 
sense of the word. 

" Mr. Tuompson. Thank you very much. I appreciate that, Mr. 
VvoOgers. 

The Cuarrman. Thank you very much, Mr. Rogers. And, may the 
Chair make a brief statement before General Fhictisiect gives his 
testimony. 

General Thompson has been before the committee on a number of 
occasions. He has always impressed this committee with the know]l- 
edge of the subject. 

He came here as a witness at the request of the chairman, I sent him 
awire. He did not request to appear. I felt that he had something 
that might be helpful to the committee. A man who has been called 
into conference by three Presidents of the United States—President 
Roosevelt, President Truman, and President Eisenhower—certainly 
should have something to tell this committee that would be helpful in 
its consideration of a multitude of bills on this subject. 
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So, the Chair requested General Thompson to come, having high 
regard not only for his knowledge of the sabtict, but also for the objec- 
tive approach that he has always made before this committee. 

We welcome you, General. You may proceed with your testimony. 


STATEMENT OF ERNEST 0. THOMPSON, AUSTIN, TEX. 


Mr. Tuomprson. Thank you, Mr. Chairman. I certainly appreciate 
the kind remarks. 

My name is Ernest O. Thompson. I am a member of the Texas 
Railroad Commission, which is the administration agency for the en- 
forcement of the oil and gas conservation laws of our State of Texas. 
The railroad commission is also the agency in our State which ad- 
ministers the gas utility statutes. 

The Texas Railroad Commission is composed of 3 members, 1 mem- 
ber being elected each 2 years for a term of 6 years. I have been a 
member of this commission continuously since June 1932, and was re- 
elected last November for another 6 years. My term of office has 
covered the period of oil and gas development and conservation in our 
State of Texas. 

We have in our State 155,000 producing oil wells producing 
2,930,000 barrels of oil aw! calendar day, and 11,000 gas wells together 


with the oil wells producing 15 billion cubic feet of gas daily. We 


have in Texas in known discovered fields 13 billion barrels of crude 
oil reserves and 108 trillion cubic feet of gas. 

In spite of intense drilling of oil wells last year, when 54,000 wells 
were drilled, only 422 million barrels of new oil were discovered, 


whereas we consumed 2,257 million barrels of oil in the United States 
last year. It will be seen, therefore, that we are consuming our crude 
five times as fast as we are finding it. 

One thousand one hundred and nineteen gas wells were drilled in 
1954, and 1,970 billion cubic feet of gas were added to reserves of Texas 
gas; whereas the Nation’s gas reserves gained only 263 billion cubic 
feet of natural gas over consumption of the United States last year. 
Total discovered gas in the United States, or known reserves, are 222 
trillion cubic feet. 

In 1938, when the Natural Gas Act was passed by the Congress of 
the United States, it was our idea that the poe Act would fill the gap 
between State regulation where the gas was produced and State regu- 
lation of the gas utility and distribution where the gas was con- 
sumed—namely, that the Federal Power Commission would have 
jurisdiction over permits of convenience and necessity for interstate 
transmission of natural gas and would pass on rates for interstate gas 
actually moving across State lines. 

For many years the Federal Power Commission carried out what 
we all thought was the congressional intent expressed in the Natural 
Gas Act of 1938; but when the Phillips Petroleum case was decided 
by the United States Supreme Court, the Federal Power Commission 
was compelled under that decision to exercise its jurisdiction right 
down to the wells of even independent producers who had no connec- 
tion by ownership with interstate pipelines, thus in effect putting 
these independent producers in the public utility status. 

It has always been our belief in natural gas regulation, as in the 
conservation of oil and gas in its production, that this regulation 
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should be approached from the viewpoint of assuring adequate sup- 
plies and discovering and developing additional reserves to support 
such supplies in the interest of national defense and for the ever- 
expanding economy of our country. . 

It is my belief that the regulation of natural gas should be ap- 
proached with these points in view. First, the operation known as the 
production of natural gas and the conservation thereof in its produc- 
tion to the end that the greatest possible amount of gas may be had 
for the use of mankind, and that physical waste be prevented i in such 
production. Second, that the transportation of gas wholly within a 
State shall come exclusively under the control of the State regulatory 
commissions in the several States. Third, that transportation of gas 
across State lines should properly come under Federal regulation, and 
that the distribution of gas in municipalities within the consuming 
States and the rates therefor should come under the gas utility regula- 
tory authorities of the consuming States. Thus you have a clear 
recognition of our dual form of government, retaining to the States 
the conservation powers and the local distribution regulation, and 
yielding to the Federal Government those powers which under the 
commerce clause of our Constitution come properly under Federal 
regulation. 

It is necessary to distinguish between production of oil and ga 
and the transmission of oil and gas. The oil and gas producers’ sia 
ness consists of several activities or departments. It includes the 
leasing of land, the conducting of geophysical surveys, the drilling 
of wildcat test wells, the dr illing of producing wells, ‘the production 
of oil and gas (and much gas is produced i in connection with oil from 
the same hole in the same well) the separation of gas from the oil, 
the separation of distillate from natural gas, the gatheri ing of natural 
gas, the processing of gas, and the sale of oil and gas. C ‘ollectively, 
these activities constitute the business of producing oil and gas, and 
persons engaged in this business are known as independent producers, 
whether they ‘be la rge or small. 

The transmission companies to whom the independent gas producers 
sell their gas are engaged in another business—a business entirely 
different from that of the independent producers. These transmis- 
sion companies are engaged in the business of transporting gas in in- 
terstate movements and selling gas at the end of the transportation to 
retail distributing companies “and to industries. Their business has 
many of the characteristics of a public utility. In contrast, the inde- 
pendent producers’ business has none of the characteristics of a public 
utility. 

Under the Supreme Court decision in the Phillips case it was held 
that sales of gas to transmission companies for movement in interstate 
commerce were within the scope of the Natural Gas Act. Therefore, 
it seems necessary that the Congress again declare its clear intent that 
it intends that the Federal Power Commission shall have author ity 
only over gas that moves in interstate commerce. 

I come here tod: ay to recommend for your favorable action on 
and the passage of this splendid clarifying statute which has been 
proposed by the Honorable Oren Harris, known as H. R. 4560. The 
passage of this act is necessary, in my opinion, so that the drillers 
— producers of oil and gas may proceed in their search for natural 

gas, which has come into such great use throughout our land, because, 


t 
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unless a clarification is had, the independent producers will be unable 
to continue their search to build up the supply for the consumers of 
this clean, convenient fuel. Many producers—yes, thousands of 
them—sell gas to interstate pipeline companies, and they do not wish 
to be classed as a public utility, because the risk is so great in the search 
for oil and gas that the public-utility rate of return would not justify 
their continuing in the business. 

Throughout my adult life I have been a member of the Reserve 
Armed Forces, having served in both World Wars and having been 
for many years in the Texas National Guard, and at the present tire 
and since 1949 I have been the commanding general of the Texas 
National Guard. Naturally my approach to conservation of oil and 
gas has always been and still is mainly that approach which wou!d 
bring to our country an adequate reserve fuel supply for our national] 
defense in time of emergency. 

When Pearl Harbor came upon us in 1941, we had in Texas, through 
10 long years of conservation and waste prevention in the production 
of oil and gas, built up a ready reserve daily producing capacity of 
1 million barrels per day. This oil was immediately ana upon, As 
the war progressed, our consumption of oil moved up in this country 
from 4 million barrels per day to 5 million barrels per day. Through 
continued conservation laws fairly administered, we have now again 
built up our reserve daily producing ability to a point where we have 
more than 1 million barrels ready reserve daily producing ability 
from the already drilled and connected wells of this country. 

And may I say that this committee, through the Cole committee 
rendered the greatest possible assistance to the oil and gas producing 
States through their wise guidance in those early days. The Cole 
committee, of which several members present were members—Mr. 
Wolverton, in front of me, was one—was of the greatest help to us in 
those days, and I want to publicly express this appreciation. 

Had not the powers of the State governments stepped into the chaos 
of the oil and gas fields of the thirties with wise, far-visioned con- 
servation measures, this Nation would not have had the oil with 
which to fight World War IT and the Korean war, 

This Nation is today producing 6,400,000 barrels of oil per day, and 
we are importing over 1,000,000 barrels a day of crude oil and products 
from foreign fields. 

In order that we may continue to improve our reserve position for 
defense and for the ever-growing needs of our expanding economy, 
it is necessary that the natural gas policy be spelled out by the Con- 
gress. The public, particularly the consumers, need such action from 
the Congress. Any regulatory body, be it State or Federal, should 
have the intent of the Congress clearly spelled out, with standards set 
out in the statute so that he who regulates may read clearly the intent. 
As the matter now stands in my opinion, the Federal Power Commis- 
sion under the Phillips decision is compelled to play by ear, as if 
were, until the Congress again spells out what we all thought was its 
clear intent in the Gas Act of 1938. 

The act by Congressman Harris here under discussion spells out 
this intent in clear, unmistakable language, and will serve the con- 
sumers well in that it takes the fear of Federal control with a public 
utility status out of the minds and hearis of the oil and gas Saiiaeers 
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so that they may continue the search for these rapidly diminishing 
and irreplaceable natural resources—namely, oil and natural gas. 

The natural gas consumers have been most fortunate in that they 
have not had to pay for the search for gas in the per This gas has 
been discovered as an incident to the search for oil. But the demand 
for gas is so great now that the operators are going to have to go out 
and hunt for gas on purpose and drill test wells searching for gas 
as well as drilling wildcat wells searching for oil. 

Records reflect the fact that 8 out of 9 exploratory wells are un- 
suecessful—dry holes—and the wells are going deeper and deeper. 
An average cost can safely be stated to average around $100,000 for 
wildeats. Many wells cost much more, and still turn out to be dry. 
One well recently drilled in California went down to 21,000 feet, and 
the cost ran into millions of dollars; and it was dry—actual cost, 
$21, million for that well. 

Oil drilling has never been declared a public utility, and the price 
of oil is a free, competitive prose in the field where produced; and 
the fellow that posts the highest price for oil either gets the oil or 
has this price met by his competitors. ‘The oil goes to the purchaser 
willing to pay the highest price for the oil in a free competitive field. 

In a sense, gas produced with oil in the past was a waste product, 
wasted because there was no market. Several years ago, as soon as we 
could economically do so, our Texas Railroad Commission compelled 
the oil operators in our State to save the gas that was formerly burned 
into the air at the well in flares and either return this gas to the pro- 
ducing horizon to maintain pressures or to process it by taking the 
liquids inherent in the gas out of the natural gas and use the gas for 
some lawful purpose, such as for light or fuel. We shut in many 
entire oilfields until the operators put in complete gas collecting 
pipeline systems within the field and processing plants to gather and 
process the gas to make it ready for pipeline use so it could be trans- 
ported to the consumer, 

This gas produced with oil is called casinghead gas, and it is 
being saved and used in great quantities in our State as a useful fuel 
for mankind. It formerly went into the air. For example, the 30- 
inch pipeline to California is largely supplied by oil gas or casing- 
head gas at this time, thereby saving dry gas for future use. 

Just last week in our hearing in Austin we had a report of one 
field in West Texas that was flaring 3 million feet of gas per day— 
the whole field. We took action at the hearings, and asked why that 
gas was not being saved and used lawfully. They said, “Well, the 
capacity of the gas gathering line had been exceeded.” I said to the 
witness, from the bench, “Can we not remedy this situation by cutting 
down the amount of oil, so that the amount of gas will be reduced 
thereby to that point where the gas will be saved?’ 

He said, “Yes, we will gladly do that if the Commission so orders.” 

Whereupon, by unanimous vote the Commission ordered that field 
reduced from 18,000 barrels a day to 15,000, so that the gas produced 
in producing the oil could all be saved and the gas and the oil later 
can be produced as time goes on. 

The public interest today lies in finding more oil and gas. Federal 
control of gas at the wellhead means Federal control of oil, no matter 
how strongly it may be contended that such was not intended; but 
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oil and gas may be produced together, the gas being in solution in the 
oil and ‘freeing itself from the oil when it reaches the atmospheric 
pressure. Therefore, it is inconceivable to me to see how we can 
have Federal control of gas at the wellhead and not, as a matter of 
fact, at the same time have Federal control of oil, which is produced 
simultaneously and as an integral part with the gas. It is my firm 
opinion that unless a law such as this bill by Mr. Harris is passed, 
we are going to see the search for oil and gas inhibited, decreased, 
and certainly the interstate marketing of gas by men who are pri- 
marily oil producers will be deterred. All these factors mean, with 
demand for gas increasing in an astronomical manner, this Federal 
control will shrink the actual and otential supply, and under the 
most elemental economics such procedure is sure to result in both short 
supply and higher prices. 

On the contrary, a free, competitive price in the field will en- 
courage the search for gas and oil, and will assure, as far as is possible, 
the discovery of adequate supplies for our national defense and our 
expanding economy. 

Throughout the history of oil production, the price of oil in the 
field has been competitive; and it is my experience that every increase 
in the price of crude has furnished an incentive for more exploratory 
work and further drilling, which in turn brings more oil for the 
consumer, so that gasoline today is one of the biggest bargains the 
housewife buys, tax excluded. 

I see no reason why natural gas should not be treated the same as 
oil. The movement of oil in pipelines across the State lines and in 
interstate commerce has its rates fixed by the Interstate Commerce 
Commission as a transportation charge, just like freight rates are 
fixed on coal or any commodity. 

I think it might be well to point out to the committee that under 
the Phillips case the Federal Power Commission and the conservation 
agency of a sovereign State could and do come in direct conflict in 
exercising their respective duties. A specific case will better illustrate 
the danger of Federal encroachment. The Railroad Commission of 
Texas on October 11, 1954, held a hearing on the LaGloria field to 
determine whether cycling and pressure- -control operations should be 
continued in some of the producing zones and extended to other zones. 
This cycling process involves lifting the wet gas from the earth, 
removing the hquid hydrocarbons and then injecting the dry gas back 
into the reservoir to pick up more liquids. This process is repeated 
until the gas is dry; to the point where it will pick up no more liquid. 
You finally get dry gas and then you still have gas there for use as 
gas, 
In the meantime you have saved the dry gas, the hydrocarbons, the 
distillates, butanes and pr opanes. It is purely conservation. 

The testimony showed that 5,600,000 barrels of condensates and oil 
have already been recovered as a result of such cycling operations in 
some of the zones. The testimony further showed that if such cycling 
operations are continued and extended to other zones that an ad lition: al 
2,950,000 barrels of condensates will be recovered, which otherwise 
would be forever lost in the sands. 

The Railroad Commission, upon the evidence, entered its order on 
October 25, 1954, that no gas should be produced from the various 
reservoirs listed in the order. 
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Unless the gas produced is processed in a plant for the removal of liquid 
hydrocarbons and the residue gas remaining after removal of such liquid hydro- 
carbons is returned by cycling operations through injection wells to the reser- 
voirs from which produced. 

This order was entered because such cycling and pressure-control 
operations are necessary to the prevention of the waste of irreplace- 
able natural resources. This order was entered pursuant to the legis- 
lative mandate from the State of Texas Legislature to the Railroad 
Commission to prevent such physical waste. 

On the other hand, the Texas-Illinois Natural Gas Pipeline Co., 
which buys gas in the’ field, and the city of Chicago, where ultimately 
the gas is sold to the consumer, are both asking the Federal Power 
Commission to make the producers deliver more gas to the interstate 
lines from the field. There you would have a direct conflict if the 
Federal Power Commission issues such an order. Moreover, the Fed- 
eral Power Commission asserts the power and authority to determine 
if the order of the Railroad Commission, which would conflict with its 
order, is valid, which puts a hard burden on the Federal Power Com- 
mission to set itself up as a court interpreting the State body’s orders, 
and the Federal courts have said that no good has resulted from the 
interference by lower Federal courts in State conservation orders, 
because in our State of Texas, which they were talking about, there is 
full and ample authority in the review ‘by the supreme court of our 
State and in this United States Supreme Court decision, written by 
Mr. Justice Douglas, the Court said that the supreme court of Texas 
is a working partner with a regulatory agency, namely the Railroad 
Commission, in the prevention of waste of oil'and gas and other nat- 
ural resources, and the Supreme Court of the U nited States in its 
opinion said, in looking at this partnership, that the supreme court of 
Texas is the senior partner in this partnership, because it reviews each 
and every action of the regulatory authority, namely, the Commission. 
And, since that time we have had no Federal courts taking jurisdiction 
until it is finally passed through the supreme court of Texas, 

If the Federal Power Commission is permitted to do this, it would 
necessarily mean the end of State sovereignty in the field of conserva- 
tion of natural resources, something I am sure no one wants to come 
about. 

All those men are formerly State commissioners, and I am sure 
they have the same idea of the dual form of government they had 
when they came here. I listened yesterday to the testimony. I 
felt perfectly at home, because they talked like State conservation 
commissioners to me, and they sounded like good Americans with the 
idea of dual sovereignty, and I felt sorry for them having to carry 
out the mandate which’ was forced upon them, clearly against their 
will, and I wish to thoroughly concur with the statement issued by 
the Federal Power Commission, which I think was a masterly pres- 
entation of the fair-minded Commissioners. 

Another function of State conservation agencies which is directly 
related to the price of gas is well spacing. A factor considered in 
determining the size of drilling units is the area which can be efli- 
ciently and economic ally drained by one well. The importance of the 
price which can be expected for gas in this determination is readily 
apparent. If, for example, based upon the expected price for gas, 
wells are drilled on a 160-acre spacing pattern and the price of gas 
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is subsequently artificially depressed by Federal regulation, an ad- 
justment will be necessary in the spacing. Suck an adjustment by the 
State regulatory agency would be very difficult in view of the rights 
which would have already been established on the basis of the prior 
160-acre spacing. 

I cannot conceive of the Federal Power Commission intentionally 
interfering with sound conservation practices by an oil-producing 
State through its duly constituted conservation authorities through 
valid orders issued after notice and hearing based upon facts developed 
at that hearing, but I point out that such is an actual dispute going 
on at this moment. 

The inherent power of the States was recognized by Congress in 
the passage of the Natural Gas Act in 1938; section 1 (b) of the act 
provides: 

The provisions of this chapter shall apply to the transportation of natural 
gas in interstate commerce, to the sale in interstate commerce of natural gas 
for resale for ultimate public consumption for domestic, commercial, industrial, 
or any other use, and to natural-gas companies engaged in such transportation 
or sale, but shall not apply to any other transportation or sale of natural gas 
or to the local distribution of natural gas or to the facilities used for such 
distribution or to the production or gathering of natural gas. 

[ have italicized the last three lines myself for emphasis, because I 
got great comfort from those lines, 

One cannot review the legislative history of this act without be- 
coming firmly convinced that it was never intended to subject the 
activities of independent producers and gatherers to Federal regula- 
tion or to interfere in any way with the conservation powers of the 
sovereign States over natural gas. One of the many indications of 
this is the following statement made by Representative Lea, com- 
mittee chairman and principal sponsor of the legislation : 

The primary purpose of the pending bill is to provide Federal regulation, in 
those cases where the State commissions lack authority, under the interstate- 
commerce law. This bill takes nothing from the State commissions; they 
retain all the State power they have at the present time (Sist Congressional 
Record 6721). 

This is shown also by the following answer of Senator Wheeler, 
chairman of the Senate committee, in response to the question of 
Senator Austin as to whether the bill undertook “to regulate the 
production of natural gas or * * * the producers of natural gas” 

It does not attempt to regulate the producers of natural gas or the distribu- 
tors of natural gas; only those who sell it wholesale in interstate commerce 
(Sist Congressional Record 9312). 

We have in Texas through wise conservation built up our produc- 
tion of oil from 312,478,000 barrels in 1932 to 1 billion barrels in 1953. 
We have built our gas reserves up to 105 trillion cubic feet, and we 
have tried to be good stewards of this God-given natural resource, 
which is part of the soil of our sovereign State, and we do not believe 
that the heaieisies of the United States ever intended that any Federal 


board, bureau, or commission should have any regulatory power or 
duty that would tend to diminish the recovery of oil and gas within 
any of the several States’ sovereignty. 

We come here in high hope and with firm conviction that this clari- 
fication of congressional intent as to natural gas will give us the relief 
needed and will again put in proper channels the Federal regulation 
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in interstate commerce, and only that which is actually moving across 
State lines, and that the conservation of oil and gas will be left to 
the sovereign producing States, and that the distribution regulation 
be left to the public utility commissions of those several consuming 
States. 

Thank you. 

The Cuairman. General Thompson, we appreciate very much your 
statement. Without going into questions, your statement reconfirms 
an opinion that I have expressed several times in connection with this 
legislation and that is that there is something more than a yes or no 
answer to the question of exemption from regulation at the wellhead. 

I refer to those statements in your presentation relating to the rela- . 
tionship between the Federal and State regulatory agencies. 

It has been my feeling all along, without going into detail on it, 
that this question before us is a very broad situation insofar as it 
affects that relationship between Federal and State regulatory agen- 
cies in whatever field they might be. 

I thank you, sir, for your presentation. 

Are there any questions? 

Mr. Harris. Mr. Chairman. 

The Cuamrman. Mr. Harris. 

Mr. Harris. General Thompson, I likewise want to compliment 
you on a very fine statement. 

This is a most clear and most concise presentation which you have 
presented here, this entire problem, and I wish it were possible for 
everyone, consumers, as well as producers, to get a full grasp of it. 

[ particularly want to emphasize again the statement that you made 
on page 8 in which you said: 

All these factors mean, with demand for gas increasing, almost astronomically, 
this Federal control will shrink the actual and potential supply, and under the 
most elemental economics such procedure is sure to result in both short supply 
and higher prices. 

[ think that is one of the most significant statements and certainly 
a true one. 

Mr. Tuompson. Thank you very much. 

Mr. Worverton. Mr. Chairman. 

The Cuamrman. Had you finished, Mr. Harris? 

Mr. Harris. Yes. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotvertron. General Thompson, it would be hard for me to 
add to what has already been said with respect to your long associa- 
tion with this problem and the worthwhile services that you have 
rendered since your connection with petroleum in your State of Texas 
in the year 1932 until the present. 

I have heard a great many fine things said about you, both from the 
petroleum standpoint and military standpoint. The only question I 
have never heard advanced—and I would be interested in knowing 
about it—did you have any connection with the Alamo? (Laughter. ] 

Mr. THompson. I can tell you an answer to that. 

In the first training camp for World War I we went through a 
training course out there, and the law says you cannot be an enlisted 
man and an officer the same day. We who were lucky enough to get 
our commissions out of that camp, in our company, talked our colonel 
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into taking us into town the night of the last day as enlisted men, 
and we had a banquet at the Menger Hotel, and 1 minute after mid- 
night we marched out, marched around the block and made a semi- 
circle in front of the Alamo, and there under the shades of Fannin, 
Bowie, Travis, and Crockett we held up our hands and became officers 
of the United States Army. 

Mr. Wotverron. Well, numerous questions have been directed your 
way over the period of years that you have appeared before this com- 
mittee, and I was certain that somebody had overlooked that fact of 
your connection. I am very glad that I made the comment in order 
to give you an opportunity of supplying that deficiency. 

Mr. THompson. I am very grateful, sir. 

Mr. Wo verron. It has been my privilege, as has already been 
referred to by you, to have been associated with your work in Texas 
over a great many years. I remember very distinctly the trying cir- 
cumstances under which the Cole committee was originated and which 
took us to your great State of Texas. 

I remember very distinctly, as if it were but yesterday, the very 
active interest that you took in all of our proceedings in Texas, and 
your very great desire to be helpful to our committee in the study that 
it was making. 

I have watched your progress through all of the years that have 
intervened, and I have never seen any diminution or curtailment of 
your interest in the subject of petroleum, particularly with its refer- 
ence to the welfare of Texas. 

I was very much impressed with the statement that you made this 
morning and concerning which I would like you to be a bit more de- 
tailed, that reads as follows: 

I see no reason why natural gas should not be treated the same as oil. The 
movement of oil in pipelines across State lines and in interstate commerce has 
its rates fixed by the Interstate Commerce Commission as a transportation 
charge, just like freight rates are fixed on coal or any commodity. 

Am I justified, in taking from that statement of yours, that you 
have the opinion that the transmission lines should be considered in 
the same category as the oil pipelines, which come under Interstate 
Commerce Commission jurisdiction rather than under the Federal 
power ? 

Mr. Tuomrson. I was trying to illustrate the actual interstate 
movement across State lines and mentioned coal and oil, because they 
are competitive products. 

I have no objection on earth to the Federal Power Commission hear- 
ing cases of convenience and necessity for the building of pipelines 
and fixing fair rates at the actual distributing end of the pipeline. 

That was not intended, Congressman Wolverton, to say that I 
thought you should take gas away from the Federal Power Commis- 
sion and give it to the Interstate Commerce Commission; but I was 
trying to illustrate that the three commodities should have their 
charges, transportation charges similarly regulated. 

Now, in addition, the pipeline companies, of course, when they build 
a pipeline, have to have a charge that is sufficient to amortize and 
pay off at a fair utility rate of return. There is very little dissimi- 
larity in my opinion, but I was not advocating turning them over to 
the Interstate Commerce Commission. 
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Mr. Wotverron. Why did you make the statement then that you 
see no reason why natural gas should not be treated the same as oil? 

Mr. Tuompson. I see no reason why gas should be treated differ- 
ently from oil, because they are both irreplaceable natural resources ; 
both mined; and oil is a free commodity in the field where produced. 
Gas is not a free commodity in the field under the Phillips case. 

I have no objection ever to the procedure of the Federal Power Com- 
mission prior to the Phillips decision. 

Mr. Wotverton. Is there any provision of law that would open the 
present gas pipelines to the use of all producers? 

Mr. THompson. You mean common carriers ? 

Mr. Wotverton. Exactly. 

Mr. Tuomrson. Well, we have in our State a Common Purchaser 
Act which applies to oil and gas and if you buy from one, you must 
buy from all. We have one proviso in it, if a producer does not wish 
to sell at the going price that is offered, they can pass him up after 
first making a tender to him of the price that the others are getting. 

Mr. Woxverton. In view of the statement that you have made that 
you see no reason why natural gas should not be treated the same as 
oil, would it seem to you that there is a field there for consideration 
as to whether transmission lines should be made common carriers, the 
same as those that carry oil? 

Mr. TuHomrson. You might have a point there. I had not con- 
sidered it. But, if I had some gas and I wanted to ship it, I would like 
to have it batched along with other people’s gas. 

Mr. Wotverron. Would there be any way that you know of for 
a producer of gas in Texas at the present time to compel a transmis- 
sion company to carry his gas? 

Mr. THompson. Well, we have a statute, as I told you, called the 
Common Purchaser Act. If they purchase in a field, they must pur- 
chase from all alike, or offer to, and the gas is — from various 
fields and as they go along the line, we take precedence, or give prece- 
dence to flare gas first. The line must of necessity take its require- 
ments, so far as they can be met, with casing gas, to save the dry gas. 

Mr. Wotverton. Well, the fact that you have a so-called Common 
Purchaser Act in your State does not seem to me to mean that the 
effect would be to control interstate commerce. 

Mr. Toompson. No. I said I was just talking about Texas. 

Mr. Wotverton. Very well then, I will repeat my question. 

Is there any way at the present time that a producer of gas in Texas 
can compel a transmission line to carry his product ? 

Mr. Tuompson. I have not had that question before me, but I think 
of none at the moment. 

Mr. Wotverton. Then, if there is not any way then the gas pro- 
ducer is at the mercy of the transmission line, is he not ? 

Mr. Tuompson. No; the gas producer generally has an outlet for 
his gas through someone who wishes to buy it. I never heard of a 
gas producer yet wishing to send his gas anywhere except have it taken 
on his property or perhaps carrying it to the transmission line, and 
about the only dispute we have brought before us is where the well 
pressure is so low that the line pressure is too high for the gas to come 
from the well and he has to have a compressor to compress it up to say 
800 pounds, the line pressure. 
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Mr. Wotverton. Who fixes the price of the gas as between the pro- 
ducer and the transmission line? 

Mr. THompson. We have no price fixing in Texas. 

Mr. Wotverton. Then how is it determined? How is it possible 
for a gas producer to get his gas into a transmission line, if he is ask- 
ing for more for his gas than the transmission line is willing to pay 
him ? 

Mr. Tuomrson. Well, in that case there is no way. He would have 
to find himself another market. 

Mr. Wotvertron. Where would he find a market for gas, if he could 
not transport it through the transmission line to where the consumer 
uses it? 

Mr. Tompson. Lines are highly competitive in searching for gas. 
Anyone who has got any sizable amount of gas has no trouble finding 
a market for it. 

Mr. Wotverron. You say that—— 

Mr. 'THompson. I know of no one. 

Mr. Wotvertron. Would you say that the producer in Texas, in a 
particular area has a choice of transmission lines ? 

Mr. TxHomeson. The transmission lines come to him to buy his gas. 
There is no one line that dominates the area. 

Mr. Wotvertron. Very well, that is the point I am laboring with. 
They come to him to buy the gas and if he cannot get the gas out 
except through their line, he cannot sell his gas. 

Mr. THomrson. You mean if they will not pay him as much as 
he would like to get ? 

Mr. Wotverton. That is it. 

Mr. THompson. I think all have that trouble where they want more 
than the other fellow is willing to pay. They want more than he is 
willing to pay. 

Mr. Wotverton. Very well; that does not apply to oil. 

Mr. THompson. Oil has a free posted price. Anyone who thinks 
his oil is worth more can post a higher price and they have to pay it 
if they get the oil. 

Mr. Wotverron. I do not want to go into that question of posting 
that you are referring to. We would be here for quite some time 
if wedid. Let us stay right with the gas proposition. 

Mr. THompson. I said I thought gas should be treated the same 
as oil. 

Mr. Wotverton. Yes. In other words, there should be a posted 
price for gas ? 

Mr. THompson. Well, that would be all right. Everybody would 
know what the posted price was. 

Mr. Wotverton. How would you fix the posted price ? 

Mr. THompson. By the highest bidder. They would all have to 
goup. It is just like gasoline in Camden. 

Mr. Wotverton. ‘That brings me to another point, and I come 
back to one I was questioning you about. 

Will you give the committee your understanding of what the effect 
of the escalator clause is and the spiral escalator clause, and also 
the most-favored-nation’s clause ¢ 

In my reading on this subject, I have come in contact with those 
phrases very frequently, but in most instances they are used in such & 
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way that it would be assumed that the person who is doing the read- 
ing understands it, and undoubtedly you would, because of your con- 
nection with the petroleum industry; but I must confess that I have 
not had that understanding of it that I would like; but I have come 
to the conclusion—until I hear from you—maybe that would change 
it—-and that is as to the effect of the escalator clause, and the spiral 
escalator clause, and the favored-nation’s clause, as to the consumer. 

Now, will you explain to me just what those phrases mean ? 

Mr. Tompson. They all increase the price. 

Mr. Wotverron. Just explain to me what is the escalator clause and 
to what extent it is used in contracts. 

Mr. Tuompson. The escalator clause generally provides that during 
each period of years, say 1 year, or each 5 years, or each year, the price 
will go up a certain stated amount, and the favored-nation’s clause is 
if someone gets a higher price in the field then they pay that price, or 
if a certain competitor pays more they will pay that. All of those 
mean higher prices. 

Mr. Wotverton. That is what I understood. That is the way it 
seemed to me. That is just the reason that I am inquiring about it. 
| wonder how that operates from the standpoint of the consumer. 

Mr. Txiompson. We represent the consumer just like we do the pro- 
ducer and even in Texas, there are a great many more consumers than 
there are producers. 

Mr. Wotverton. There might be some question about that. 

Mr. Tuompson. I had it up in the election. 

Mr. Wotverton. I do not dispute that. However, let us look at it 
from the standpoint, what is the effect of the escalator clause and the 
spiral escalator clause and the favored-nation’s clause with respect to 
the distributing company and the consumer ? 

Mr. Tuomprson. What they all do is raise the price. 

Mr. Wotverton: Well, now, tell us just how it works. Just take 
an individual case and tell us how it operates. 

Mr. THomrson. Well, if you had a case where an escalator clause 
prior to 

Mr. Wotverton. Wait a minute, if you will pardon me. I want to 
get it as refined as I can. 

Assume that a distributing company in any one of the States where 
this gas is carried to has a 20-year contract for the purchase of gas 
and that at the time the contract was entered into for the purchase of 
gas, as an illustration, we will say it was at 10 cents a thousand feet; 
now, what does the escalator clause do to a contract like that in its 
effect upon the distributor and on the consumer ? 

Mr. Tuompson. Unless the pipeline company is making enough 
money in its other operations to absorb the increases which would be 
provided by the escalator clause, it would raise the price of gas at the 
consuming end, 

Mr. Wotverton. What raises that price? When you have a con- 
tract for 20 years at a price, what is the element which enters into it 
Which changes it, how frequently can it be changed, and what is the 
effect on the consumer when you increase that price ? 

Mr. Tuompson. Because the gas is diminishing and it becomes 
worth more, just as it is worth 30 cents in the Appalachian district. 

Mr. Woxverton. Does it become worth more because the gas is 
diminishing, or because of increased demand ? 








84 NATURAL GAS 





Mr. Tuomrson. Both. It is diminishing because of increased de- 
mand and increased use, and playing out. I think that the history of 
gas everywhere, Mr. Wolverton, is that it gets higher as the fields play 
out. It happened in West Virginia and Pennsylvania. 

Mr. Wotrverton. Let us see if it does come down to a question of an 
increase because gas is getting less. You have been connected with 
the industry in Texas for 23 years, approximately. The 23 does not 
have any significance as to your leaving or moving out. For 23 years 
you have had the opportunity to observe the price of gas. How has 
that changed over a period of years? What is the present price which 
is paid for gas per t cemmanil cubic feet ? 

Mr. THompson. The average per thousand in Texas is around 9 
cents. 

Mr. Wortverron. What was it 5 years ago? 

Mr. THompson. I don’t have the exact figure. I could go back 20 
years and say it was 3 cents. 

Mr. Wotverton. That is a pretty big jump. Could you start at 20 
years at 3 and bring us up to the present time? 

Mr. THompson. It has gradualy moved up a cent or two through 
the years. Now it is9 cents, from 3 to 9 cents in 20 years. 

Mr. Wotverton. Would that moving up, so to speak, increase the 
price to the distributor who had a 20-year contract ? 

Mr. THompson. You mean with the producer ? 

Mr. Wotverton. Yes. 

Mr. THomrson. No. A fellow who has a 20-year contract, that 
producer is stuck at the same old 3-cent price. 

Mr. Wotverton. Are you sure of that? 

Mr. THomreson. I know of many such instances. 

Mr. Wotverron. Then what is the escalator clause ? 

Mr. Tuomrson. They didn’t have any escalator clause in those con- 
tracts. Those are ironbound, straight-out so much‘a thousand for the 
life of the field. 

Mr. Wotverton. I see. 

Mr. Tuompson. No escalator clause is contained in them. 

Mr. Wotvertron. When did the escalator clause come into existence / 

Mr. THompson. When they began to realize that gas 

Mr. Wotverron. When ? 

Mr. Tuompson. I do not remember. We have nothing to do with 
price, Mr. Wolverton. 

Mr. Wotverton. No, I understand that, but at the same time I can- 
not believe that you do not know. 

Mr. Tuompson. I will tell you willingly anything that I know, but 
I am not conversant on these changes in contracts because they do not 
come before us at all. 

Mr. Wotverton. Very well. Let me ask some more direct ques- 
tions and see if that will bring it out. Suppose there is a 20-year 
contract with producer A in his field at 5 cents or 10, whatever you 
wish to make it, and then some other person comes along and is will- 
ing to give him 8 cents instead of 5, is the holder of the 20- year con- 
tract with the escalator clause in it required to come up to the 8 
cents ? 

Mr. THompson. No, unless it was so provided that if he got an of- 
fer of a higher price he would meet it, but that would be a specific 
contract. 








NATURAL GAS 85 


Mr. Wotverton. But that is always in the contract now, is it not? 

Mr. Tuompson. I wouldn’t know. Honestly, I do not. If I knew 
I would tell you. 

Mr. Wotverton. Yes, I have no doubt about it. It only surprises 
me that you do not know. 

Mr. THompson. I know of many contracts 

Mr. Wotverton. I take your word for whatever you say. If you 
say you do not know, I know that you do not know. 

Mr. Tuompson. I know many contracts made at 3 and 4 cents, away 
back yonder in the early days in the Panhandle, still are getting that 
same price. 

Mr. Wotverton. I wish to present to you the problem as it presents 
itself in a consuming area, and see what, if any, light you can give 
us with respect to the effect of an escalator clause or spiral escalator 
clause or the favored-nations theory. 

We are conscious of the fact in consuming areas that our price of 

gas goes up. It has gone up very per vee a in the last few years, 
notw vithstanding the fact that our distr ibuting companies have these 
long-term contracts. What I want to know is, when some prices 
change down in Texas, under what theory does that reflect itself to our 
consumers who are e alre ady getting their gas under a contract which 
is in existence and has been? 

Mr. TuHomeson. I would say that the contract they tendered to the 
Federal Power Commission when they got the convenience and neces- 
sity permit which permitted them to bri ing this gas to the consumer 
would prevail under the construction pl: aced upon it by the Federal 
Power Commission. 

Mr. Wotverton. What is there in this bill which would protect the 
consumer in New Jersey against a continual rise in seats after a con- 
tract has been entered into, we will say, for 20 years? 

Mr. TuHompson. I know of no way that you can alter a valid contract 
for 20 years without any escalator clauses in it, and we have many such 
old contracts in our State. Those people are still selling the gas for 3 
or 4 cents. 

Mr. Wotverton. Would it be possible by law, in your opinion, to 
make a provision that would preclude the increased price to con- 
sumers merely because somebody else has offered more since the mak- 
ing of that contract ? 

Mr. Tuompson. I can conceive of that in some community that did 
not have gas. If someone wanted to build a pipeline toa community 
which did not have natural gas at the present time, and, seeing the 
desirability of having natural ¢ gas, would offer more for the gas ‘than 
the people who were getting it at the presently low price, I can see no 
reason why the fellow hi aving the old price should not have to meet 
what the competitor wanted to pay. 

In other words, I see no reason why the producer should be held to 
au low price just because somebody at the other end is getting a low 
consumer price 

Mr. Wonverron. A moment ago you spoke about the inviolability of 
the contract. 

Mr. Tompson. You cannot change those. 

Mr. Wotverton. If I have a contract for 20 years without any es- 

calator clause in it, then I am protected, in your opinion. 
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Mr. THompson. Absolutely, in my opinion. 

Mr. Wotverron. If I have an escalator clause in it, am I protected ? 

Mr. THompson. According to the contract; yes. If it says it is 
going to go up every 5 years or be reappraised every 5 years for the 
fair field price, you are protected according to the contract, in my 
opinion, 

Mr. Wotverton. What opportunity do I have to bargain, as we used 
to say when we considered this type of legislation, at arm’s length 
when I have no other way of getting that gas to me except by the use 
of one of these transmission lines, aia is a private concern, not pub- 
lic, and therefore they fix the price? When they give me my 25-year 
contract they put an escalator clause in it, and that escalator clause 
xt times, as I understand it, creates an increase in price because the 
producer gets an additional price from somebody else, and then it is 
reflected in my contract, the same as it is in the new contract, and the 
consumer pays the bill. 

Mr. Tuompson. I think that is proper and correct. 

Mr. Wotverron. I do not think it is proper. Do you mean it is 
proper in the sense that it is right or in the sense that I have correctly 
stated it? 

Mr. THomrson. Both ways. I will tell you this, Congressman 
Wolverton: We have many gas-utility cases. We are the appellate 
body in our State when a city commission and utility cannot get to- 
geter on a gas rate. We take what the gas sells for at the city gate 
and then ascertain the value of the property used and useful in render- 
ing the service in the municipality, and give them a fair return on the 
investment less depreciation, first taking the cost of the gas at the city 
gate. Whatever that cost is, that is the material charge, just like 
coal for stoking a furnace. It is an expense charge. We have had 
about 540 such cases. 

There are 6 million-plus people in the State of Texas, and we 
represent all of them, not just the producers of gas. There are very 
few oil and gas producers in the State. So my attitude is one of 
protecting the consumer just as much as anyone, because they also 
vote, and I run for office. 

Mr. Wotvertron. From your viewpoint, I can see it would be a 
good bit easier for you to run in Texas than in New York or New 
Jersey. 

Mr. Tuomrson. The gas consumers in Texas are just as vigorous 
about their gas bill as the people in any other State. They watch 
it by the penny. 

Mr. Wotverton. In your opinion, how much would an increase of 3 
cents to the producer mean to the consumer in my State? 
Mr. Tuomrson. It should not mean more than 3 cents. 

Mr. Wotverron. It should not? 

Mr. Tuompson. It doesn’t cost any more to distribute gas 

Mr. Wotverton. How much would that amount to? 

Mr. THomrson. Three cents more. 

Mr. Wotverton. Yes; but how much in the total amount? 

Mr. THomrson. You mean if the gas was sold at a cost of 3 cents 
in Texas? 

Mr. Wotverton. I will ask it this way: Do you know how many 
are using gas at the present time ? 

Mr. THompson. About 22 million connections. 
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Mr. Wotverton. Do you know how much the value of it is at the 
present time # 

Mr. Tuompson. No; I do not. 

Mr. Woxverton. Could you, on the basis of 22 million people 
using 1t-——— 

Mr. Toompson. That is taps or connections. 

Mr. Worverton. Do you know in a general way the amount of 
vas which is sold by the State of Texas? 
~ Mr. Tuompson. Yes. 

Mr. Wotverton. How much? 

Mr. Tuompson. Forty-six percent of the gas being put in pipelines 
goes interstate. 
~ Mr. Wotverton. Very well, 46 percent may be what the increase 
would be. Tell me—— 

Mr. Tuompson. No; it would be so much per thousand cubic feet. 

Mr. Wotverron. Yes; I understand that. Forty-six million or 
billion, is it, cubie feet of gas is sold by Texas each year? 

Mr. THompson. It is more than that. 

Mr. Wotverton. How much gas is sold by the State of Texas in a 

year ? 
’ Mr. Tuompson. We produce 15 billion feet a day. Of the gas that 
goes in pipelines, 46 percent goes interstate and the balance is used 
in the State, but the largest part of the gas is used in fieldwork, in 
repressuring and pressure maintenance and recycling. 

Mr. Wotverron. I am speaking of the amount which enters into 
interstate commerce. 

Mr. Tuompson. I do not have the figure in my pocket here, but 
it is 46 percent of the pipeline gas. 

Mr. Wotverton. Would you estimate it in any way? I do not want 
to bind you down to figures which you are not willing to stand by. 

Mr. TxHompson. I will send you a report which shows that all 
divided up. 

Mr. Worverton. I would prefer that you answer the question when 
you have the information, if you are not able to do it at the present 
time. 

Mr. THompson. I have here only the latest. report. 

Mr. Worverron. I do not want a great big report to read through 
which I probably would not be able to understand. 

Mr. Tuompson. It is just a two-page report.. I happen not to have 
it in front of me. 

Mr. Wotverton. My question is this: I am asking you how many 
cubic feet of gas is sold in interstate commerce annually by the State 
of Texas. 

Mr. THompson. I do not know the number. 

Mr. Wotverton. But you can get that ? 

Mr. Toompson. Yes; I will get it for you. 

Mr. Wotverton. Very well. 

Mr. Harris. Will the gentleman yield ? 

Mr. Wotverton. Certainly. 

Mr. Harris. General Thompson, I have here a “he of February 
15,1955, World Oil. Would you say that is reliable? 

Mr. THompson. Yes. 

_ Mr. Harris. This report shows that for the year 1953 from the 
State of Texas you marketed 4,383,158,000,000 cubic feet. 
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Mr. THomeson. That is correct. 

Mr. Harris. You say 46 percent of what you marketed went in inter- — 
state commerce. 

Mr. Tuompson. That is correct. 

Mr. Harris. That would give you some idea. 

Mr. Wotverton. I did not take his answer to be that. I understood 
him to say that Texas produced 46 percent of all that went into 
interstate commerce. Is that right ? 

Mr. THompson. No. Of that which we produce, 46 percent goes 
interstate. 

Mr. Wotverton. As a matter of fact, your State does produce, does 
it not, as much as 46 to 50 percent of all the gas that is produced? 

Mr. THomrson. I do not know exactly what percent. We do have 
51 percent of the reserves of the Nation in the State. 

Mr. Wotverton. Taking the figures that you used this morning, 
I understood you to say 

Mr. Tuompson. I don’t think I bragged about what we do. 

Mr. Wotverron. The oil wells are producing 15 billion cubic feet 
of gas daily. oa 

Mr. THompson. That is right. I do not mean we market that 
much. 

Mr. Wotverton. Let us see what this paragraph means. You 
stated : 

1,119 gas wells were drilled in 1954, and 1,970 billion cubic feet of gas were 
added to reserves of Texas gas; whereas the Nation’s gas reserves gained only 
263 billion cubic feet of natural gas over consumption of the United States last 
year. Total gas in the United States, or reserves, are 222 trillion cubic feet. 

And you said that 108 trillion was in the State of Texas. So, then, 
you have about 50 percent of the gas. 

Mr. THompson. Yes; of the gas reserves. 

Mr. Worverton. All right. On the basis of the figures which have 
been given to you by Mr. Harris, assuming that there would be an 
increase of 3 cents in the cost of the gas, what would that mean to 
the consumers ¢ 

Mr. THompson. Iam not much on calculating. Will someone figure 
it? Idonothaveit. Itisa pretty big figure to work out. 

I noticed yesterday you got to talking about therms. 

Mr. Wotverton. It is because it is such big figures that when every 
increase is made, whether it is of 1 cent, 2 cents, or 3 cents, it is because 
those figures are so big and they have to be paid, as you say they 
should be, by the consumer, that we from consumer States are intensely 
interested in this subject. 

Mr. THompson. I am interested, too, coming from a consumer State 
also. We have more consumers by far, a thousand times more than 
we have producers. Our State consumes gas. 

Mr. Wotvertron. How much does the consumer pay in your State? 

Mr. THompson. He pays as much at the gas well as the interstate 
gas lines pay, exactly the same. 

Mr. Worverron. I am talking about the individual householder 
who taps the gas in your State. What does he pay? 

Mr. Tuomrson. The minimum rate, the minimum bill in our State 
is $1.50, for which he would get 2,000 feet of gas. That would be 
75 centsa thousand. That isthe normal rate. Each one varies accord- 
ing to the city, but I would say 75 cents a thousand for domestic use. 
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Mr. Wotverton. You see, that is quite a difference from what we 
pay in our section. In New York, for instance, I think the figures 
yesterday were $2.37, were they not? 

’ Mr. Kuern. Yes. 

Mr. Wo tverton. In the city of Chicago the figure is $1. I do not 
understand how all that change can come about. 

Mr. THompson. It is quite a long ways from Texas to New York. 
If you had 30-cent gas starting from Pennsylvania, it would be high, 
too. We start it at 9 cents. 

Mr. Wotverton. According to the prices we were given yesterday, 
the cost in Boston is less than it is in New York. 

Mr. THomeson. I noticed that. 

Mr. Wotverton. That is one of the things I am trying to inquire into 
from the standpoint of the consumer. 

Mr. Tompson. We have the same interest in Texas, exactly. 

The CHarrMAN. May the Chair state that a quorum call is now on 
in the House. There will be a 30-minute recess. We will reconvene 
here at a quarter of 12 for continuation of the hearing. 

(Discussion off the record.) 

The CHarrMan. May the Chair have your attention for just a 
minute. After checking the schedule we will make a change in the 
time for reconvening. Instead of coming back here in 30 minutes we 
will reconvene at 1:30, hoping we may then be able to continue for 
an afternoon session. At 1:30 we shall reconvene here for a con- 
tinuation of the hearing. 

(Whereupon, at 11:45 a. m., the hearing was recessed until 1:30 
p. m., of the same day.) 


AFTERNOON SESSION 


The committee reassembled, at 1:30 p. m., in the caucus room, Old 
House Office Building, pursuant to recess, Hon. J. Percy Priest 
(chairman) presiding. 

The Cuarrman. The committee will come to order. 

May the Chair state at the beginning that one reason that there are 
not more committee members present for the opening of this after- 
noon’s session is that another rollcall is expected within 30 minutes. 
Some members will wait on the floor to answer that rollcall and then 
come to the committee and others on the committee now may have 
to go over and answer the rolleall when it comes. 

We will continue. 

When the committee adjourned this morning’s session, General, Mr. 
Wolverton was asking some questions of you. 

Mr. Wolverton, you have some additional questions. 


STATEMENT OF ERNEST 0. THOMPSON—Resumed 


Mr. Wotverton. Mr. Chairman, I do. 

General, I appreciate the fact that I have already used a consider- 
able amount of time and it is my desire to bring my questioning at 
the present time to a conclusion as soon as I may. I will ask 1 or 2 
questions further of General Thompson and then I will make a very 
short statement—about 2 minutes in length—and then refrain from 
further questioning, so that other members of the committee may have 
an opportunity to do so. 
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General, what I would like to ask you first is, Are you familiar with 
the legislation that is pending in Texas at the present time that would 
fix a minimum price for gas? 

Mr. Tompson. I am familiar with the attempt; yes, sir. 

Mr. Wotverton. With the attempt ? 

Mr. THompson. Yes. 

Mr. Wotverton. Has the Commission taken any position on the 
matter yet? 

Mr. THompson. No, sir: we have not. They asked us to come before 
the committee, the oil committee of the House of Representatives, and 
our Commission attended in response to the committee’s invitation 
and we told them we were not looking for any additional work. 

Mr. Wotverton. Would that be the only reason that you would be 
opposed to it? I suspect that might be a reason that the Federal 
Power Commission is seeking to get away from control in this in- 
stance. 

Mr. Tuompson. No, sir. We felt that we are servants and admin- 
istrators of the legislative mandates, and we told them that we asked 
for standards and specific levels of definitions in case they wanted us 
to do anything further; that we found it good always to have stand- 
ards set out in the legislation giving us the intent. That was about 
the limit of our statement. 

Mr. Wotverron. It rather surprises me, in view of the fact that 
my understanding is that the producers in the oil areas were asking 
for this legislation, which is a price-fixing arrangement, and yet are 
opposing this bill or any other legislation that would fix price, be 
price-fixing from a national standpoint. 

Do you see any difference in the principles involved ? 

Mr. Tuompson. I do not understand that this is a price-fixing bill; 
the Harris bill. 

Mr. Wotverton. Fixes a minimum. 

Mr. THompson. I do not so understand; no, sir. 

Mr. Wotverton. The legislation that is now before the Texas Leg- 
islature, you do not consider to be a price-fixing bill ? 

Mr. Tuompson. I thought you meant this legislation here today. 

Mr. Wotverton. No; this legislation seeks to avoid that. 

Mr. THompson. Yes, sir; which I think is good. 

Mr. Woxverton. And, of course, you are in favor of this legisla- 
tion, as you have testified today. 

Mr. THompson. Yes, sir. 

Mr. Wotverton. And I say, it surprises me, in view of the fact that 
you would be asking for price-fixing legislation, price-fixing legisla- 
tion in Texas. 

Mr. TxHompson. You mean that some people would be asking for 
it ? 

Mr. Wotverton. This same organization. 

Mr. THompson. Not me. 

Mr. Wotverton. The same people who are in favor of this bill to 
prevent price fixing are in favor of price fixing in the State of Texas. 

Mr. TuHompson. I never said that. 

a JW OnrEREpa. No; I did not say that you said it, but is not that 
a fact? 

Mr. THompson. No; I do not think so. 
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Mr. Wotverton. Who is asking for the price-fixing legislation in 
Texas? ; 

Mr. Tuompson. Particulary, a group of people in the northern part 
of the State that own land in the Hugoton field that overlaps from 
Texas into Oklahoma and Kansas and the withdrawals are much 
heavier in Texas where the price is 6 cents than they are in Oklahoma 
and Kansas, where they are 8 and 9 cents, and the withdrawals are 
heavier on the Texas side, where the price is 6 cents. Those people 
feel their gas is being taken out from under them and going in the 
line in competition with 8- and 9-cent gas, and they bring that con- 
dition to the legislature, not to our commission. 

Mr. Wotverton. Do you expect me to take your answer as a state- 
ment that the producers and the royalty owners in Texas are opposed 
to the legislation ? 

Mr. TuHompson. No; I was telling you who are asking for the bill. 

Mr. Woxverton. I say, am I to infer from that that the others 
that you did not mention are opposed to it? 

Mr. Tuomrson. I do not think any such inference could be drawn. 

Mr. Wotverton. Well, are they opposed to it? 

Mr. THompson. Many people are opposed to price fixing anywhere. 

Mr. Wotverton. Well, do you know olathe the producers in 
Texas, generally speaking, the large companies, as well as the small 
people, are in favor of this legislation or opposed to it ? 

Mr. THompson. Well, I would not be in a position to know. 

Mr. Worverton. I see. 

Mr. Tuompson. Honestly, I would not. I do not know that. 

Mr. Wotverton. It sometimes is hard and other times is not so hard 
to know how people feel about that. 

Have there been any hearings on the bill? 

Mr. THompson. I told you our commission was invited over to one 
llearing in the House, before the Oil and Gas Committee. 

Mr. Wotverron. And, you say that is the only hearing they had? 

Mr. Thompson. And that was then referred to a subcommittee 
which is the rule, for a week, and we do not know how they reported 
on it. 

Mr. Wotverron. Is there not considerable advertising campaign 
being carried on in the State in favor of the bill ? 

Mr. Tuompson. Well, I have seen some advertisements in the papers, 
but you can always see advertisements. 

Mr. Wotverton. Judging by the advertisements of those who are 
in favor of the bill, are they other than those you have mentioned ? 

Mr. Tuomrson. Who would be in favor of the bill ? 

Mr. Wotverton. Who is in favor of the bill? 

Mr. Tuompson. I think the advertising has been carried on by the 
Texas Independent and Royalty Owners called TIPRO, an associa- 
tion. You always find the royalty owner and the landlord and the 
producers wanting more for their gas. That is normal and natural. 
hat is just human nature. 

Mr. Wotverton. That is true. 

_Mr. Tuompson. Just like we pay more for an automobile every 
time we buy one which is produced up North. 
__Mr. Worverron. Some estimates we have here would indicate that 
if the price, minimum price of 20 cents were fixed in place of what 
now exists—and you said it was what ? 

61557—55—pt. 17 
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Mr. THompson. 9 cents. 

Mr. Wotverron. That is after 

Mr. THompson. 8%o cents. 

Mr. Wotverron. There are instances where it is far greater than 
that, is that not true? 

Mr. Tuompson. I know of some that is as high as 15 cents. I do 
not know of any that is high as 20 cents. 

Mr. Wotverron. Is it not as high as 16 cents, as a matter of fact? 

Mr. THompson. I just would not know, because they do not come 
before us. 

Mr. Wotverron. Well, if the effect of this legislation was fixing a 
minimum—lI do not say that your commission would do it—but if 
they did do it, fix a minimum of 20 cents in the place of 15 which now 
exists in some instances, at least that would mean a tremendous in- 
crease in the revenue of the producers in the course of a year, would 
it not? That is, on the basis of the production of gas in Texas at 
the present time? 

Mr. THompson. If we fixed a minimum higher than the present 
prevailing price. 

Mr. Wotverron. Yes. 

Mr. Tompson. But, I think you are in error about calling it price 
fixing. The bill that I referred to, the hearing I attended, was one 
called economic waste. 

Mr. Wotrverron. I have heard that term used, and I have heard 
conversation used, and I know you have heard me state in too many 
instances I was fearful conservation was nothing other than price 
stabilization. 

Mr. THompson. And I asked that committee to please define “eco- 
nomic waste” to us and put it in the statute. 

Mr. Wotverton. I will not go any further at this moment, because 
of what I have already stated about other members of the committee 
desiring to ask questions. I would like to make this statement, Mr. 
Chairman, which will take only a minute. 

As I have already said, I recognize I have consumed a substantial 
amount of time in my questioning of this witness and other members 
of the committee have questions that they would like to ask. There- 
fore, it is my purpose to refrain from further questioning at this time 
in order that the other members may have the opportunity they desire. 
It will be my intention to ask further recognition when others have 
completed their questions in order that I may pursue the questioning 
of the witness on the points I am interested in, namely: 

(1) What, if anything, is there in this bill to protect the consumers 
in the price they must pay for gas? 

I will give you a copy of this, General. 

Mr. THompson. Thank you. 

Mr. Wotverton. What, if anything, is there in this bill to protect 
the consumers in the price that they must pay for gas? 

(2) What is the meaning of the so-called escalator clause, spiral 
escalator clause and favored nation’s clause, and their effect on local 
distributing companies and consumers in determining or influencing 
the cost of gas to them, in whole or in part? 

(3) Why should not the transportation of gas in pipelines be con- 
sidered the same as oil transported in pipelines or by railroad and 








NATURAL GAS 93 


be subject to Interstate Commerce Commission on a common carrier 
basis ¢ 

(4) The present bill exempts sales by the producer, but it is alleged 
to protect the consumer by giving the Federal Power Commission the 
right to determine whether the price paid by the transmission line is 
a fair price, but the language of the bill limits the Federal Power 
Commission only to determining whether the price paid is a reason- 
able market price. In view of the escalation and most favored nation’s 
clauses contract which it is claimed have the effect of pushing all 
prices to the highest price paid, what protection is there to the con- 
sumer? Then, in what way does this bill protect the consumer ? 

(5) What can or should be provided in this proposed legislation 
that will give protection to consumer interest short of declaring or 
considering the production, gathering, processing, and transmission 
of gas as a public utility service? 

I am hopeful that this witness and those to follow will take some 
notice of these viewpoints that I have addressed questions to and be 
prepared to make an adequate answer. 

Mr. Sraccers. Mr. Chairman. 

The CuatrMaAn. Mr. Staggers. 

Mr. Staccers. Just one question I would like to ask, or one observa- 
tion. 

I am sure you are familiar with the recommendations of the Federal 
Power Commission as to the changes in the Natural Gas Act. Are 

ou? 

Mr. THompson. I have been here, attended yesterday and listened 
to the report of the Federal Power Commission and questions asked 
and answers given. 

Mr. Sraccers. Have you read anything in their recommendations 
in this report? 

Mr. THompson. No, sir; except I heard reference made to it 
yesterday. 

Mr. Sraccrers. Have you seen the Report on Energy Supplies and 
ieee Policy, from the White House, released in February of 
this year ¢ 

Mr. THompson. Yes, sir. 
ae Sraccers. And the recommended changes to the Natural Gas 
Act ¢ 

Mr. Tuompson. I read the full report; yes, sir. That is one that 
was released. I have not had a copy of this excerpt, but I am sure 
itisthe same. I would say so. 

Mr. Sraccers. Do you believe that there are other changes that 
should be made in the Natural Gas Act besides those covered in the 
Harris amendment or Harris bill ? 

Mr. Tuompson. Well, to tell you the truth, the Harris bill and 
I believe the Hinshaw bill which is a companion bill 

Mr. Sraacers. The same thing. 

Mr. Hinsnaw. It is. 

Mr. Tompson. Those two bills are the ones I studied. 

[ heard the references made yesterday to other bills. 

_I thought the Hinshaw bill and the Harris bill covered the situa- 
tion as far as State regulatory interests were concerned on conserva- 
tion of oil and gas. 
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Mr. Straccers. Your job, I am sure, is to deal with natural gas in 
Texas, is it not? 

Mr. THompson. Conservation of it; yes, sir. 

Mr. Staccers. Conservation ? 

Mr. TuHompson. And public utility distribution charges in our State. 
We have a great many consumers in our State, you know, and a 
small number of producers. 

Mr. Sraccers. I am sure then that your job is to protect the public 
welfare. 

Mr. THompeson. Yes, sir; that is my sworn duty. 

Mr. Sraccers. I am sure of that. 

Now, in regard to that, I am certain in your job, that you would 
be familiar with the Natural Gas Act of 1938? 

Mr. THompson. Yes, sir. 

Mr. Staaeers. I would think so; yes. 

Mr. THompson. I was in favor of the Gas Act of 1938 and testified 
for it. 

Mr. Sraqcers. You say in the testimony yesterday—you were here. 

Mr. THompson. Yes, sir. 

Mr. Sraccers. And you heard the comments that were given of pro- 
posed changes in the Natural Gas Act and recommendations of the 
Federal Power Commission and report of the White House on ree- 
ommended changes. 

Do you believe, in light of that, that any of those regulations, or 
recommendations, should be taken into consideration at this time? 

Mr. THompson. I thought the Harris bill pretty well included them. 

Mr. Straccers. The Harris bill has nothing, I believe, to do with 
those recommendations, with the exception 

Mr. THompson (interposing). 1, 2, 3, recommendations of the 
committee, of the Cabinet, follow 1, 2, and 3 in the Harris and Hin- 
shaw bills almost verbatim, so far as the intent is concerned. 

Mr. Rocers. Will the gentleman yield ? 

Mr. Sraccorrs. I will yield. 

Mr. Rogers. I think that you are talking about one thing and I 
think that the general is talking about another. 

You are talking about the entire report on energy supplies and re- 
sources policy. 

Mr. Staceers. That is right. 

Mr. Rocers. And you General Thompson, are talking on the gas 
recommendations of that report only. 

Mr. THompson. Just the gas recommendations. I have not seen 
this excerpt that the Congressman has. 

Mr. Sraccers. You know, this reminds me of a man who has been 
hurt, has had a broken leg and has suffered other injuries and has been 
taken to the doctor, and the doctor says, “T am only going to fix up one 
of the injuries now, and you bring him back later, and I will fix up the 
others at another time.” 

This is trying to do one thing to an act without taking the whole 
situation into consideration. 

If you believe, or if anyone else believes, that there should be addi- 
tional legislation in connection with the Natural Gas Act, don’t you 
think it should be considered now? I would like to make an observa- 
tion that the Members of Congress are getting pretty good salaries 
now and it is going to take a long time on this hearing. 
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Mr. TuHomrson. I think that the salary raise was long deserved. 

Mr. Sracoers. Well, thank you very much. 

Mr. THompson. I wish that they would take notice of it down in our 
State. Our salary is only $10,600. 

Mr. Sracoers. Thank you, sir. That is a good observation. 

I would like to say this, at the rate we are going, we will probably 
be here a long time and we stand a chance, and it looks to me like we 
are going in the end to have the Harris bill voted down. I am almost 
positive of that, unless other things are taken care of. It will probably 
last all summer and then we will have to start right over again, like 
we have had to do with lots of other things. 

If something is necessary to be done to this bill, would it not be in 
the interest of justice and of time and everything else that all be done 
at one time? What I am trying to say, General, is this 

Mr. TuHompson. Well, it was my thought that the Federal Power 
Commission was doing a workmanlike job in administering the Gas 
Act, until the Phillips decision came along and when the Court man- 
date came down, they were compelled to go on and do what the Court 
said, and they very properly did do so. That was the occasion that 
caused this crisis to come on. 

Mr. Staccers. Yes. 

Mr. THompson. And as I take it, the Harris and Hinshaw bills 
cover that crisis. 

Mr. Sraccers. General, I will ask you this same question, if there are 
needed other changes in the Natural Gas Act; if there are needed 
changes, should it not be done at one time; all of them taken up and 
considered and discussed and put into one bill, instead of taking it 
piecemeal. 

Mr. THomerson. I have only studied the condition caused by the 
Phillips decision. 

Mr. Sraceers. I understand that. 

Mr. Tuompson. This Harris bill cures that. I was not aware of 
any other needs. 

Mr. Sraacers. I had the word “if.” If it is considered by anyone 
that there are other changes to be made in the Natural Gas Act, should 
not they be studied at one time? 

Mr. THompson. That would be in the purview of the committee and 
the Congress. It would hardly be for me to say what you should do. 

Mr. Staccers. That is true too. 

Mr. THompson. I am here as an invited witness; not to tell you how 
to do the business. 

Mr. Staceers. That is right. 

Mr. THomrson. We are public servants. I have so many people 
tell me how to do my work, that I like to have somebody come along 
and say, “Now, after all, that is referred to you, sir.” 

Mr. Staccers. That is right. 

I would like to make this observation, as a Member of Congress, 
—— of us is sworn to and has the obligation to protect our 
people. 

Mr. Toompson. I have the same obligation. 

Mr. Sracerrs. I know you have. And, I say this, if this is needed 
to be done in the interest of the public welfare, I say we should do it 
now. That would be my observation. I am not saying that I am 
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against it or for this bill. I have not made that statement. But, I 
believe the way it is going now, in the interest of the public welfare 
and public interest, I am afraid in the end it will be voted down, unless 
there are other changes put into it and the whole summer will have 
been spent and a lot of men will have come here and wasted a lot of 
time from their industry and so forth. 

I am just making that observation. 

Mr. Tompson. I only come to be of such help as I can. 

Mr. Sraccoers. I understand that. 

I have no further questions. 

Mr. Tuompson. My work is piling up on my desk in Austin. When 
I get back I will have to work nights. 

r. Sraccers. I sympathize with you. 

Mr. THompson. I sympathize with you, in the work that you do. 

Mr. Hinsuaw. Mr. Chairman. 

The Cuarmman. Mr. Hinshaw. 

Mr. Hinsuaw. One thing that interests me in this proceeding is 
the relationship between the so-called therm and the British thermal 
unit. 

Mr. Tompson. That is wholly out of my field. I do not know 
what a therm is, to tell you the truth. I really donot. I know about 
British thermal units, and cubic feet, but the therm is something I 
have never had to deal with. 

We have degree days in gas regulation. I know when it gets colder 
we sell more gas, and in south Texas where they have so few cold days, 
they sell hardly any at all. Up in the Panhandle where I live, we 
use a great deal of it, because it is cold up there. It is considered a 
God’s blessing by the consumer. 

Mr. Hinsuaw. We in California are delighted that the Panhandle 
and west Texas will sell gas to us at reasonable prices. 

Mr. Tuompson. We are grateful that you take it. 

Mr. Hinsuaw. Well, then we are on a mutual basis, are we not! 

Mr. THompson. We are. 

Mr. Hinsuaw. Now, I might call the attention of my colleagues to 
the fact that California marketed its own production in the amount 
of 500 billion cubic feet in 1945, for which the average cost was 6 cents 
per thousand at the wellhead, at 68.2 cents to the average residential 
consumer. 

In 1953 they marketed 531 billion cubie feet of which 357 billion 
were imported from Texas into the State of California, mostly from 
Texas and from New Mexico at an average price of 8.2 cents. 

The Cuatrman. Gentlemen, will you suspend for just a minute. 
There is a rolleall on the floor and it is one on which the members 
have to qualify. The Chair believes that a 30-minute recess is in 
order at this time, and you may resume your questioning immediately 
after we return, Mr. Hinshaw. 

Mr. Hrnsuaw. Very well. 

The Cuarrman. You will be here? 

Mr. Tuompson. I will be right here. I must go home tomorrow 
morning for sure. 

The Diceibdices We will be back here within 30 minutes. 

(Thereupon, at 1:55 p. m., a 30-minute recess was taken as above 
indicated, after which the following proceedings were had :) 

The Cuatrman. The committee will come to order. 
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When we recessed, Mr. Hinshaw was just preparing to direct some 
questions to General Thompson. Mr. Hinshaw is recognized. 

Mr. Hinsuaw. Mr. Chairman, I would like to recapitulate slightly. 

Now, I was giving some brief statistics which I will include in the 
record in toto, if it is agreeable to the Chair. 

The CuamrmMan. Without objection it is so ordered. 

(The statistics referred to are as follows :) 


Natural gas facts, California, 1945-538 
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1Source: Bureau of Mines. 7 
4Source: Gas Facts, American Gas Association. Therms are expressed as cubic feet on the basis of an 


average heat content of 1,035 B. t. u. 


Mr. HinsHaw. This shows that in 1945, before we began oo 


gas into California, we got from our own wells 502 billion cubic feet 
and of that amount sold to the public for public consumption and 
residential use 121 billion at a price of 68.3 cents per thousand cubic 
feet, on the average. 

In 1953 we marketed 531 billion cubic feet of which 357 billion were 
imported from New Mexico and Texas, principally from Texas, at 
a cost to the main-line carriers of 8.2 cents, and the average price 
received by the carrier from California distributors was 21.3 cents, and 
the average price to the residential consumer was 68.8 cents. 

The price had gone up a half cent per thousand cubic feet, while 
the price charged to the carriers had been going up 2.2 cents. 

Now, I might add that the price to California producers, who had 
produced the difference between 531 and 357 cubic feet, had gone up 
in the meantime to 19.7 cents per thousand cubic feet. 

Now, this indicates quite clearly, I think—and I presume that the 
same sort of thinking 1s in effect in Texas—that most of the cost is 
In transmission and distribution, with accent on distribution within 
the State, is it not? 

Mr. Tuompson. That is correct, sir. 

Mr. Hinsnaw. What do you figure the cost of distribution is within 
the State of Texas; that is, for residential consumers? 

Mr. Tuompson. Well if we have—I will take a typical city in the 
middle of the State, average distance from the field, say the city gate 
rate would be 22 cents. You would add the difference between that 
and 75 cents, which would be the cost of distribution and includin 
a fair return to the gas utility—75 cents a thousand, minimum bill 
91.50, with 2,000 cubic feet furnished. 
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Mr. HinsHaw. The cost of distribution in the State of California 
from these figures is 47.5 cents per 1,000 cubic feet. 

Mr. Tuompson. Almost identical with ours. 

Mr. Hinsuaw. Yes. The cost of transmission evidently is the 
difference between 8.2 cents, the average price paid by the carrier and 
21.3 cents, which, if my figures are correct, is 13.1 cents for that dis- 
tance. Could a figure be gotten which would fairly represent an aver- 
age cost of transmission for 100 miles or some other distance, or does 
it vary greatly ? 

Mr. THompson. It varies according to the size of the line, and num- 
ber of consumers on the end of the line; volume handled by the line; 
but you could take a typical line. I guess you are talking about El 
Paso-Texas line. 

Mr. HinsHaw. Yes. 

Mr. THompson. That line is a good one to use, because it is a fairly 
large line. I believe it is a 30-inch line. It has been running at 
capacity. 

Mr. Hinsuaw. That is about as big as the Big Inch, so-called. 

Mr. Tuomrson. The Big Inch was 24. This is 30-inch, bigger than 
the Big Inch by 6 inches, and the larger the diameter the more gas 
it will handle. It is a great deal larger. 

So I would say that it would be a very efficient line, the El Paso- 
Texas, from Texas to California. 

Mr. Hinsnaw. Now, Mr. Chairman, there is a good demonstration 
of the costs and I will state them again. 

Eight and two-tenths cents at the wellhead; 13.1 cents for trans- 
mission; 47.5 cents for distribution. 

Now, it is quite evident from those figures that the big bulk of the 
cost is not paid to the producer at the wellhead. 

Mr. TuomPson. Certainly not. 

Mr. HinsHaw. I would suggest to my friend, Mr. Wolverton, the 
regulatory agencies in his own State sets the price for the distribution 
of the gas and the Federal Power Commission sets the price for the 
transmission of the gas. 

Mr. Worverron. I appreciate the suggestion. I can say to the 
gentleman from California, we have found that the price is up every 
time, goes up every time it goes up at the wellhead. 

Mr. Hinsuaw. Well, that should be asked of your State regulatory 
agency and the Federal Power Commission. 

Mr. Wotverton. There is always somebody to ask a question. 

Mr. Hinsuaw. Mr. Chairman, I suggest that the economics of 
transmission and distribution be studied at an early date, as soon 
as we can get to it in the committee, because that seems to me to be the 
answer to most of these questions, concerning the price of gas. 

The Cuatrman. May the Chair state that it is the intention of the 
committee at the very earliest date, and possibly this week, within the 
next 2 or 3 days, to have the economic situation discussed by a nation- 
ally known economist in the field. 

Mr. Hinsuaw. I would like to say to the General that California 
is very happy to take gas from Texas as our own production is «le- 
clining quite materially and as that production declines, we must 
purchase more and more gas from Texas and New Mexico, and we are 
delighted to receive it at what is evidently considered a very fair price, 
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and the transmission and distribution charges are at least 85 percent 
of the cost. 

I will suspend, Mr. Chairman. 

Mr. Kuern. Mr. Chairman. 

The Cuarrman. Mr. Klein. 

Mr. Kern. General Thompson, I understand that you are an 
official of the Texas Railroad Commission. 

Mr. THompson. I am a member of the Commission; yes, sir. 

Mr. Kizr. Does your Commission have any regulatory powers 
with regard to the price either at the wellhead or at some point 
do you regulate the price of the gas? 

Mr. Tompson. At the well? 

Mr. Kier. Any place. Is it some part of your function to regulate 
prices? nm ' 

Mr. THompson. We have the public utility function. 

Mr. Kuern. And fix rates ? 

Mr. Tuomeson. We have the public utility review power. When 
cities and gas companies cannot get together on a rate, either one can 
appeal to our commission for a hearing, at which time we review the 
case and set a rate for that city gas. 

Mr. Krier. That is the price to the consumer ? 

Mr. T'Hompson. Like the public-utility committee. 

Mr. Kuern. Like a public-utility commission ? 

Mr. THompson. The same thing. 

Mr. Kern. Do you have anything to do with fixing the price or 
regulating the price of gas at the wellhead ? 

Mr. Tuompson. No, sir; there is no law for that. Free competition 
fixes that. 

Mr. Kier. Well then, what price, if any, is it that your commis- 
sion has authority to fix or regulate ? 

Mr. THompson. We find out what the gas costs at the well; what 
it cost to get it from the well to the city gate, and arrive at a fair gate 
rate at the city gate; add that to the distributing costs; find the value 
of the property used and useful in rendering the service within the 
utility, less depreciation, and give a fair return on that service. 

Mr. Kirery. And does your commission approve the price before 
the public has to pay that price? 

Mr. Tuompson. That is correct. If the city counsel and the utility 
cannot get together, either one can appeal to us, either party, and 
then we make that decision, and it is final, unless it is overturned by 
the court. 

Mr. Kier. However, that is the price that the consumers have to 
pay for the use of that gas ? 

Mr. THompson. That becomes the price; yes, sir. 

Mr. Kixrn. There are, I assume, other regulatory, State bodies, 
throughout the Nation, that have the same power? 

Mr. THompson. I think every State in the Union has such a body. 

Mr. Krzr. Now, I was very much impressed, particularly since 
the gentleman from New Jersey brought it out, although we talked 
about it yesterday. Were you here yesterday ? ; 

Mr. THompson. Yes; I enjoyed it very much. 

Mr. Kier. Now, if you take the position, and I believe you do, 
and some of us up here do, that Mr. Harris and Mr. Hinshaw and 
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those who are advocating the passage of this legislation, conceding 
that they are correct, that the producers of the gas do not get enough 
money for their gas, or are fearful, as they probably are, 1f they are 
regulated by the Federal Power Commission they might not get as 
much as they should like to; I am particularly interested, as I know 
many of us here are, in the facts and the examples, and the informa- 
tion that came out here yesterday in which it was stated that the gas 
which is consumed in the city of New York is costing the consumer 
up there approximately $2.37 and only 7 cents of that amount—over 
3,000 percent increase—only 7 cents of that is paid at the wellhead. 

Could you, General—and I have a lot of respect for your views and 
for your opinion—could you tell us here what happens in between 
and, incidentally, I do not know why it should be so high in New 
York City. Is it a question of distance that the gas has to be trans- 
ported? If so it seems to me that the city of Boston, which is farther 
north than we are, in which they are paying less—probably almost 
half of that which we pay—which indicates some discrepancy. Could 
you give us an opinion as to why the price should be so high in New 
York City, if they only pay so little? That is, at the wellheaa. 

Mr. Tuompson. I think it goes back to a basis more fundamental 
than that. We are here concerned with regulating or not regulating 
a commodity which is in competition with coal or heating oil, neither 
of which is regulated as to price, and here we are concerned about why 
gas is so high in New York City. That is a matter that is controlled 
by the city of New York and the Public Utilities Commission of New 
York. 

Mr. Krier. That is what I wanted you to tell me about. Would 
you say that it is the fault of the Public Utilities Commission ? 

Mr. Tuomprson. I am not bringing fault in. I come too far to do 
that. We are getting so much for gas in Texas as producers, and we 
do not wish to have any regulation on the price of gas. We see no 
reason to put regulation on the price of oil or coal either, or any other 
commodity unless we are going to go into a regimented economy. 

I think we have prospered and done well, by having a free economy 
in this country all through the glorious past up to now, and if gas is 
too high in New York City, we know that it is not costing too much 
in Texas, because 7 cents is not too much. 

Mr. Kier. That is what we want to find out. 

Mr. Tompson. All right; that is up to New York City. I do not 
believe it is a matter that concerns the producers. Something has 
happened en route. 

We have got the Federal Power Commission that grants certificates 
for public convenience and necessity to build pipelines, and before they 
will grant a permit, the projectors of the project have to bring in long- 
term contracts to assure the supply—long enough to at least pay for 
the line and amortize it and take care of its investors. They take care 
of that by general contract. And then the city commission of New 
York, I am sure, regulates the gas rates and, the Public Utility Com- 
mission of New York. 

I do not believe that Congress is in favor of regulating the gas rates 
_ New York City, or has been so far. I hope Congress never has that 

uty. 

Mr. Krery. I would agree with you; but I think that you might 
agree with me as well, that if there is such a wide field in here some- 
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where, that perhaps there ought to be more regulation than there is. 
After all, if our consumers have to pay that much, we either must find 
out where that terrific increase is going or possibly the Federal Power 
(ommission or some similar agency ought to step in there and regulate. 

Now, what I would like to have from you—I do not want you to 
assess the blame anywhere at all, but I would like, if it is possible for 
you to do so, for you to break it down. We may have that from 
another witness. 

Mr. Toompson. I do not know. 

Mr. Kiern. I would like to know where this terrific increase comes in 
from 7 cents at the wellhead to $2.37 to the consumer. 

Mr. Tuomprson. I just know that we are not getting it in Texas. 

Mr. Kier. You think you ought to get some of it ? 

Mr. Tuomeson. The producer gets a very small percentage of any 
of the rates for gas; around 10 percent. 

Mr. Kiern. You ought to be interested. 

Mr. THompson. I am thoroughly interested; and that $2.37 New 
York price sounds very high for gas to me, but I have all of these 
problems right down there in our own State and I am not going to 
borrow New York’s problems. 

Mr. Kier. I do not want to burden you any more, but you are an 
expert in this field, and I just wanted an answer to that question. 

Mr. Tuompson. I am not a sufficient expert to explain that differ- 
ence between 7 cents and $2.37. Maybe that is the rate for the first 
thousand. Does it go down if they use more? Does it go down if a 
man uses 10,000 cubic feet ? 

Mr. Kern. It may. We can see about that. 

Mr. THoMPson. Ghisieritly the first thousand is the highest one. 
Some people may not use any gas at all. There is the expense of going 
around and reading the meters, and mailing out the bills, and maybe 
that is the minimum. I am just not familiar with it. I would hate 
to think that all gas in New York City sold at $2.37. It does not 
sound reasonable. I am sure that probably that is the first step for 
the first bill, or some housewife uses 1,000 cubic feet. She might get 
\00 feet of gas or a thousand at that rate and if she uses 10,000, it 
would go down and down and down. 

Mr. Kietn. You see, General, what I am concerned about—and I 
believe many of the people from the consuming areas are concerned 
about, is that while the price at the wellhead is comparatively small, 
the price to the consumer is so high and there is such a discrepancy 
between the 7 cents and the $2.37. 

Now, if 7 cents can add up to $2.37, how much will another penny or 
another 2 cents add up to if we do not have some kind of regulation at 
the wellhead? I think that a man is worthy of his hire, and business- 
men ought to get a fair profit; but we also have to consider the 
consumer. 

So, if 7 cents can multiply itself to $2.37, if we do not have any 
regulation at the wellhead, and they raise the price a penny or 2 cents, 
it may very well go to $4 or more. 

Mr. THompson. It certainly does not cost any more, Mr. Klein, to 
ue 8-cent gas to New York than it does 7-cent gas, nor to 
distribute it. 
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Mr. Krern. Is it not a fact, General, however, that if there is a 
price increase at the wellhead or any place along the line, it will 
evidence itself in an increase to the consumer. 

Mr. THomprson. It should not increase the cost any more than the 
actual increase to the producer. If it is raised a cent, it should be 1 
cent more, and no more than that. I do not see how it will cost any 
more to make out a bill at 8 cents than it does at 7 cents, or 9 cents. 

Mr. Kew. I certainly agree with you, but I cannot agree with you 
in the face of these figures, unless we know where these charges are 
added in; where they come in. 

The pipelines say it is not in the transmission. The producers say 
it is not the cost of the gas, it is distribution. 

Is it the fault of the public service commissions? I do not know, 
and I would like to have somebody tell me before these hearings are 
finished. 

Mr. Tuompson. I think that is a good point of inquiry. 

We are getting blamed for it, because we produce it. It is like 
the raiser of beef. They say when you go to the hotel, the beef is too 
high. Steak cost $5, when the cattleman is only getting 23 cents a 
pound for his beef on the hoof. 

But, I am just wondering if what you are considering here is to 

make gas production a public utility. Ifso, you should consider coal 
and oil at the same time, and I am sure you do not want to make 
everything in this country a public utility. We are already regulated 
slenty. 
’ ir. Kern. You have another factor here. These are monopolies. 
The average person in the city of New York, or any city, cannot choose 
the company that he wants to deal with. He cannot choose the type of 
gas that he is going to use, or the type of electricity. And he has to 
deal with the company that is there. This is more in the nature of a 
monopoly. 

Mr. Harris. Will the gentleman yield? 

Mr. Kern. This is not the same as buying coal, or buying any other 
commodity. It is like using the telephone. If I do not like what the 
telephone company is charging me or think they are charging me too 
much, I cannot say that I am not going to use that company’s phones 
any more. [ cannot say that I will use another company’s phones. 
That some thing applies to gas. 

I will yield to Mr. Harris. 

Mr. Harris. Is it not a fact that you do not get your coal in New 
York City from the man who produces it. You have to get the coal 
from the man who distributes it. This is a different situation. 

The distributor gets the gas from the transmission line, and the 
transmission line gets it in the field where the competitive element 
operates, 

Mr. Kiery. You are talking about the consumer. 

Mr. Staccers. Will the gentleman yield ? 

Mr. Kiem. Just 1 second. I can go to my coal dealer, and if my 
coal dealer charges too much, I can go to another dealer. There is 4 
competitive market in New York City, and while I hope they do not 
vet together and fix prices, nevertheless, I can shop around and get 
coal from somebody cheaper. I cannot do it with my gas; I cannot 
do it with my electricity, I cannot do it with my telephone. 
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I believe that the public interest is involved here. Maybe it ought 
to be a public utility. sre ae vo es oe 

Mr. THompson. But, you have a public utility commission in New 
York that handles those things. 

Mr. Krein. May I say to you, General, we have just had a change in 
administration in the State of New York and will have soon in the 
Public Utility Commission. 

Mr. Tuomrson. Democratic and Republican? 

Mr. Kixrn. They have been Republican and now we hope before 
long that they will be changed and it may be that the price to the con- 
sumer will be less. 

Mr. Doriincer. Will the gentleman yield? 

Mr. Kux1. I will be glad to yield to my colleague from New York. 

Mr. DottiNncrer. Can the gentleman tell me at what price gas is 
sold—first, does Texas supply gas to New York City? 

Mr. Tuomrson. I am not sure. I think we do. I think that some- 
thing has been said here about 7 cents a thousand for some that origi- 
nates in Texas. 

Mr. Dottincer. In answer to a question by Mr. Hinshaw, you said 
that it cost 22 cents to bring gas from Texas into California. 

Mr. THompson. I said that seemed to be a fair figure. We have 
found similar figures in finding distribution costs in Texas. 

Mr. Dotiincer. Now, can you tell me what it costs to transmit gas 
from Texas to New York City ? 

Mr. Tuompson. I do not know. I would have to have the size of the 
line, the capacity of it; the amount actually run through the line; 
whether at full capacity or half—there are so many variables that I 
would not be competent to tell you that figure. 

Mr. Doturcer. Can you give it approximately ? 

Mr. THompson. No, sir; I could not. 

Mr. DotitinGer. Would you say that it was 2 or 3 times the amount 
that it would cost to bring gas from Texas to California ? 

Mr. Tuompson. I really would not know, and I should not say, be- 
cause I do not have the facts. 

Mr. Doturncer. Is there some way that we can find out? 

Mr. THompson. Yes. You are going to have a witness on the stand, 
an economist that will tell you all of that dope, I am sure. 

Mr. Dotiincer. And he would know what the costs will be to bring 
gas from Texas into New York for distribution ? 

Mr. Tuompson. You can talk with the representative of the actual 
line that does deliver it, and ask them that, ask the company that. 

Mr. Dotrrncrr. That is all. 

Mr. Tuompson. I would get those people up here, those very men 
themselves, and let them tell their story. 

Mr. Kixrn. General, I have just one or two more questions. 

Mr. Tuompson. Yes, Mr. Klein. 

Mr. Kirn. Our problem is this. We do not have any choice as to 
whether or not we want to use natural gas in New York City. People 
who.have been using artificial gas all of the time get a notice from 
the Consolidated Edison Co. saying that on such-and-such a date 
people will come around and change over the system, or whatever you 
call it, and that is done. The natural gas is costing the people more. 
Maybe eventually they will pay less. At the present time they are 
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paying more for natural gas than they paid for the other gas pre- 
viously used. We have no choice as to the type of fuel we get. We 
have got to take this and we have got to pay for it. That is our 
problem. I am not blaming you. 

Mr. Tuompson. Thank you. 

Mr. Kuen. I think that some of your people may really have a 
point here. 

Mr. Tompson. I have no point. I just came here to talk about 
the Harris bill, which I am for. 

Mr. Kuen. Mr. Harris here is interested in the producers, as he 
should be. They are constituents of his. If I had producers in my 
area I would probably be just as concerned about them as he is. For- 
tunately, or unfortunately, I do not have. 

Mr. Tuompson. If you live in New York, you have a great many. 

Mr. Kern. Producers in New York City ! 

Mr. THompson. They own Texas gas, probably more is owned there 
than in Texas. 

Mr. Kuern. Well, they do not live in my district. 

So, you agree we have a problem. 

Mr. THompson. You have a local problem in the city and State, 
not a congressional problem, as I see it. I hope the Congress does 
not try to regulate all of the gas rates in the United States. 

Mr. Kuern. I hope we will not have to. 

Mr. THompson. Or the oil or coal. 

Mr. Kue1n. Well I think this whole industry—and there are many 
representatives of the industry in this room—should consider this and 
it is about time that they considered it, and be sure that they do not 
force this regulation on natural gas. Maybe it would be more ad- 
vantageous to us; maybe it is a better type of fuel. It might cost 
less eventually, but at the present time it does not cost less. We have 
nothing to say about when we will use it or whether we will use it or 
not. We have nothing to say about the price to be paid for it. 

Mr. Tuompson. The first gas that was used was used in New York. 

Mr. Kier. Just a minute. 

Why should we, in New York City, pay more than any place in the 
country is paying? Why do our people have to pay that kind of 
money for nothing better, let us say, than we had before? 

Mr. TxHompson. In the first place, the first gas in America, the 
first lighted street was in your State, in upper New York. 

Well, they liked it very much. It was the best lighted street in 
America, gaslights. I am trying to think of the town in northern 
New York. And that gas was used freely. Then they moved on to 
Pennsylvania, until they used that up. I think in Pennsylvania the 
price is 30 cents at the well for Pennsylvania gas and they think it is 
fine. There are no complaints that I have heard about. That is 
around Bradford and through the Appalachian area. 

And then they went on into West Virginia and then Indiana, and 
the carbon black people came along and used the gas. They used 
up those resources, as they went along. The same thing happened 
in our State. When gas was brought in, we found no market for it 
at all, because no one was interested. Even in my hometown, I re- 
member that we had artificial gas. I think we paid a dollar a thou- 
sand for that, and when they brought in a gas field near the town, the 
artificial people said it would not be as good, they could not use nat- 
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ural gas, because it would blow up. They brought it in anyhow, and 
they did have an explosion which blew in the walls of a jewelry store. 
So, they said that natural gas was dangerous and that it was del- 
eterious to health. So, we are just coming into a proper utilization 
and proper conservation of natural gas and it is a grand and glorious 
blessing that the Lord has sent to us. 

Now, if there be local places where they are charging too much, that 
is a local matter. 

Mr. Kue1n. But, it is a matter that should concern you, too, be- 
cause if you do not do something about it it is going to affect you 
eople. 
| Mr. Tuompson. We are concerned with it. We are not wasting it 
any more. We are getting very little for it. We just want to be let 
alone and let it be worked out under a free economy, and it will bring 
a better price. 

Mr. Kier. There may be some other people that want to be let 
alone, too, and this might do a lot of harm, too. 

I think this is an industry and Government problem and everybody 
ought to get together on it. 

That is all. Thank you very much. 

Mr. Tuompson. The coal people used to have a coal monopoly, and 
they priced themselves out of the market. 

Mr. Kurrn. That is what you are likely to do. 

Mr. THompson. I am not advocating anything but a free price. 

Mr. Kuern. Let me ask you one more question since you have 
brought that up. Do you think that this legislation might have the 
effect of increasing the price? 

Mr. TxHompson. I think that is going to go up whether the bill 
passes or not. 

Mr. Kern. That is all. 

Mr. Heseiton. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesevton. General, I was glad to note in the early part of 
your statement that you said that you were reelected in November 
for another 6 years. 

Mr. THompson. Yes, sir. Thank you, sir. 

Mr. Hesevton. I can recall the last time we had the pleasure of 
having you before the committee you were very anxious to get back, 
on account of the election, I believe. 

Mr. THompson. You told me you thought I would be reelected. 

Mr. Heseiton. Does your law relating to market demand cover 
gas as well as oil? 

Mr. THompson. Yes, sir. 
= pra So that you can fix allowables in the production 
of gas 

Mr. THompson. All that can be sold; yes, sir. 

Mr. Hesevton. And the same principles work in the production, 
setting of the allowables? 

Mr. THompson. We do not allow them to produce any more than 
they are marketing, because to do so would be waste, the worst kind 
of waste; flaring or burning, or burning into the air. 

_ Mr. Heserron. I noticed earlier this month that a gentleman who 
is said to be a Chase National Bank economist said that there would 
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be an oversupply of petroleum. Do you think that there is an over- 
supply in gas? 

Mr. Tuomrson. No; I do not. 

Mr. Heseuron. I notice also that your Commission on March 20, 
cut the oil-production allowances back for 17 days. 

Mr. Tuompson. We are producing 18 days this month. This is a 
31-day month. In the month of April we produce only 17 days. The 
fraction seventeen-thirtieths is almost the same as eighteen-thirty- 
firsts. It makes 47,000 barrels difference. That is all we could sell. 

Mr. Heserton. I believe I am right in understanding the way the 
Commission works in terms of oil is to call the large companies in to 
a meeting where they state what they think they will need for the next 
period. 

Mr. THompson. No; we send requests to every purchaser we can 
find, asking him to indicate, under oath, how much oil he will use each 
and every day for the next succeeding month and for the 5 months 
forecast thereafter. 

Mr. Hesevron. How does that work as far as gas is concerned ? 

Mr. Tuomrson. We have the same system; nominations for demand 
and give them the total amount they ask for. 

Mr. Hesetton. Is that nomination by the transmission lines? 

Mr. Tuompson. Anybody who will buy gas, even if they want to use 
it for industry or plant or repressuring, or any use; any lawful use. 

Mr. Heserton. It is my understanding, General, that some 30 of 
the large oil companies control approximately 63 percent of the gas 
reserves in the Nation. Does not that give them rather large power 
to determine how much gas will be produced and how much will be 
sold throughout the Nation? 

Mr. THomrson. I do not know how they would control what is going 
to be produced and sold. They all actively are engaged in trying to 
sell all they can. 

Mr. Hese.tton. How many so-called independent producers are 
there? 

Mr. Tuompson. Are there in the country ? 

Mr. Hese.ton. Yes. 

Mr. Tuompson. I would say around 4,500. 

Mr. Hesetron. 4,500? 

Mr. THompson. Gas producers. 

Mr. Hesevton. Have you examined the bill that I filed, which would 
exempt 85 percent of the so-called small producers? 

Mr. THompson. No, sir; I have not. I heard reference made to it 
yesterday, I believe, by qustions. 

Mr. Hesettron. I would like to have you comment on a statement 
that was furnished by Senator Wiley and certain representatives from 
the State of Wisconsin to President Eisenhower with reference to the 
report of the President’s Committee on Natural Resources. It says 
this: The Supreme Court considered hundreds of pages of testimony, 
briefs, and arguments on this exact issue. It then expressly so held 
in the Phillips case. That is, the rates and charges for sales in inter- 
state commerce, and resale does not result in suppressing State con- 
servation powers— 
since the States cannot constitutionally control the sales for resale—even at 
the wellhead—if they are in interstate commerce, there can be no conflict of 
State-Federal power. 
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Do you agree that that is a sound statement of the situation ? 

Mr. Tuompson. I gave in my statement this morning an exact 
concrete case of conflict as of the very moment the LaGoria case, 
which I read in my statement. 

Mr. Hesetton. Then you disagree with that statement? 

Mr. Tuompson. I gave a concrete example where we ordered gas 
returned for recycling so as to pick up more liquid in the reservoir 
that would otherwise be lost. And, the pipeline company wants that 
gas sent to Chicago. 

There is a case at the very moment, if the Federal Power Commis- 
sion orders that gas sent to Chicago, it will be a direct voiding of our 
State conservation law, which I hope will not be required to be done, 
because that gas will be available later, after the liquids have been 
recovered from the sands. The gas is not wasted at all. It is used 
as an active producing agent at the moment and shortly will be dry. 
The liquids will be absorbed and the gas will be ready to go into the 
pipeline. I think there is a direct conflict. 

Mr. Hesevton. Let me read another sentence and ask you to com- 
ment on it: 


No State can fix rates for sale in interstate commerce to protect consumers. 


Do you agree that that is a sound statement? 

Mr. Tuompson. Of course, under the commerce clause that power is 
all taken away from the States, and under the Constitution, control of 
interstate commerce is a function of Congress. 

Mr. Hesevton. And put in the Congress. 

Mr. Tuompson. In the hands of Congress; yes, sir. 

Mr. Hesetron. So that if this bill became law, you would have, 
would you not, a repetition of the situation that existed, or gave rise 
to the Attelboro case in the field of electrical energy ? 

Mr. Toompson. What case ? 

Mr. Heseiron. Attelboro case. You would have a gap, where on 
one hand, the State could not take care of it because it would not be 
constitutional, and on the other hand, this bill would bar the Federal 
Power Commission from acting. 

Mr. Tompson. Under the Federal Power Act of 1938, we had no 
such conflict. That filled the gap and there was regulation under 
the Federal Power Commission for the interstate part. 

Mr. Heseiton. Yes, but this seeks to go much further than the 1938 
act, does it not; this bill? 

Mr. THompson. In what way does it seek to go further? 

Mr. Hesexton. In the field of exemptions. 

Mr. THompson. It just gives a fair field price for gas. 

Mr, Heseuron. Yes. 

Mr. Tuompson. And the Federal Power Commission shall consider 
whether or not the price is a fair and reasonable price in the field 
where produced. 

Mr. Heserton. Have you given much consideration to the stand- 
ards as written into the bill, of a reasonable market price, as the 
ae the allowance of cost? Do you believe that is a good 
standard ? 

Mr. Tuomprson. In the field, I believe it is. 

Mr. Hesevron. Yes. 
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Mr. THompson. I think that is a fair standard. It works with oil 
very well. 

Mr. HeEseiton. Have you noticed that seems to apply only to new 
contracts or renegotiated contracts? 

Mr. THompson. Well, I think if you have a firm contract, you are 
stuck. A contract isacontract. I do not think anybody can go against 
the inviolability of a contract. 

Mr. Heseiron. Have there not been instances where the Federal 
Power Commission has taken action and called some of these escalator 
prices unreasonable ? 

Mr. THompson. I think the Federal Power Commission has the 
right to scrutinize every contract and doubtless does do so. 

Mr. Heseitton. Would they have, if this bill became law, the right 
as to existing contracts ? 

Mr. THompson. I think existing contracts is what it reads all of 
the time; that is the way it always read. 

Mr. Hesevron. General, under the Federal Power Act, under the 
Natural Gas Act, under the Transportation Act, under the Communi- 
cations Act, under the Civil Aeronautics Authority Act, they call for 
charges and rates related to costs and limit those rates to just and 
reasonable rates. That is a phrase that has been judicially deter- 
mined many times and is well understood. 

Why should we embark on this new phraseology, which is confusing, 
or may be confusing and result in prolonged litigation and can cer- 
tainly lend itself toward the freezing-in of all of these existing con- 
tracts covering hundreds of million cubic feet of gas, with escalator 
clauses and renegotiation clauses, or whatever they call them. 

Why should we depart from standards that have been established 
by the Congress for so long and passed on by the courts so pore 

Mr. Tuompson. It is quite possible, Mr. Heselton, that when you 
review those contracts you will find that the line is seeking additional 
reserves to serve the consumer more adequately and for a longer period 
of time, and I am sure that the Federal Power Commission would 
like to see if there was an advantage and if the contract were reason- 
able, and the old contract, with no change in it whatever, would per- 
haps have no standing at all. A contract is a contract. I have always 
been taught that. 

Mr. Wotverton. Will the gentleman yield? 

Mr. Heserton. Yes, I will yield to the gentleman. 

Mr. Wotverton. Mr. Chairman, would it be possible for us to have 
submitted to the committee one of these contracts so that we could 
see just what they do and provide for, with reference to having 
escalator clauses or spiral escalator clauses or favored-nation pro- 
visions? Weare talking about them in a sense glibly, but at the same 
a I do not think any of us know what effect those contracts 

o have. 

Now, will it be possible for us to have a contract before us so that 
we will know what we are talking about? 

The CHatrman. I am sure that it will be possible, Mr. Wolverton. 
I think we will be able to obtain a contract by tomorrow, perhaps, or 
within a day or two anyway. 

Mr. Wotverron. I do not wish to confine it to a contract, because 
I assume there may be different types of contracts; but it occurs to 
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me that there will be someone either in the Federal Power Commission 
or some other place who will be able to produce contracts for us so 
we can see just what this escalator clause is and how it does affect, ad- 
versely, if at all, the interest of the consumer. 

The CuairMAN. I am sure we will be able to get that information. 

Mr. Hesexton. I notice that the subsection (c), which is proposed 
to be added to section 5, provides that in fixing the rates for natural 
gas companies, the Commission shall allow as operating expenses 
for natural gas produced by that company or its affiliate, the reason- 
able market price of such natural gas in the field where produced, plus 
a fair gathering charge. 

That is not the same thing as the average field price that the Com- 
mission set up in the Panhandle Eastern case; is it? 

Mr. THompson. Well, I really do not know what was set up in the 
Panhandle Eastern case. 

Mr. Hese_ton. Would it be possible to interpret that as requiring 
the Commission to allow the last reasonable market price as a price 
that was last paid, openly, and received by a producer from a pur- 
chaser without duress or fraud? 

Mr. Tuompson. The last contract made at arm’s length without 
duress or fraud be the measure of the field price? 

Mr. Hesetron. Yes. 

Mr. Tuompson. It might be too high. 

Mr. Heseiron. What? 

Mr. TuHompson. It might be a little high. 

Mr. Heseuron. Well, what control would you place on it? 

Mr. THompson. Market price, what it goes at. I rather take the 
level of what is going on, not just one contract. Perhaps not the high- 
est and perhaps not the lowest, but the average field price. The word 
“average,” I believe, would catch it. 

Mr. Hesetton. What I am trying to get at is this: Would not the 
end result be that the highest price in any field would become the rea- 
sonable market price under the proposal, for everyone? 

Mr. THompson. It would tend to do that; yes, sir. 

Mr. Heseuiron. It would tend to, but would it do it? 

Mr. THomeson. The man who paid that price might not be able to 
“ at that price, therefore, would not pay that much for the next 

atch. 

Mr. Heseiton. Do you consider that there is any real competition 
so far as the purchase of natural gas is concerned ! 

Mr. Tuompson. Oh, yes. 

Mr. Hesetton. Competition between whom ? 

Mr. THompson. Between the various purchasers trying to get the 
gas from the various sellers. 

Mr. HEsEuton. Well, the sellers can only sell at the price the pur- 
chaser offers. 

Mr. Tuompson. Oh, no. They are arguing all of the time about the 
price of gas. Some people—— 

Mr. Heseuron. What? 

Mr. Tuompson. They are arguing all the time about the price of 
the gas; some people in the field about the price of gas. 

Mr. Hesexton. They are arguing; that is all right. What they 
get is what the pipeline companies offer. 
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Mr. THompson. Some of them do not even sell. A lot of gas has 
never been sold in Texas; there has never been a foot of it run. The 
companies are afraid to sell, because they are afraid of coming under 
the Federal Power Commission’s regulation. 

Mr. Hesetron. Suppose you have an instance like that where you 
have only one producer, in a field, how do you determine the fair 
market price there? 

Mr. Tompson. The way we do it where there is just 1 producer 
in the field, and he wants, say, 10 million cubic feet of gas a day, we 
spread that demand over all the wells in that gas field ratably. Those 
who do not wish to take the price he pays, they do not have to do so, 
and many times they say “We will not sell for that price,” and do 
not connect their wells to the pipeline at all. 

Of course, he stands the disadvantage and peril of being drained 
but we have some stubborn people who would as soon be draine 
as to be cheated in their own opinion. 

Mr. Heseuron. One final point I would like to clear up. Mr. 
Klein brought it out and you made a reply which I think is fre- 
quently made but which can be said to be at least to some extent 
inaccurate. 

When we in the northern part of the country, the consuming por- 
tion of the country, change over to gas, the household users of 
appliances are all changed over, the industrial users are changed 
over, all users as a matter of fact, utilities, and considerable domestic, 
are changed over. You pointed out that there was a competitive 
situation as far as oil, gas, and coal are concerned. 

Mr. THompson. And electricity for cooking. 

Mr. Hesetton. And electricity. 

As a matter of fact, what is the consumer going to do if the price 
of gas goes beyond his ability to pay 4 

Mr. THompson. Use heating oil or coal. 

Mr. Hesevron. Your suggestion is that he should switch over to 
another competing fuel at greater expense to himself, is that right? 

Mr. Tuompson. He can go to oil or coal. 

Mr. Heserton. That is right, and he would have to go to consider 
able expense in order to do it; would he not? 

Mr. THompson. I suppose he would. He went to gas in the first 
place from coal because he thought it would be cheaper or more 
convenient. 

Mr. Heserton. If I do not like the kind of cigarette I am smoking 
I can go out and buy another brand. If I do not like the automobile 
I own, I can go and buy another automobile. If I do not like the loaf 
of bread I have at the house, I can buy another loaf of bread. But 
it stands to reason if I do not like the natural gas which is coming 
in to me at the price which is being charged, I cannot do anything 
about it except invest a substantial sum of money in order to get over 
to another fuel. Is that not true? 

Mr. 'THomrson. In our country, before we discovered gas we all 
used coal. We had no wood. We had to buy gas stoves, and we 
did the same thing. We can always go back to coal any time we think 
gas is too high. 

The stuff shipped down from Michigan, automobiles which come 
down, we can get any kind we want. If we go get it, it is cheaper. 
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I just do not see why you should pick out one commodity which is 
a competitive commodity and say its price should be fixed by law. 
That is all I am talking about. 

Mr. Hesetron. You have your choice of automobiles; do you not? 

Mr. THomeson. Yes. 

Mr. Hesetron. You do not have any choice whatever in terms of 
the gas which comes through a pipeline into a community. 

Mr. THompson. Maybe I am slow of comprehension, but I thought 
we still had the free choice of using coal, oil, or gas for heat in this 
country. 

Mr. Hesevton. That is all. 

Mr. MacponaLp. Will the gentleman from Massachusetts yield ? 

Mr. Hesetron. Yes. 

Mr. Macponatp. Mr. Heselton has been talking about the con- 
sumer, and in your answers I suppose you have been talking about 
the consumer being able to go over to oil. 

Mr. Tuompson. Anybody who burns fuel. 

Mr. Macponaxp. I would like to discuss what happens to the local 
utility which has invested millions of dollars in laying a pipeline to 
service their community when the price gets so high for the consumer 
in the district served by that local public utility; is he put out of 
business? What happensto him? What does he turn to? 

Mr. THomrson. You mean the gas company is going to go out of 
business if people convert to coal ? 

Mr. Macponaxp. I should think that would follow logically ; would 
it not? 

Mr. Tuompson. If they got gas too high, they could convert to 
something else. 

Mr. Macponaxp. If the price of the major pipeline got so high that 
the people in any given district could not afford to buy it they could 
turn to other forms. I understand your position is that they could 
turn to oil or coal. 

Mr. Tuomrson. Yes. 

Mr. Macponatp. But what happenes to the local utility which has 
invested millions of dollars in laying a pipeline to meet the major 
pipeline which comes up from Texas or the other natural gas producing 
States? 

Mr. Tuompson. I do not think there ever has been a law which 
guaranteed any utility that it would be a successful enterprise. It 
vives them a rate of return, a rate which will give them a fair rate 
of return on their investment, if they can get the customers, but I 
never saw anybody guarantee customers to anybody yet. 

Mr. Macponaxp. Is that not one of the reasons that public utilities 
are controlled, because they do have a monopoly ? 

Mr. THomrson. Because they hold out 

Mr. Macponaxp. Is that not the only reason that even people who do 
not like the Federal Government regulation agree that utilities should 
be controlled ? 

Mr. Tuomrson. That is correct, but we do not guarantee them per- 
anent prosperity. / 

Mr. Macponaxp. In other words, either they go out of business or 
they make good. ae 

Mr. Titompson. I hope we never guarantee the success of any enter- 
prise in this country. 
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Mr. Macponatp. Do you have a direct answer to my question? [ 
understand that you cannot guarantee them a profit. 

Mr. THomeson. No. 

Mr. Macponatp. What happens to them ? 

Mr. Tompson. I do not know what happens to them. They would 
have to find some other line of business, more profitable. 

The Cuarrman. Do you yield the floor, Mr. Heselton ? 

Mr. Heseiron. Just one final question. 

Do you agree that the original purpose of Congress in enacting the 
Hetare: Gas Act of 1938 was to prevent the exploitation of the con- 
sumers ¢ 

Mr. THomrson. We figure that the Gas Act of 1938 was put in to fill 
the gap between the State producing areas and consuming areas. I 
think that was the congressional intent. 

Mr. Hesevron. That was one of the purposes. Has the court not 
held that the clear intention of Congress in passing that law was to 
prevent the exploitation of the consumers? 

Mr. THompson. I don’t believe those words are in the act. 

Mr. Hesetron. What is that? 

Mr. THomprson. That is not in the act. 

Mr. Hesetron. No; but has the court not held that? 

Mr. THompson. I am not familiar with it. 

Mr. Hesevton. Reading from Federal Power Commission v. Hope 
Natural Gas Co, (320 U.S. 610), the court states : 

Protection of consumers against exploitation at the hands of natural-gas com- 
panies was the primary aim of the Natural Gas Act. 

If that is the case, then is not the proposed exemption contained in 
this bill a departure from the original intention of Congress? 

Mr. THompson. You are saying if that is the law, you mean? I 
still think Congress has control of what the statute is going to say. 
If you wish to reenact the intent, the Congress proposes what the intent 
of the law is. If the court states differently, you can restate the law. 
If you do not restate it, then what the court says you meant is what 
you truly meant. 

Mr. Heserron. That is all, Mr. Chairman. 

The Cuarrman. Mr. Rogers? 

Mr. Rogers. General, I want to compliment you on the very excellent 
statement you made. I think some of the members who are not 
familiar with the gas business should read and digest it. They would 
get a great deal out of it if they did. 

One of the things that seems to be going around here is that there 
is a great mystery in the gas business, and that the hes is are 
getting all the money which the consumer in New Yor pays for his 
gas. As you pointed out, the average price of the gas which is sold 
out of Texas I believe you said was 8.9 cents. 

Mr. Tuompson. I believe that is the average. 

Mr. Rogers. If you gave that gas to the pipelines, if the producer 
gave that gas to the pipelines, it would not measurably reduce the price 
of gas in New York City if it was selling for $2.37 a thousand cubic 
feet, would it? 

Mr. Tompson. It would reduce it only by 8.9 cents if they got it 
for free. 
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Mr. Rogers. In other words, if the producer of the gas gave it away, 
the people in New York wouldn’t benefit by 5 percent. They would 
still be paying more than $2.25 per thousand cubic feet. 

Mr. THompson. I suppose it would, Mr. Rogers. It is very small. 

I do not think they can blame the producer. If they could see the 
complaints which come in to us about the royalty checks of 2 cents or 
20 cents or 15 cents for a month’s royalty they would see that they are 
not getting it. 

Mr. Rogers. While we are talking about the consumers, you are 
familiar with the people who own land in which they found gas, and 
is it not a fact that there are a great number of widows and little peo- 
ple who own infinitesimal divisions of this gas, who receive very small 
royalty checks, so small they cannot receive one oftener than every 
6 months apart ? 

Mr. Tompson. Very small ones. 

Mr. Rogers. Many of those are operating under contracts. which 
were made a number of years ago where they are getting a royalty 
based on only 3 or 4 cents value of the gas; is that right ? 

Mr. THompson. Contracts made for the life of the field. 

Mr. Rocers. General, prior to the Phillips decision, there was not 
a great deal of difficulty, insofar as the handling of the gas was con- 
cerned, was there ? 

Mr. THompson. Just griping, of course, about not getting enough for 
it. That always happens. 

Mr. Rogers. At the other end of the line they claimed they were 
paying too much for it. 

Mr. THomrson. Yes. That is the normal situation. 

Mr. Rogers. What the Phillips decision did was to say that you 
could produce and gather all of the gas you wanted, but the minute 
you sold it to an interstate pipeline company you were under the Fed- 
eral Power Commission. 

Mr. Tuompson. That is correct, that you were a public utility. 

Mr. Rogers. That you were a public utility. In other words, you 
brought yourself under the jurisdiction of the Federal Power Com- 
mission. 

Mr. THompson. A lot of people do not want to be a public utility 
in the oil business, because he could not operate, but he would go broke. 
In fact, he would be given 6 percent on zero. After he earned enough 
to cover the cost of the well he would get 6 percent on nothing, which 
would be nothing, for his property. 

Mr. Rocers. General, the way the situation presently stands, unless 
this Congress acts it will be a complete Federal centralization, insofar 
as the control of a competitive commodity is concerned, will it not? 

Mr. THomprson. Any gas which goes into interstate commerce will 
be regulated by the Federal Power Commission, and in our State a 
great many people will refrain from making contracts that go into 
interstate commerce because they know they cannot exist under that 
kind of regulation. 

Mr. Rogers. The Federal Power Commission in the long run will 
have to fix a price on that, will they not? 

Mr, THompson. It would seem so. 

Mr. Rocrrs. It would be impossible to fix an exact price for the cost 
of gas which went into interstate commerce as compared to that which 
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went into intrastate commerce or the oil that came up with it, would 
it not ? 

Mr. Tuompson. It would be very difficult. If you are going to take 
the gas which comes out of an oil well with oil, you are going to have 
to apportion part of the cost to oil drilling, part to the gas, and you 
would have 44 auditors on each oil well. They would get the business 
instead of the owners. 

Mr. Rocers. The result is that the Commission under any circum- 
stances, as the law presently stands, would have to reach out and grab 
an arbitrary price of some kind, would they not ? 

Mr. THomrson. They are facing an impossible task under the pres- 
ent confusion. 

Mr. Rogers. All the present law does is to correct the situation so 
that the State lines are not erased. A man can remain in intrastate 
commerce if he wants to, in gas production, and if he wants to go into 
interstate he can. 

Mr. THomerson. He can sell it to an interstate line if he wishes, 
without having to come under Federal control. 

Mr. Rogers. That is all in the world this bill does ? 

Mr. THomeson. That is all that I know about. That is what I 
think. 

Mr. Rogers. Thank you. 

Mr. THomrson. Thank you very much for coming to my assistance. 

Mr. Kern. You do not need any help. You are doing all right, 
General. 

The CHarrmMan. Mr. Hale? 

Mr. Harz. General Thompson, regardless of what regulatory 
powers Congress confers on the F ederal Power Commission, we can- 
not legislate to the consumers in this country an unlimited supply of 
cheap ‘natural gas, can we? 

Mr. THompson. No, sir: you could not? 

Mr. Hare. All we can do by regulation, I presume, is to prevent a 
monopoly from abusing its position as a monopoly, is that not right? 

Mr. Tompson, Yes, sir; that is correct, in my opinion. 

Mr. Hate. If for causes which certainly Congress cannot control 
and the Federal Power Commission cannot control, the price of gas 
goes up, then other fuels may be more attractive competitively. 

Mr. THompson. That is true, sir. 

Mr. Hare. Then the unfortunate situation would arise which Mr. 
Heselton indicated, which would require a consumer who wants his 
house heated to change over to some other type of fuel. 

Mr. Tuomrson. That is correct, sir. 

Mr. Hauer. This would involve some expense, because he would have 
to have a different type of burner. But, as you indicated, that is the 
same kind of changeover that people made when they went from coal 
to gas in the first plac e, is that not right ? 

Mr. THompson. That is correct, sir. 

Mr. Harz. Are the interstate pipelines common carriers ? 

Mr. THompson. That question was asked this morning, and I was 
not sure on it. In our State we require gas lines to pick up the gas 
from common fields under the common purchaser act, but I am not 
sure whether the interstate lines are common carriers or not. 

Mr. Hare. It is my understanding that companies which own inter- 
state pipelines and presumably do not car ry gas which they themselves 
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produce, are at least not required to carry anybody’s gas except that 
which they have purchased. 

Mr. Tuompson. I think that is their practice, sir. 

Mr. Hatz. If I am wrong about that, would you look into it and 
correct me ¢ 

Mr. THompson. Yes. I know they get a right which I believe you 
gave them by act of Congress, of condemnation of rights-of-way, and 
sometimes when you have the right of condemnation it carries with it 
the public common carrier privilege. I think I have in my mind that 
at some time or other the Congress gave the long lines the right to 
condemn. 

Mr. Hare. I presume the rights of eminent domain which pipe- 
lines enjoy are rights conferred by the State government and not by 
the Federal Government, is that not right? 

Mr. Tompson. I should think that would be right, yes, sir. 

Mr. Hate. I do not see how it could be otherwise. 

Mr. Tuompson. It may have been under some river, or something 
like that, where it was supposed to be a navigable stream. Down in 
our State they consider everything navigable if it is 40 feet wide. 

Mr. Har. I would like to ask you some questions about the so- 
called escalator clauses and most favored nation clauses about which 
there has been so much talk. 

In what types of contracts are these clauses found ? 

Mr. Tuompson. As I stated this morning, Mr. Hale, our Commis- 
sion has no occasion to examine contracts for the purchase of gas. 
We are not in the price-fixing business. That is not within the scope 
of our statute. So I am not familiar with these escalator clauses or 
these spiral clauses. But I would assume that the contract would 
speak clearly for itself, saying that each year or each 5 years there 
shall be a review of the price, each one being different. 

Mr. Hatz. What I am getting at is, are these clauses or provisions 
found in contracts between the producer and gatherer and the pipe- 
line? 

Mr. THompson. Yes, sir, the producer and the pipeline. 

Mr. Hate. Between the producer and gatherer and the pipeline? 

Mr. Tompson. Yes, sir. I think that is the custom. When they 
buy the gas, a man says, “Listen here, I will sell you my gas today, 
but you are asking for a 20-year dedication of my property. How do 
1 know what conditions are going to be 20 long years from now ?” 

Mr. Hatz. I am not going into that. What I want to know is: Are 
these clauses found in contracts between the interstate pipeline and the 
distributor ? 

Mr. Tompson. I am not sure about that. The ones that I have 
reference to are between the producer and the transporting line. That 
is why I said the producers do not want to tie their gas up forever. 
They want to know as the gas gets more valuable, that will be recog- 
nized every 5 years. 

Mr. Has. The reason the producer and gatherer seeks to put these 
escalator clauses into a contract, and apparently frequently succeeds 
In so doing, is that he is contemplating a somewhat remote future 
period in which the demand is going to increase and the supply is 
going to diminish ? 

Mr. Tuompson. That is correct, sir. 

Mr. Hate. Because in natural gas vou have a wasting asset. 
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Mr. THompson. Yes, sir. It works out that way. They peter out. 

Mr. Hate. I suppose the most favored nation clause, so-called, 
is motivated in the same way. 

Mr. THompson. I would take it if someone came in and bought gas 
in the field from Mr. Smith, he would say, “Is that the best price you 
will pay?” “Yes, that is the best we can pay.” He would say, “I 
want you to write in there that if you come in and buy some from 
Bill Smith, I will get as high a price as you pay him, because he is 
holding out.” That is my impression of the favored-nation clause. 

Mr. Hate. That is, the producer and gatherer 

Mr. Tompson. The producer gets it, yes. If somebody else pays 
more, he wants as much as that fellow is getting. It comes out of the 
same reservoir. 

Mr. Hate. He wants to get as good a price from every man as he 
can get from any man. 

Mr. Tuompson. The fellow who signed up first does not want to 
be left behind because he is going to pay more to the last man. 

Mr. Hatz. But the effect of the contract is to the advantage of the 
producer and not to the advantage of the purchaser. 

Mr. THomrson. That is right. It would be for the benefit of the 
producer; yes, sir. If he signed a higher rate for one man, he could 
drain the whole gas out, if it was the same reservoir. 

Mr. Hate. I suppose the legality of those contracts made in Texas, 
assuming that such contracts are made in Texas, which I take to be 
the case, could be regulated by the Texas Legislature, could it not! 

Mr. THompson. By the courts of the land. 

Mr. Harr. Does not the Texas Legislature legislate as to the public 
policy in these escalator clauses? 

Mr. Tompson. You mean they might pass a law abrogating them? 

Mr. Hater. I mean they might pass a law forbidding them; I pre- 
a the State of Texas has laws regulating monopolies. Most States 
lave. 

Mr. THompson. Yes; that is right. 

Mr. Hater. The Texas Legislature could presumably pass laws 
regulating monopolies or monopolistic practices in the production and 
gathering of natural gas. 

Mr. Tompson. If a man said, “I will pay you 8 cents a thousand 
for the first 5 years, and then at the end of 5 years I will pay you 
9 cents,” there wouldn’t be any illegality to the contract. A man 
can make a contract to pay for a pair of shoes $5 this year and 5 
years from now he will get another pair at $6. 

Mr. Harz. I am not arguing that with you. What I am saying 
is that the Texas Legislature can define the policy of Texas with 
respect to the sale of shoes or with respect to the sale of natural gas 
or with respect to the sale of any other commodity, and it may make 
illegal provisions in any contracts which are deemed to be monopo- 
listic and contrary to public policy. Is that not correct? 

Mr. Tuompson. Yes, sir; they could. 

Mr. Hate. I cannot imagine that that would not be true. 

Mr. Tuompson. Certainly they have that power. 

Mr. Hate. That is all, Mr. Chairman. 

The Cuarrman. The Chair has agreed to recognize Mr. O’Hara 
re and then Mr. Bennett, who asked for recognition following Mr. 

Hara. 
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Mr. O’Hara. Thank you, Mr. Chairman. 

General Thompson, I believe the decision in the Phillips case was 
in June of 1954, and that decision, of course, created a tremendous 
number of problems as we learned yesterday from Mr. Kuykendall, 
the Chairman of the Federal Power Commission, in carrying out the 
administration of the effect of that decision. 

General, I wonder if, from your knowledge and observation of the 
effect of that decision upon the production of gas and oil in the Texas 
fields, you would care to make any comment as to the effect of that 
upon the continued line of development which had preceded the de- 
cision, or whether it did affect in any way, in your opinion, the pro- 
duction of gas and oil wells. 

Mr. TuHompson. I would say it made more confusion in the think- 
ing and the financing than it did in actual drilling, because most of 
the drilling campaigns are pretty well outlined over a period of time. 
I think it would not be indicative to quote the actual drillings. I 
think it would not show any cut in drillings or reduction in drillings. 
It is more in the planning. 

Mr. O’Hara. I think this is a fair statement of the problem which 
is before the committee: This committee acted before I came here in 
the 1938 Gas Act, and subsequently in the Rizley bill and the Kem bill, 
and now this bill and related bills. 

I think the fundamental problems which confront the committee 
are two: One is the public interest involved, which goes into two horns, 
one that the public is fairly protected in the price it pays for gas, and 
the other that we have a continuing production of gas to supply the 
users of gas throughout the country. Is that a fair statement ? 

Mr. Toomerson. Absolutely right, continuing an adequate supply. 

Mr. O’Hara. If the administration of the Federal Power Commis- 
sion over the production of gas as laid down in the Phillips case was 
unreasonable or harsh, what would the effect be upon the production 
of gas and oil, as you envision it, throughout the country ? 

Mr. Tuompson. It is gas particularly which we have under study. 
It was a gas decision. It did not affect oil. I would say if it is 
allowed to remain in the law, there will be a diminution of the supply 
of gas, in that intrastate producers, producers in our State, will not 
want their gas to go interstate, and rather will seek a home market. 

There is a great development of petrol-chemical industry in our 
State, consuming quite a bit of gas. The experts say that that will 
not require more than 3 percent. At all events, naturally the consum- 
ing areas like to see industries come to their areas, moving from else- 
where, using the gas right there and employing people in the area. 
So it would have that benefit. 

I think it would reduce the amount of gas available to interstate 
consumers just because a man did not choose to be a public utility. 
He certainly has the right to choose whether or not he wishes to hold 
out as one. 

Mr. O’Hara. General Thompson, in connection with the other prob- 
lem, I come from a completely gas-consuming State. the State of 
Minnesota, and we are confronted with consumers and distributors 
of gas who buy from one certain pipeline company. As I understood 
your testimony this morning, if the cost of gas is raised at the gas 
well or at the gas field 1 or 2 or 8 cents, that means, as I understood 
your testimony, that the price to the consumer of the gas would go 
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up whatever the raise per thousand units. I presume that is what 
you intended to say. 

Mr. Tuompson. Yes; that is right. 

Mr. O’Hara. Do you know generally—I suppose there is a wide 
division of it—the proportionate cost of the gas as it reaches the 
consumer based upon the cost of the gas at the well, the cost of trans- 
mission in the pipeline, and the cost at the distribution point by the 
distributing company, whether it be municipal or private or whatever 
it might be? I mean percentagewise. 

Mr. Tuompson. The cost of the gas in the field is on the average 
about 9.7 percent as compared with what the consumer pays for it. 

Mr. O’Hara. I suppose there is as great variation in the cost of 
operation of a transmission line as there is in the cost of distribution, 
as evidenced in the New York price situation. 

Mr. Tuompson. Right, sir. 

Mr. O’Hara. Is that a fair statement? 

Mr. THompson. It is a fair statement; correct. 

Mr. O’Hara. General, you have been asked questions on this, and 
I hesitate to repeat it, but it still is not clear in my mind. Calling 
your attention to subsection (c) of Mr. Harris’ bill, page 3, that 
clause has been read to you. I should like to ask you, General, in 
your opinion what, if any, change that makes in what is in the law 
now, that the Federal Power Commission shall allow a fair and 
reasonable charge? Does it change the law as it exists today, in your 
opinion ? 

Mr. THomrson. That is the section which refers to—— 

Mr. O’Hara. Shall I read it to you, General? 

Mr. 'THompson. Please, sir. 

Mr. O’Hara. Subsection (c) reads as follows: 

In regulating the rates and charges of a natural-gas company, the Commis- 
sion shall allow as an operating expense of such natural-gas company, for natural 
gas produced by it or purchased from an affiliate, the reasonable market price 
of such natural gas in the field where produced plus a fair gathering charge 
in those cases where such price is determined before but not after gathering 
is completed. 

My question is, General, What is the effect, in your mind, if you 
feel that you can comment on it, as to what, if any, change that would 
make in the rate powers of the Commission over the present existing 
rate powers of the Commission ? 

Mr. Tuompson. I believe it would perhaps give the long lines which 
produce their own gas or produce it dures an affiliate, the field price 
that other people got for similar gas. That is my opinion. 

Mr. O’Hara. And it would not affect the situation so far as the 
independent producer is concerned ? 

Mr. Tuompson. It would turn him loose, too. 

Mr. O’Hara. General, as a practical matter, if nothing is done on 
the changing of the conditions which exist under the Phillips case 
as is proposed by the Harris bill, do you have powers to prophesy as 
to when the Federal Power Commission will have a chance to review 
all of these various contracts which are affected by the Phillips 
decision, reaching down to the independent producer in the States! 

Mr. Tuomrson. I donot. I believe they said they had some 10,000 
applications filed and there are only 5 Commissioners. I know 10,000 
applications before us 3 in our State would take a long time. Just 
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the matter of handling the details would take a long, long time. 
Human beings can do only so much. 

Mr. O’Hara. Thank you. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Bennett? 

May the Chair state, without any suggestion of shutting anybody 
off at all, that we have had Chairman Kuykendall of the Commission 
waiting today to permit members to question him who did not have 
that opportunity yesterday, and if from here on we can condense our 
questions, it might be very helpful. That is not said with any inten- 
tion of shutting anybody off, but in the hope that we might speed 
along just a little bit. 

Mr. Bennett, of Michigan, is recognized. 

Mr. Bennetr. Thank you, Mr. Chairman. 

General, do you think it might help the producers of natural gas 
and might also help the consumers if all Federal control were taken 
away insofar as the sale and transmission of gas is concerned inter- 
state ¢ 

Mr. THompson. You mean building new lines, and all that sort of 
thing, the convenience and necessity permits? 

My. Bennett. All Federal control taken away so far as the trans- 
mission and sale in interstate commerce, putting it on the same basis 
as oil, 

Mr. THompson. Putting it on the same basis as what ? 

Mr. Bennett. On the same basis as oil. 

Mr. Tuompson. I hadn’t thought about it. It is pretty quick to 
give an answer and say abolish something which has been worked 
out through the years. 

Mr. Bennett. As I understand your testimony 
Mr. Tuompson. I say don’t interfere with the field price. Just don’t 
ther the field price of gas. That is all Iam saying. 

Mr. Bennett. That is your bailiwick? 

Mr. THomrson. Not my bailiwick. I am a consumer. 

Mr. Bennerr. You are also a producer, or you represent producers. 
Mr. Tuompson. I have my constituents in the State. But we have 
a thousand consumers to one producer in Texas. Our people are just 
as hot on the price of gas as the people of Michigan. 

Mr. Bennerr. Anyway, you are not talking about the consumer; 
you are talking about not controlling producers. 

Mr. THompson. Of gas. 

Mr. Bennett. I am asking you to carry that one step further. Do 
you think it would help the producers, No. 1, and do you think it 
would help the consumers, No. 2, if you took all Federal control off 
and threw this entire thing open to free competition ? 

Mr. Tuompson. All we are here considering is the price of gas in 
the field. 

Mr. Bennett. I realize that. 

Mr. THompson. You want to say that there should be no public con- 
venience and necessity permits at all, that just anybody can build a 
line? Ifso, I think perhaps that might be all right, too. 

Mr. Bennert. I am asking your opinion about that. 

Mr. Tuompson. I hadn’t thought about it enough to give you an 
opinion this quick, but if it is between fixing the price and having that, 
I would say “Yes,” have no control rather than price fixing of one 
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competing commodity, unless you are going to take in coal and oil also. 

Mr. Bennett. The pipeline companies are constantly advocating 
free competition, let the market price prevail on the gas which is sold 
by the producer, but in the next breath they are opposing competition, 
at least they are as far as Michigan is concerned. One pipeline is 
opposing the building of another pipeline. Why do you suppose that 
is true? 

Mr. Tuomeson. Selfishness. Every time a man drills an oil well 
in Texas and gets a permit, he wants to oppose another fellow drilling 
one, or a truck permit. Them as gits don’t want anybody else to have 
nothing. 

Mr. Bennerr. How is that selfishness affecting the consuming 

public ? 

, Mr. Tuompson. I think the more pipelines you have, the better 
competition you will have in the sales end, but on the other hand 
you have a duty to protect the people who invest their money in these 
pipelines, and you want to be sure you have enough gas so the 
security owners will get their money back after a period of 20 years. 

Mr. Bennett. The more pipelines you have, the cheaper the gas will 
be to the consumer. 

Mr. Tuomrson. I think you would have keener competition, yes, 
without regulation. If you regulated it all upward, it would all be 
high and gas would go higher and higher. 

Mr. Bennett. I am speaking without regulation. Suppose you 
just throw this field 

Mr. THompson. You are not seriously considering doing that; are 
you? 


Mr. Bennett. I would say “Yes,” I am seriously considering any- 
thing which will provide cheaper gas to more people who want to 
use it. In doing that, I do not want to destroy anybody’s property 
rights, but I think one of the fundamental ee before this 


committee and before the Congress is to find a solution to this problem 
which will provide more gas at a cheaper price to the rank and file 
American citizen. 

Mr. Tuompson. I do not know about more gas at a cheaper price. 
It may take more price to get more gas, because it costs more and 
more to drill than it used to. Most of the we now have has been 
discovered free of discovery costs as an incident to oil searching. Now 
you are going to have to begin hunting for gas and spend lots of 
money drilling for gas, looking for it, exploratory. 

Mr. Bennetr. You have trillions of cubic feet of natural gas in 
Texas; have you not? 

Mr. Tuompson. Yes, the State has. 

Mr. Bennett. There is a shortage of natural gas in Michigan, there 
is a shortage of natural gas in Wisconsin. People would like to buy 
it. Distributing companies would like to obtain it, and they cannot 
get it. Do you know why? 

Mr. Tuompson. I do not. Everybody I know who has any gas is 
anxious to sell if they can sell without going into interstate regula- 
tion. 

Mr. Bennett. Do you have any idea or any suggestion as to how 
the people in Michigan and in the North generally could get more 
of the gas which is produced in Texas? 

Mr. Tompson. How you can get more of Texas gas? 
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Mr. Bennett. Yes. 

Mr. Tuomeson. Build another pipeline. 

Mr. Bennerr. Do you think that building pipelines, one or more 
additional pipelines, would be a healthy situation ? 

Mr. Tuompson. If you are short of gas and have a lot of customers 
waiting for it, I should think that would be a bonanza. 

Mr. Bennett. Do you think the fight between pipeline companies 
who are seeking to prevent the building of more pipelines is one 
of the bottlenecks in this problem ¢ 

Mr. Tuompson. I don’t know. 

Mr. Bennett. If anybody is preventing the building of additional 
pipelines, then that person or that group are—— 

Mr. THomprson. I know nothing of that. I know of no such 
instance. 

Mr. Bennett. If they are—let us assume that they are—then to that 
extent they are peeves adequate supplies of natural gas from 
reaching areas of the country which are not now getting it. Is that 
a fair statement 

Mr. TuHomrson. You started with an assumption, “if.” I suppose 
that would be right. They are available. I would get them up here 
and ask them. 

Mr. Bennett. I will be glad to ask them if they come up here. I 
know in Michigan, for example, as I understand it—I may not be 
accurately informed, but if I understand the situation correctly, we 
have a company seeking to build a pipeline from Texas to Michigan 
to supply additional gas, and they are opposed every step of the way 
through the Federal Power Commission and the courts. 

Mr. Tuompson. By whom? 

Mr. Bennett. By a competing company. 

Mr. Tuompson. They do not want any competition ? 

Mr. Bennett. I guess that is right. I was just trying to find out 
your idea, 

Mr. Tuompson. I don’t know. I would get them up here and ask 
them. Get Panhandle Eastern up here and ask them. 

Mr. Bennett. Do you deal with those firms down there ? 

Mr. TuHomeson. We don’t have any occasion to get them up. If 
we did, I would send for them and summons them. 

Mr. Bennerr. You are here before this committee asking us to help 
solve your problem. 

Mr. THompson. No, just—— 

_Mr. Bennerr. Do you not think you ought to be giving a little con- 
sideration to trying to get the gas out of your State into Michigan and 
Wisconsin ? 

Mr. Tuomrson. We are always anxious to help get pipelines to 
take gas to any neighboring State, glad to do it. That is about all we 
do, is help somebody else. 

Mr. Bennett. If the price of gas is to be open to free competition 
at the place of production, the well, then why should there be any 
control of the price of the gas on its way from the well to the con- 
suming public or any limitation upon the number of lines or the num- 
ber of companies that may transport such gas? 

Mr. THompson. I never have set up any limitation. 

Mr. Bennerr. Does that make sense to you ? 

Mr. Tuompson. Yes, it is all right. I go along with you on it. 
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Mr. Bennett. That is all, Mr. Chairman. 

The Cuarrman. Mr. Beamer? 

Mr. Beamer. Mr. Chairman, yesterday I was one of the members 
who had hoped to ask Mr. Kuykendall more questions, but it now 
appears that General Thompson, who is before us, is probably better 
fitted to answer some of the questions in which I was particularly 
interested, and since this is his only day here, I should like to take a 
few minutes to make a comment. 

I feel, General, that you are speaking the same language that the 
Indiana Public Service Commission spoke when they wrote me a 
letter which I had inserted in the hearings yesterday. Answering 
the question of Mr. Bennett from the State of Michigan, I think prob- 
ably we have the same problem in Indiana. 

I have before me a letter which raises the question that Indianapolis, 
for example, is not securing a sufficient supply of natural gas, and 
consequently they must add to it water gas of their own manufacture, 
which costs 214 times as much. Even so, they recommend very highly 
that there auale be some bill at least similar to H. R. 4560 which: you 
have recommended, because they feel that in the long run it will give 
them more gas, cheaper gas, and they can reduce their prices to the 
consumer. That is the reason I wish to bring this to your attention. 

I should like to ask you this particular question. I was given some 
figures on the city of Indianapolis, and I wonder if this would not 
bear out the point that I believe you have been trying to make before 
this committee, that even though the price seems to be increased down 
at the producing end, it does not alw: ays increase the price to the con- 
sumer. May I read these figures. If I understand them correctly, 
back in 1945—and I do not know which pipeline furnishes Indian- 
apolis—the price of gas per thousand cubic feet was 3.2, and it has 
advanced, mind you, from the producing end, until in 1953 it was 7.9. 
That is quite an increase, more than double. 

What happened to the consumer! The people in Indianapolis at 
the same time, through the same period, had a price of from .066 up 
to .068 ; in other words, only a small amount of increase. 

I am wondering if that does not answer the question which the gen- 
tleman from New York, Mr. Klein, asked you, and if I understood 7 you 
correctly that depends upon the State commission. Is that not right! 

Mr. THompson. Absolutely right. 

Mr. Beamer. I am wondering if it is not true that perhaps the State 
of Indiana in its public service commission and you in your railroad 

commission have been doing an excellent job of thinking first of all 
of the consumer. Have I made that as a statement or question ? I 
hope it is in the form of a question. 

Mr. THompson. I can say yes, I agree with you. 

Mr. Beamer. That is the point I wanted very much to bring up. be- 
cause I want to say, General, that I have been living in an area where 
we had lots of gas once upon a time—not to many years ago we evel 
had a city named Gas City—and that supply has been exhausted. 
That was before the Public Service Commission of the State of In- 
diana was even authorized or was in existence to control conservation 
prac tices. 

I was pleased to learn from your statement that you do recognize 
conservation. 

Mr. THompson. Thoroughly. 
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Mr. Beamer. There are one or two things that I want to compli- 
ment you on. On page 4 you referred to another fact, and I wonder 
if you would enlarge upon that. In the bottom paragraph you indi- 
cated that in case this bill is not passed, it is possible it might develop 
into a condition where only large companies or wealthy companies 
would be able to continue exploration, and that the small independent 
producers might be squeezed out. 

Mr. Tuompson. Absolutely. That is right. 

Mr. Beamer. What would that do to the ultimate price of gas to 
the consumer ¢ 

Mr. Tuompson. It would raise the price high as a cat’s back. 

Mr. Beamer. That is what I have to answer to my people back home. 
If they are going to be squeezed out, is that going to help us? 

Mr. Tuompson. No. It will make gas higher, because it is scarce. 

Mr. Beamer. You also made another statement on page 6, that you 
felt the intent of the Congress should be to spell this out clearly. 

How much of this authority would you leave to the Federal Power 
Commission or, shall we say, to the respective State commissions? 

Mr. Tuompson. Let the State commissions regulate production, 
vathering, processing, and let the Federal Power Commission start 
when the gas moved in interstate commerce. Let the fair price in 
the field be the free competitive price, like coal and oil. This bill does 
the job. The Harris bill and the Hinshaw bill both do the job ad- 
mirably and are beautifully stated. 

Mr. Beamer. Yesterday I asked the question of the Chairman of 
the Federal Power Commission if this same principle of increased 
Federal control of, shall we say, gas, oil, coal, and all those things, is 
continued, why isn’t there going to be some other agency that will con- 
trol the corn or hogs that I raise ? 

Mr. Tuomrson. You will have a regimented economy. 

Mr. Beamer. Your proposal is that we want to get away from more 
regimentation. 

Mr. Thompson. Certainly. Let us go back like we grew great. 

Mr. Beamer. The last thing I want to ask is this: There are two 
questions paramount in my mind, and I wonder if we can pin it down. 
We must utilize all these points. One question is conservation of 
resources. I told you how we have lost our gas in Indiana. Could you 
have the same thing happen in your State? 

Mr. Tuompson. We have laws to prevent it, and we do prevent it. 
[t could not happen in our State unless we changed the laws. I see no 
reason for our laws to be changed, because the people are contented 
with them. 

Mr. Beamer. In other words, you feel that your public service com- 
mission, your railroad commission, and comparable commissions in the 
+8 States, are handling this particular problem adequately instead of 
having to go to the Federal Government for everything ? 

‘ Mr. Tuompson. They are doing an increasingly better job all the 

ime, . 
Mr. Bramer. That seems to coincide with the thinking of the 
majority of the members of the Federal Power Commission, judging 
‘rom the testimony yesterday. 

Mr. Tuompson. I think the Federal Power Commission has been 
doing a splendid job, too. 

61557—55—pt. 1-9 
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Mr. Beamer. General, I will not take time to read this letter because 
I know the chairman of our committee is hopeful that we can close 


the hearings soon. 
Mr. Tuomrson. I am most hopeful, too, so I can go home. 
Mr. Beamer. I only wish you might have time to read this letter 


later on. 
Mr. Beamer. I only wish you might have time to read this letter 


from the Citizens Gas & Coke Co. of Indianapolis be inserted in the 
hearings at this particular point. It has been sent to all the members 
of the Indiana delegation, and I think it pictures exactly what has 
happened in our State and in the State of Michigan and, I believe, 
most of the States in our particular area. I wonder if it would not be 
very good evidence to present at this time. 

The CuarrMan. Without objection, it will be included in the record 


at this point. 
Mr. Beamer. Thank you, Mr. Chairman. 
(The document referred to follows :) 


Citizens Gas & COKE UTILITY, 
Indianapolis, Ind., March 16, 1955. 


Re H. R. 4560 
Hon. JoHN V. BEAMER, 
Representative from Indiana, House Office Building, 
Washington, D. C. 


DeAR REPRESENTATIVE BEAMER: The management of the gas utility of In- 
dianapolis, which serves 140,000 meters invites your attention to H. R. 4560. 
This proposed legislation will amend the Natural Gas Act to make clear what 
we believe was the initial intent of the Congress, and overcome the probable 
bad effects of the principle announced in Phillips Petroleum Co. v. Wisconsin 
(347 U. S. 672). In brief, this decision held that the Federal Power Com- 
mission had jurisdiction to regulate production and gathering of natural gas 
sold in interstate commerce for resale. 

The pertinent conclusions at which we have arrived are: 

1. The gas utility, which is a public charitable trust operated not for profit 
and as an executive department of the city of Indianapolis, as successor 
trustee, is interested in the quantity of natural gas which can be made available 
to it more than the price it has to pay. 

2. It is the sole supplier in Marion County of gas to residential, commercial, 
and industrial consumers, some of the latter of whom are in defense work. 
At present it is unable to obtain from its pipeline supplier, the only supplier 
in the area, adequate quantities of natural gas. Recently the Federal Power 
Commission in an allocation proceeding had no choice but to allocate to 
Indianapolis, because of shortages, less natural gas than it had requested from 
its supplier and less than actual needs. 

3. Because of the reduction in quantity through the allocation, Indianapolis 
must manufacture water gas and other such gases as a supplement. These 
gases cost approximately 2144 times more than natural gas. These costs are 
reflected in the price of gas to our customers. 

4. Free and open competition has proven to be a stimulus to enterprise, par- 

ticularly to oil and gas exploration, in the United States. Regulation of produc- 
tion of natural gas, as will exist under the Phillips decision principle, may well 
deter exploration. If exploration is deterred, the shortage thus bound to result. 
may be disastrous to the future growth of Indianapolis and may even prevent 
the serving of additional industrial and commercial customers. 
5. Even though exploration were not deterred, regulation of production will 
tend to cause producers to sell their natural gas for consumption within the 
State where produced. This would mean that Indiana would receive even less 
than its inadequate present quantity allocated to it. 

6. Natural gas is a premium fuel and is inexpensive. Even at prices greater 
than those now permitted by the Federal Power Commission it would be inex- 
pensive. 
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7. Indianapolis hopes to serve more natural gas to its customers. If sufficient 
quantities become available to effect this: move, Indianapolis would require at 
the outset in excess of 80,000 thousand cubic feet each day. This quantity would 
materially increase year by year as this move is completed. Under present cir- 
cumstances there is little hope of obtaining this quantity. 

8. If production were stimulated, as we believe it will be by free competition, 
we feel that adequate quantities would soon become available to Indianapolis. 

The reasons we question the principle of the Phillips decision are: 

1. There is too much Federal regulation at present. We favor free and open 
competition which throughout the early years of our history proved that it was 
the stimulus to make ours the great Nation which it is. 

2, It will tend to stifle individual initiative and risk taking which have con- 
tributed so much to the oil and gas industry since the first producer drilled his 
well at Titusville in 1876. 

3. The more production, the greater are the opportunities for Marion County 
and its 500,000 inhabitants to grow and prosper. 

4. Finally we believe that the Phillips principle may well produce an artificial 
shortage with its concomitant evils. 

We submit these views for your consideration. 

Yours very truly, 
D. T. BurNs, 
General Manager. 

The Cuatrman. Mr. MacDonald? 

Mr. Macponap. General, I would like to ask you one question which 
may seem very simple to you, and I think it is. I have a question in 
my mind. You just complimented the FPC on the great job which it 
has done, and I think most fairminded people agree with that. Yet 
in answer to previous questions you said that in Texas there is still 
a lot of gas underground not being used because the people in Texas, 
whom you represent, feel that they would be cheated by regulation by 
the FPC. 

Mr. Tuompson. I didn’t use the word “cheated.” 

Mr. Macvonavp. As I recall your testimony, you said that there are 
stubborn people in Texas. 

Mr. Tuompson. Some of them do not want to be classed as a public 
utility, and refuse to come under public utility regulation where they 
get 6 percent on the cost less depreciation. They just do not have to 
do it and they won’t do it, and you won’t have the gas. 

Mr. Macponatp. When you say that this gas is going to stay 
there 

Mr. Tuomerson. It will be used in the State. 

Mr. Macponatp. What percentage of the independent producers are 
that stubborn ? 

Mr. Tunompson. It is pretty hard to pick out which ones. I know 
one outfit which has refused to do it for years, and they have 13 
trillion feet—the Humble Oil & Heating Co. 

Mr. Macponatp. Are they in danger of having their natural-gas 
wells tapped by anybody else ? 

Mr. Trompson. I don’t think so. 

Mr. Macponatp. Could I ask you this: Have you heard of any really 
unfair treatment by the FPC regulations which would so alarm these 
independent producers? It is my understanding that they have never 
been under control. 

Mr. THompson. They are not afraid of the FPC. They are afraid 
of the law under which they operate, namely, a utility.” If you get 
6 percent on what it costs you, and if you have made what it cost, you 
get your costs down to zero, and you get 6 percent on zero, which 
1s Zero return. Who wants to go into that kind of business? 
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Mr. Macponatp. Do you feel the FPC is so hidebound that they 
cannot change their regulations? ' 

Mr. THompson. They have a public utility statute which they have 
to operate under, replacement cost less depreciation. As a man gets 
his costs marked off, his base goes down and down until he has zero 
for his base. He still has gas for nothing. 

Mr. Macponaup. Do you think if that inequity—and I agree that 
it would be an inequity—were corrected that these people would not 
mind being controlled by the FPC? 

‘ ony Tnomprson. They don’t want to be a public utility under any- 
ody. 

Mr. Macponaxp. Aside from being a public utility 

Mr. Tuompson. That is what the charge or the fear is, being a 
public utility. 

Mr. Macpvonatp. Do you think the main reason is they feel if they 
are under regulation the charge that they can pass on would be 
limited ? 

Mr. Trompson. Oh, yes. 

Mr. Macponaup. The main concern that they have is that they feel 
that under FPC the price they can charge would be limited? 

Mr. Tuompson. In the first place, they will have to come up here to 
get a permit to be a utility before they can sell anything—thousands of 
them, even if it is only one little old well. They have thousands of 
applications like that stacked up. 

Mr. Macponaup. I understand that. They have some 5,000 applica- 
tions still pending, as stated at our previous session. I am asking you 
if the real reason that the people in Texas do not want to come under 
the FPC is because the price that they can charge would be limited? 
Is that the true reason ? 

Mr. Tuompson. The earnings that they can make on their invest- 
ment. If they go out and drill 4 or 5 wells that are dry, they can’t put 
the dry holes in on the good ones. You can’t do business that way in 
the drilling business. They just let them have the good well and they 
- lose all the cost of the dry wells. An operator has to take his whole 
operation into consideration. 

Mr. Macponarp. Let me ask the question this way: Perhaps I do 
not understand you, and perhaps you do not understand me. 

Do you feel that under FPC the prices charged at the wellhead 
would be more or less than they presently are? 

Mr. Tuomrson. Some of these people would have so much book- 
keeping they wouldn’t have enough left to have a cent left after they 
made all the reports they would have to make up. I feel that under 
FPC regulations some of them would get less than they are now 
getting. 
~ Mr. Macponaup. Would that not mean that to the consumer the 
price would ultimately be less after a period ? 

Mr. TuHompson. No. The consumer should never get anything at 
less than the cost of the producer. If it impoverishes the producer, it 
is not a good contract. 

Mr. Macponatp. Nobody is trying to impoverish the producers, and 
if I believe all I read about Texas, there aren’t too many impoverish 
people in the oil and gas business. 
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Mr. TuHompson. You never hear about those who go broke, thou- 
sands of them. They just sneak away. You just hear about the fellow 
who hits the jackpot. 

Mr. Macponatp. How many companies are there in Texas presently 
operating who would fall into the category of independent producers ? 

Mr. THompson. You mean how many independent operators if they 
sold gas in interstate commerce? 

Mr. Macponaxp. Yes. 

Mr. Tuompson. I would say about 2,700. 

Mr. Macponatp. About 2,700? 

Mr. THomrson. More. 

Mr. Macponap. There are 4,500 in the entire United States. 

Mr. THompson. Yes, independent operators. There are 13,000 inde- 
pendent oil operators in the United States, and 21 majors. 

Mr. Macponautp. Would you explain to me the advantage that is 
given to these oil operators on an income-tax basis, in which it is my 
understanding that they get a 27.5 annual depletion ? 

Mr. Tuompson. They have a tax recognition that oil is a depleting 
asset and they have a 2714-percent depletion recognition up to one-half 
of their earnings. If they make it, they can claim it. They recognize 
every time you take a barrel of oil out of the ground it is gone forever. 

Mr. Macponaxp. I understand the reasons for it. 

Mr. THompson. I thought you wanted the reasons. 

Mr. Macponatp. No; I want an explanation about how it works, 
because I wanted to ask you this question: Is that included in the 
FPC’s 5 or 6 percent return allowed on the producers’ investment ? 

Mr. Tuomrson. The tax? 

Mr. Macponaup. The tax advantage. 

Mr. THomrson. I am sure it would be. I don’t know whether they 
do or not, but I feel sure they would include it. 

Mr. Macponaup. Do you know 

Mr. THomrson. That is a tax privilege given to everybody. 

Mr. Macponatp. It is not given to everybody. 

Mr. Tuomprson. Anybody who has the guts to drill an oil well or 
gas well. 

Mr. Macponaup. Or the opportunity. 

Mr. Tuompson. Or the courage. 

Mr. Macponap. Right, sir. I am not quarreling with you. I am 
just trying to find out, not to argue with you but because I do not 
personally know, whether or not under the F PC regulations the 5 or 6 
percent return 

Mr. TuHompson. I don’t know. Ask the Chairman of the Federal 
Power Commission. 

Mr. Macponatp. Thank you. 

The CHamman. Mr. Derounian? 

Mr. Derounran. A few brief questions and I will be through. 

General, in your great State of Texas—and it is a great State— 
whenever you try to conserve your gas there by price regulation, it 
has been through a minimum price and not a maximum price? 

Mr, THompson. We have never had any price regulation in the State 
of Texas. 

Mr. Derountan. Have you not had minimum prices? 

Mr, Tompson. Never. We don’t have any price regulation what- 
ever at the well. 








128 NATURAL GAS 


Mr. Wotverton. Would you yield, Mr. Derounian? 

That is what is being sought in legislation now pending before the 
committee. 

Mr. THompson. Mr. Wolverton asked me about it this morning, 

Mr. DerountAn. I heard something about it, and I wanted to get 
the facts. 

Mr. THompson. We do not have it. 

Mr. DerountAn. It is pending, though. 

Mr. THomreson. Some people are asking for it. I do not know the 
status of it. 

Mr. DerouniAn. Assuming that the Harris bill should become law, 
do you anticipate that the State of Texas or your Railroad Commis- 
sion would ever set a maximum price on gas which is going interstate? 

Mr. THompson. Interstate ? 

Mr. Derountan. Yes. 

Mr. Tompson. I don’t even know what is going to be the pro- 
visions of the bill. 

Mr. Drerountan. The Harris bill as it is written now, the one before 
us now, if that bill becomes law would you anticipate that either the 
Legislature of Texas or your Railroad Commission of Texas would set 
a& maximum price on gas which would be delivered interstate ? 

Mr. THompson. Our Railroad Commission wouldn’t do anything 
until the legislature authorized and directed it so to do. I do not 
know whether they would pass any such law or not. 

Mr. Drrountan. Considering the line of your testimony today and 
the line of Texas history of gas production, would you say it is a fair 
conclusion that they would not set a maximum price on gas going 
outside the State? 

Mr. THompson. You don’t understand the way they are looking at 
it. Those people who are proposing that legislation say, as it comes 
from the soil of the State, it should be treated as an asset of the State, 
regardless of whether it is used in Texas or outside Texas. You could 
not discriminate and try to fix interstate gas prices and not fix Texas- 
used gas. Everybody would have to pay the same, our own consum- 
ers as well as outside. It would be unconstitutional otherwise. 

Mr. Derountan. Would you anticipate putting a maximum price 
on any gas produced within your State after the Harris bill became 
law? 

Mr. Tuompson. It isn’t in my scope to say, because I am not in the 
legislature at all. We are just agents of the legislature, like the Fed- 
eral Power Commission is an agent of Congress. 

Mr. Derountan. But knowing their history 

Mr. THompson. I would not try to predict. 

Mr. Derountan. You have no idea 

Mr. Tompson. I have no idea. 

Mr. Derountan. Even though you would be strongly against such 
a procedure ? 

Mr. Tompson. That is correct. I think the people of the State 
are pretty strong against it. 

Mr. DerountAn. That is all, Mr. Chairman. 

Mr. Tuomerson. But I wouldn’t say that we won’t, because you never 
know. 

The Cuarrman. Are there any further questions? 
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Mr. Wotverton. Mr. Chairman, I would like to have an under- 
standing, if I may. I submitted five what I considered basic questions 
which I am interested in having answered during this hearing. I 
would like General Thompson to give answers to those questions. I 
will not ask him to do it this afternoon. We have already been here 
for a long session. I think the general is a bit wearied. If he is not, I 
am surprised. I know he is anxious to get back home. I will not 
press him on those questions. If I started, I am certain it would take 
a good portion of an hour, at least, and I will be satisfied, if it is satis- 
factory to you and to the witness, to have him answer those questions 


for the record. SyGieirhy 
Mr. Tuompson. In writing, in about a week? I will send them this 


coming Monday. Will that be all right? 
Mr. Woxverton. That would be all right. 
Mr. Tuomeson. Airmail. Thank you very much. 
(The information requested by Mr. Wolverton follows :) 


Question 1 
What, if anything, is there in this bill to protect consumers in the price they 
must pay for gas? 


Answer 

When a consumer buys natural gas, he pays for three things: the production 
of the gas, its transmission, and its distribution. The latter two functions are 
utility functions, and both are regulated, the pipelines by the Federal Power 
Commission and the distributors by State and municipal agencies. The Harris 
bill does nothing to change this form of consume: protection. The FPC will 
continue to have control over the prices charged by the interstate transmission 
lines in their sales to local distributors. 

What the Harris bill does is to restore gas production and sale in the field 
to the competitive status which existed prior to the Supreme Court decision 
in the Phillips case. The consumers’ best protection, as far as field prices are 
concerned, is competition. This is in the American tradition. It will provide the 
greatest assurance of ample supplies at reasonable prices. Basically, this is 
what the consumer wants. Moreover, the Harris bill gives to consumers of 
natural gas a further protection not extended to consumers of other basic com- 
modities by empowering the FPC to review the prices established in new or 
renegotiated contracts when any increase in rates is sought by an interstate 
transmission company because of the prices under such contracts. 

The history of price fixing of competitively produced commodities, both in 
our country and in other nations, is that it tends to reduce supply and increase 
prices, 

The effect of the Phillips decision has been to cast the gas-producing business 

in the role of a public utility. Public utilities have several characteristics: They 
are granted franchises (or, in the case of interstate transmission lines, certifi- 
cates of public convenience and necessity). They enjoy the right of eminent 
domain. Their competition is limited, with usually only one utility being per- 
mitted to serve a specified market. Their risks, consequently, are minimized. 
In return for these advantages, which in effect give them monopolistic privileges, 
utilities must naturally have their prices fixed by public authority. 
_ The exploration for and production of natural gas has none of the character- 
istics of a utility. It is a highly competitive and intensely risk-taking business. 
The producers of natural gas are given none of the privileges of utilities. It is 
only logical that gas producers cannot and will not explore and develop to sell 
to interstate markets when they are burdened with utility regulation. 

Che Harris bill, in short, will provide a better protection for consumers than 
can possibly be provided by Federal control over field prices. This is the same 
protection against excessive prices that competition provides for the consumer 
of other competitively produced commodities, such as coal, steel, lumber, or 
manufactured products. 

_ The production and sale of natural gas by independent producers has thus 
eee free of Federal price fixing. Natural gas has been and continues to 

a bargain In comparison with the prices of alternative fuels. I can think of 
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no better evidence than this of the effective operation of the competitive system 
in the protection of consumers. 


Question 2 

What is the meaning of the so-called escalator clause, spiral escalator clause, 
and -‘favored-nations clause, and their effect on local distributing companies and 
consumers in determining or influencing the cost of gas to them, in whole or 
in part? 
Answer 

As I said in my testimony before this committee, I do not have occasion in 
the performance of my duties on the Railroad Commission of Texas to come 
in contact with the various provisions of contracts between producers and 
pipeline companies. Some of the clauses referred to in the question I never 
even heard of. I, therefore, think it appropriate and desirable that I leave the 
details of this question to be answered by those who are familiar with the details 
of such contracts. 

However, it should be borne in mind that the producer of natural gas is in 
a position peculiar to his industry alone. His sales in interstate commerce 
must be made for a period of some 20 years so that the interstate purchaser will 
be able to secure a certificate of convenience and necessity from the Federal 
Government and get adequate financing. In view of the rising trend in the 
producers costs for exploration and drilling and the general inflation of the 
past decade, it is only natural that he should wish to make some provision to 
protect himself against a continuation of these trends. Thus, he has put into 
these long-term contracts escalation provisions which are designed to assure 
him of a reasonable price at time of delivery of his product. If it were not 
possible for him to have the protection of escalation for future deliveries, he 
would then have to get that protection by a higher initial price which would 
remain constant throughout the contract period. 


Question 3 

Why should not the transportation of gas in pipelines be considered the same 
as oil transported in pipelines or by railroad and be subject to Interstate Com- 
merce Commission on a common-carrier basis? 


Answer 

This raises a question that I do not feel that I am competent to answer. | 
did not know that any such question was up for consideration by this committee 
or the Congress. If this idea is to be seriously considered, I am certain that it 
needs to be thoroughly explored in all its ramifications by persons more con- 
versant with the problem than I am. 


Question 4 

The. present bill exempts sales by the producer, but it is alleged to protect the 
consumer by giving the Federal Power Commission the right to determine whether 
the price paid by the transmission line is a fair price, but the language of the 
bill limits the Federal Power Commission only to determining whether the price 
paid is a reasonable market price. In view of the escaiation and most-favored- 
nations clauses of contract, which it is claimed have the effect of pushing all 
prices to the highest price paid, what protection is there to the consumer? ‘Then. 
in what way does this bill protect the consumer? 


Answer 

Again, I must leave to others a detailed discussion of contracts between pro- 
ducers and interstate pipelines. I have had no occasion to familiarize myself 
with the details of such contracts. 

However, I have explained and answered in question 1 how the consumer is 
protected by competition against excessive prices in the field. I have there 
pointed out how that under the Harris bill the Commission will continue to 
control the prices charged the distributors by the interstate transmission com- 
panies and that distributors’ prices to consumers are controlled by State and 
municipal authority. Also, in answer to question 1, I have called attention to 
the protection given to natural gas consumers under the Harris bill authorizing 
the Federal Power Commission to review prices in new and renegotiated con- 
tracts when they form the basis for price increases by the transmission cow: 
panies. The Harris bill requires the Commission in determining rates to allow 
such companies to expense only the reasonable market field price of gas pul- 
chased under such contracts, and it gives the Federal Power Commission the 
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right to determine what that reasonable market price is. The transmission 
company cannot afford to pay more for its gas than it can expense and is there- 
fore limited to paying the reasonable market field price. This means that 
favored-nation clauses cannot increase prices above the reasonable market field 
price because of any price paid under a new or renegotiated contract. 

I also wish to call your attention to the fact that large quantities of gas are 
entering and will continue to enter interstate commerce under old contracts 
which were made at exceedingly low prices and which have no escalation or 
favored-nation provision whatever. Many of these contracts, I happen to 
know, run for the life of the field. Increases in the value of gas cannot affect 
the prices under these contracts one way or the other. 

As to escalator clauses under existing contracts which provide for definite 
increases in price at certain specified intervals, as I have said in my testimony, 
these are contractual provisions for the purchase of a competitively produced 
commodity and should not be abrogated by an administrative agency. 

(Question 3 

What can or should be provided in this proposed legislation that will give 
protection to consumer interests short of declaring or considering the production, 
gathering, processing, and transmission of gas as a public-utility service? 
Answer 

In my opinion, the Harris bill gives the consumer the protection necessary in 
order to afford him an opportunity of buying his gas supply at reasonable prices. 
For reasons which I have explained above, I believe that the Harris bill gives a 
full protection to the consumer. 

The CHarrMan. General, we thank you very much for your pa- 
tience. 

Mr. THomrson. It has been a joy to be with you. 

The CHarrman. We thank you for your appearance. 


STATEMENT OF HON. JEROME K. KUYKENDALL, CHAIRMAN, FED- 
ERAL POWER COMMISSION, WASHINGTON, D. C.—Resumed 


The CuatrMan. We have had with us all day the Chairman of the 
Federal Power Commission, who was asked to be back for some further 
questions today. 

Mr. Kuykendall, if you will come forward, we will do the best. we 
can to proceed with you. 

Mr. Wotverton. May I ask how long we are going to continue, Mr. 
Chairman? 

The CHarrman. It was the hope of the Chair that we could continue 
for at least 30 minutes. It was the intention of the Chair to permit 
questions of Mr. Kuykendall first on the part of those who did not get 
to question him yesterday. I know Mr. Wolverton, the ranking 
inember, was unable to question him because he had a meeting which 
he had to attend. There are others who did not get to ask questions 
yesterday, and the Chair will recognize them next. 

It is the intention to go on for about 30 minutes more. 

Mr. Wolverton ? 

Mr. Worverton. I am certain I will not be able to finish in 30 
minutes, Mr. Chairman. Whether that means anything to the other 
members who are present who may have questions to ask, I do not 
know. There are a good many members of the committee who are 
not here, as a matter of fact. Perhaps some of those who are not here 
would like to ask questions if they knew this witness was before us. 

I will proceed for a half hour with my questions, if you wish. I 
personally am of the opinion that we have been in session long enough, 
ind it would not be contrary to the wishes of most of the committee 
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if we went over until tomorrow morning. With respect to tomorrow, 
if we do adjourn today without hearing the Chairman of the Federal 
Power Commission, I realize that there are important witnesses here 
who have been here since the hearing opened, who have come a dis- 
tance. I should think, at least with the approval of the chairman and 
the members, that it might be appropriate to hear those witnesses, be- 
‘cause the Chairman of the Federal Power Commission is in Wash- 
ington practically all the time, and therefore it is not as inconvient for 
him to come back as it would be for some of these other witnesses to 
remain here. For that reason I think some consideration should be 
given to the other witnesses whom you have on your list and whom I 
recognize as important individauls. 

The Crarrman. If the gentleman will yield, the the chairman 
asked Mr. Kuykendall a few moments ago that very same question. 
He would like very much, of course, to finish today, but if it is not pos- 
sible to do so, then it is the opinion of the Chair that we might as well 
adjourn the session shortly, with the understanding that with a few 
days’ notice Mr. Kuykendall can come back some other time and we 
can proceed. I talked to him just a few minutes ago on the same sub- 
ject. We realize he is pretty busy right at this time trying to process 
4,000 applications and other things. We had hoped that we could 
finish today, but if it is agreeable to you, Mr. Chairman, that with 
sufficient notice you might be recalled for further questioning later 
on, then I think we em follow that procedure. 

Mr. Wolverton, do you prefer to wait until that time to begin your 
questioning ? 

Mr. Wo tverton. I think it would be better, because I will state 
frankly that I am certain the questions I am about to ask could not 
be concluded within the 30 minutes, and they could not be finished 
tomorrow if you were inclined to hear these other witnesses who have 
been waiting here. In view of the fact that, in my opinion at least, they 
should be heard, I think it would be better to go over and let the 
present witness come back at a future date. 

Mr. Harris. There might be some other members of the commit- 
tee, Mr. Chairman, who could utilize this opportunity to ask questions. 

Mr. Wotverton. I suggested that. That is what I thought. 

Mr. Rogers. Mr. Chairman, I have one question. I have to go in 
just a minute, anyway. 

The Cuarrman. Mr. Rogers. 

Mr. Rogers. Mr. Chairman, on page 3 of your statement, the 
sentence beginning in the middle of the second paragraph says: 

It is the considered opinion of the majority of this Commission that legislation 
should be enacted which will exempt from the operations of the Natural Gas Act 
independent producers and gatherers of natural gas who sell gas at wholesale to 
pipeline companies engaged in the transportation and sale in interstate commerce 
of natural gas for resale, but who do not themselves engage in the interstate 
transportation or subsequent sale of such gas. 

That is the theory under which the Federal Power Commission was 
operating before the Supreme Court went off on a tangent about this 
gas law, was it not? 

Mr. KuyKENpDALL. Yes, that is correct. 

Mr. Wotverton. You mean you agree with what he said, that they 
want off on a tangent ? 

21° aca No, I do not think I would want to be quoted to 
that effect. 
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Mr. Rogers. I will not hold the Chairman to that effect, but I will 
add any other words that will make that more effective, because that 
is exactly what was done. What they did was to bring into inter- 
state commerce people who prior thereto had been in intrastate com- 
merce and who had been so held to be in intrastate commerce by the 
Federal Power Commission because you had not held that you had 
jurisdiction over them. Is that not right, Mr. Chairman? _ 

Mr. Kuykenpatu. The Commission had held that it did not have 
jurisdiction over these independent producers and gatherers. I do not 
believe the Commission held that they were engaged in intrastate com- 
merce as distinguished from interstate commerce. The Commission 
had held that the exemption from the Commission’s regulation of 
production and gathering meant, in its opinion, that they had no 
authority over it. 

Mr. Rogers. It would be an indirect inference. In other words, you 
just held that you did not have jurisdiction over those producers. 

Mr. Kuykenpauu. That is right. 

Mr. Rogers. And the reason for that was that they were not in 
interstate commerce. 

That was the interpretation that was put on the 1938 Natural Gas 
Act, was it not ? 

Mr. KuykKenpau. Yes, the Commission made the interpretation 
that it had no jurisdiction over independent producers’ prices a 
good number of times and never made any contrary interpretation. 

Mr. Rocers. The result is the conclusion which Congress intended 
when it passed the act. 

Mr. KuyKkenpatu. That is correct. 

Mr. Rogers. It is your opinion that the bill pending before the 
Congress and before the committee today will do just the thing stated 
in the sentence which I read ? 

Mr. KuyKenpauu. Yes, I believe it would. 

Mr. Rogers. Thank you very much. 

The CHatrMan. Is there anyone here who did not question the wit- 
ness yesterday? Mr. Derounian is recognized; then Mr. Macdonald. 

Mr. Derountan. Mr. Kuykendall, did I understand yesterday you 
said in the event the Harris bill passes and the Federal Power Commis- 
sion loses its jurisdiction over the rates of independent producers, there 
will be no regulatory body, either Federal or State, which has the 
legal right to regulate those rates? 

Mr. KuykenpaLL. You mean the producers’ rates? 

Mr. Derountan. That is right. 

Mr. KuykKenpatu. I do not believe I said there would be no State 
body which could regulate them, but there would be no Federal agency 
that would regulate the price of their sales in interstate commerce. 

My theory and the Commission’s theory is that both prices are and 
can be and should be regulated by competition. 

Mr. Derountan. Do you know whether prior to the Phillips decision 
any State regulated the price of gas sold by independent producers to 
pipelines and moving in interstate commerce ? 

Mr. KuyKenpau. The States of Kansas and Oklahoma both have 
minimum price laws which I think apply to all gas sold, whether mov- 
Ing In interstate commerce or intrastate commerce. At least the 
States tried to apply them to all sales, and there is a case pending in 
the Supreme Court now which may clarify the State’s authority in 
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that respect. But those price regulations are minimum price regula- 
tions, designed to keep the price up, in order to aid in conservation. 

Mr. Derountan. Then you know of no States which have had maxi- 
mum price regulations such as the ones which have a minimum one, to 
your nowledge? 

Mr. Kuykenpauu. No, and I am quite sure there are none. 

Mr. DerountAn. That is all I will ask, Mr. Chairman, in order to 
give Mr. Macdonald an opportunity. 

The Cuatrman. Mr. Macdonald? 

Mr. Macponatp. Mr. Chairman, do you know how many independ- 
ent gas producers there are who would be affected by the so-called 
Phillips decision? I understand there are about 4,500. Do your fig- 
ures concur with that? 

Mr. Kuykenpna... I gave a figure yesterday on the number of cer- 
tificate applications we have and the number of rate filings, but of 
course that does not give you the actual number of individual pro- 
ducers. I would guess that, including many small producers in the 
Appalachian area, General Thompson’s figures might be a little bit 
low. 

Mr. Macponatp. You would raise the 4,500 to 5,000 or so ? 

Mr. Kuykenpauu. I should think maybe 5,000 to 6,000. 

Mr. Macvonatp. Do you know how many taps there are on the inter- 
state lines for natural gas, how many people are serviced by them ? 

Mr. Kuyxenpauu. Those are two different questions. 

Mr. Macponap. Take your choice. Answer one or both. 

Mr. KuyKenpba... I recall the figure that there are over 2,500 direct 
industrial sales made by interstate pipeline companies. Then of 
course there are all the sales for resale, which are sales to utility com- 
panies in all the various cities. I do not know how many of those 
buyers there are altogether. Of course, that again does not represent 
the total number of consumers. 

Mr. Macpvonatp. Do you have that figure? I was very much in- 
terested in that figure. 

Mr. Kuykenpna.u. I have heard figures ranging from 20 million to 
24 million, and I would guess conve 22 million is something like 
correct. 

Mr. Macponap. 22 million. That is taps on the line itself. That 
is not the number of people served, is it ? 

Mr. KuykenpbAt.. It is not the taps on the interstate transmission 
lines. It would be the total number of local customers of local utili- 
ties that sell natural gas. 

Mr. Macponatp. Do you know the industry custom as to gaging 
how many people are serviced in each house? Is the customary figure 
about four ? 

Mr. KuyKenpat. I do not really know the industry custom. That 
might be an accurate figure, a fairly good figure. 

Mr. Macponaxp. In any event, that would bring the figure of people 
using natural gas presently up to around 120 million people, would 
it not? 

Mr. KuyKenpatu. If you multiply 22 million by 4, I believe you 
would get 88 million. 

Mr. Macponap. 88 million. 
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The purpose of the Natural Gas Act, as I understand it—and of 
course you are much more familiar with it than I am—was to pro- 
tect the consumer, was it not? 

Mr. KuyKEenpbA.L. Yes. 

Mr. MacponaLp. What I was bothered about yesterday, and it still 
is not cleared up in my own mind, is that the purpose of the Federal 
Power Commission is to protect the greatest number of people in the 
public interest. Is that not correct ? 

Mr. KuykenpaL. That is correct. 

Mr. Macponatp. We have heard 2 days of testimony in which there 
are conflicts along many lines, but the one line along which there 
was no conflict, which I heard anyway, was that the net effect of over- 
throwing the present law, the Phillips decision, would be to raise 
prices to the consumer ultimately. With that in mind, I was wonder- 
ing what explanation you had of the majority decision by the Com- 
mission which is charged with the duty of protecting the public 
interest. 

Mr. KuyKenbatu. I don’t believe I said that and, if I did, I didn’t 
mean it. I didn’t hear General Thompson say it. 

Mr. Macponaup. Yesterday in answer to a question, I think by Mr. 
Williams, you indicated that there would be an increase, and then Mr. 
Harris more or less came to your rescue and pointed out that it would 
be only about a 10-percent net effect anyway, and you said that was 
probably so. Therefore, the net effect of the increase would not be too 
much, but the net effect is an increase to the consumer by the testimony 
of everybody that I have heard. 

Mr. Kuykenpauu. I think perhaps this discussion came up in con- 
nection with a question of Mr. Klein which I misunderstood. I 
thought I was saying that if this law were passed, then the presently 
suspended rates of producers who had filed applications for increases 
before the Commission would go into effect. As to the long-range 
effect of bringing producers under regulation of the Commission, of 
course only time will tell. The written statement which I read yes- 
terday stated that we felt that removing the deterrent from the 
producers and thus making them more willing to let their gas go into 
interstate commerce would of itself tend to reduce the price. Of 
course, if the law of supply and demand is permitted to work and if 
encouragement is given to more drilling a exploration, that would 
increase the supply and in the end lower the price. General condi- 
tions of our economy of course would have a bearing on whether prices 
went up or whether they went down. My hope and expectation is 
that over the long pull, freeing the producers from regulations will 
produce adequate supplies of gas and also supplies at a lower price 
than will be banal eater regulation. 

Mr. Macponatp. Could you spell out in a little more detail what 
you call a long-range plan? How many years would you encompass 
in a long-range plan ? 

Mr. KuyKenpatn. When I say “long-range” I think of 20 years, 
because a lot of the pipeline companies had what they thought and 
what the Commission thought would be gas supplies to last them for 


about 20 years. 

Mr. Macponaxp. Could I interrupt you at that point? 

Mr. KuyKenpatu. I think, though, of course in many cases a num- 
ber of those years have passed by. I would say that the effect of 
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freeing the producer from regulation should show up within a year 
or 2 or 3, should begin to show up, and over the course of 5 or 10 
years would be really felt. 

Mr. Macponap. That is more or less contrary to what has already 
happened; is it not? We have had a lot of testimony here about 
the effects of regulation, but it seems to me it is elacels conjecture 
in any event since these independent producers have not as yet been 
under regulation and it is also my understanding that the prices in 
the past 20 years have constantly and considerably spiraled upward. 
So I was wondering what you based your opinion on, keeping in effect 
the present system, which is in effect nonregulation, that by some 
metamorphosis would lower prices to the consumer. It is my under- 
standing that there is free competition now. Is there not? 

Mr. Kuykenpauu. Until the Phillips case. 

Mr. Macpvonarp. I mean right this minute, because according to 
your testimony at the briefing session you just hadn’t had time to get 
around to process these applications, so certainly the Federal Power 
Commission hasn’t really done anything to regulate prices; has it? 

Mr. Kuyxenpatu. We have not lowered any prices. We have sus- 
pended a number of proposed increases. As a matter of law, we had 
to accept their going prices to start out with, anyway. 

Mr. Macvonatp. To get back to my original question concerning 
the basis of your belief that these prices are going to be lowered by 
free competition, could you explain to me, if there is free competition 
now and the trend is upward, how staying in free competition is going 
to bring the trend down? 

Mr. Kuykenpba.L. ‘Because I think it is undisputed that gas was 
underpriced to start with, say from 1938 to the postwar period. 

Mr. Macponatp. What do you mean by underpriced ? 

Mr. Kuykenpatu. It was selling and being purchased at an amount 
considerably less than its worth as a commodity compared to the 
similar heating value of coal and oil. 

Mr. Macponaup. Are you talking about at the wellhead or to the 
consumer ¢ 

Mr. Kuykenpau. I am talking about at the wellhead. 

Mr. Macponatp. Do you think it was underpriced as to the value 
to the consumer ¢ 

Mr. Kuykenpatu. In comparison to other fuels, it must have been, 
because at least it was a lot cheaper than other fuels and it captured 
the market from other fuels. 

Mr. Macponaup. Wasn’t one of the reasons that it captured the 
market the holding out of the promise, as I recall the advertisements 
in all the papers, “Here is a cleaner, cheaper fuel?” Isn’t it true that 
that is the usual approach of a natural gas company coming in to a 
new area? They hold out a certain price, and in a few years or within 
a very short time, by some change of circumstances, the price is 
forced to go up. From your surveys throughout the country would 
you not agree that is the usual procedure? 

Mr. KuyKxenpatt. I think prices have gone up to the consumer, but 
there are a lot of reasons why they have gone up in addition to the 
wellhead price of gas. I can explain a few of those to you if you want 
me to do it. 

Mr. Macponatp. No. If you have given me an answer, I haven't 
understood it. I should like to stick to the question why, with the 
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trends of the upward spiral of prices in 20 years, under the same 
conditions the price is now going to go down. 

Mr. KuyKenpau. I didn’t predict that it would go down. I said 
yesterday that I anticipated and hoped that the price had reached or 
had almost reached a plateau. You are asking me to give an economic 
discussion, and I am only a lawyer, and not a “prophet. But I do have 
some information upon which I base that judgment. 

Mr. Macponap. I am not talking to you, sir, as a lawyer or as a 
prophet. I was hoping to question you as head of the FPC, which is 
charged with the duty of taking care of the majority of the people 
of our country. With the percentage of 88 million versus 5,000, it 
would seem to me that the consumer should be the one to get first 
consideration. I have not understood from your report just how that 
was going to happen. 

I see on page 5 that you make the statement that the Harris bill 
would “provide sufficient restraint upon the price of such gas as to 
eliminate the danger of exorbitant rates.” I certainly hope that is the 

case, but I have not seen any chapter and verse as to how that is going 
to happen under this bill. 

Mr. Kuyxenpati. That would happen, as I explained yesterday, 
only as to new contracts and new certificate cases, or new contracts 
and new rate cases or renegotiated contracts. 

Mr. Hesevron. Will the gentleman yield ? 

Mr. Macponarp. Let me finish this, and I will. 

Once again you are looking to the future and not the present. This 
20-year long- range plan is what you have in mind when you answer 
that way. 

Mr. KuyKenpatt. I don’t say I have a 20-year plan. I say the 
results I hope for =e materialize long before that. Ratemaking 
is a prospective operation, and when you insinuate that you think 1 
am considering the producers and that there are 5,000 of them, instead 
of the 88 million consumers, that is not the case. I am considering 
the consumers, and I am recommending what I honestly think is the 
best thing for the consumers, not only for next year but for the next 
10 years and the next 20 years. 

Mr. Macponatp. Let me make it very clear that by no means am I 
challenging your integrity or the reasons behind your statement, sir. 
I hope you ‘don? t take it that w ay. I certainly don’t mean it that w ay. 
I was just looking for chapter and verse to buttress your position. 

Mr. Heseuron. When we were considering the so- called Kerr bill 
in the 81st Congress it is my recollection that the FPC estimated con- 
servatively there would be a 5 cents per thousand cubic-feet increase, 

resulting in a $200 million per year increase to consumers. I don’t 
know what formula they used or how they arrived at the result. I 
wonder whether it would be possible for the Commission to take the 
two bills which are pending before us, the bills of Mr. Harris and 
Mr. Hinshaw, and advise us what they think now these bills would 
cost per year. 

Mr. KuyKxenpatt. I don’t think it is possible. I don’t know where 
that figure came from. I doubt that the Commission itself would have 
been able to supply such a figure. I think any figure like that would 
have to be pulled out of a hat. 

Mr. Hesevron. I make the request, Mr. Chairman, that the Commis- 
sion make an effort to analyze the two bills as they analyzed the Kerr 
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bill, in order to find out what would be the additional annual cost of 
each, if the bill were passed. 

The Cuarrman. That request is made of the Commission, and I am 
sure they will make an effort to do that. 

Mr. Harris. Mr. Chairman, I understood that the Chairman of the 
Jommission just indicated that that was something that they did not 
have and that there was no way in the world that they would provide 
the answer to it. 

Mr. Hare. I don’t see how it is possible. 

Mr. Harris. I don’t object to their undertaking it if the Commis- 
sion desire to do it, but I don’t think we should make a requirement 
of them to do an impossible task, 

The Cuairman. The Chair understood that, if they could, they 
would make an effort to do so. The Chair felt also that it was a ques- 
tion which seemed to him to be rather a difficult one, but he was sure 
the Commission was willing to attempt, if possible, to comply with 
Mr. Heselton’s request. 

Mr. Kuykenpau. That is correct. I won’t say we can, but I will 
try to look back and find out what, if anything, was done before, when 
the figure you speak of was derived. 

Mr. Macponatp. Mr. Harris, I have a message that Iam called back 
to my office and then I have to go on the floor. I should like to ask 
one last question, and then I am through. 

Sir, do you know whether or not Mr. Draper filed a minority report 
in writing? I notice the language of the report says that he did not 
concur. Did he dissent or did he just not participate ? 

Mr. KuyKenpau. The language in the last paragraph of the report 
is his, inserted at his request. After that he provided the rest of us, 
the other four members, with a memorandum for the files, which is 
the way it was headed. Apparently he did not choose to have it 
become part of this statement. If Mr. Draper wishes to make it pub- 
lic, it is perfectly agreeable with me. 

The CuatrMan. Commissioner Draper told me yesterday that he 
had a memorandum which he would submit if the committee wished 
him to do so, and I told him we would be glad to have it as a part of 
the record. 

Mr. Macpona.p. I would like to make a request for that report. 

Thank you, Mr. Chairman. 

Mr. Wotverton. Mr. Chairman, I should like to go a step further 
and inquire whether Mr. Draper will be a witness before this com- 
mittee. 

Mr. Kuykenpati. I am sure he will be if anyone wants him. 

Mr. Wotverron. If only one wants him, I would be that one, but 
I am inclined to believe there are several others who wish him to come 
as witness. 

Mr. Harris. Will the gentleman yield? 

The point is that Mr. Draper was here yesterday and sent word 
to the chairman that he was here and was available to answer any 
questions, which indicates his willingness to be present at any time. 

The Cuarrman. May the Chair say that Mr. Draper said that he 
preferred not to testify, but was available all day for questions and 
that he would submit a memorandum. 

Mr. Kuykenpauu. I don’t think any of us have a preference for 


testifying. 
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Mr. Hinsuaw. I have been trying to get the floor for several 
minutes, 

I just want to ask Mr. Kuykendall if he knows of any other com- 
modity which is subject to public-utility regulation. 

Mr. Kuykenpay. No; I do not. 

Mr. Hinsuaw. I should like to point out for the benefit of the gen- 
tleman from Massachusetts that I placed in the record earlier in the 
day the prices that were paid for natural gas at the wellhead and at 
the State line in California, on gas imported from Texas and New 
Mexico, and that shows a very considerable increase in the price of 
gas at those two points, and yet the price of the gas inside the State 
at the residential consumer level has not increased materially. I think 
it was 68.3 cents in 1945 and 68.8 cents per thousand cubic feet at the 
present time. 

So it perfectly possible to have increases in prices at the wellhead 
and at the State line and not to have increases in prices at the con- 
sumer level in the State. That is of course entirely up to the public- 
utility commission to regulate. 

There are some other questions 

Mr. Harrts. Will the gentleman yield on that point? 

Mr. Hinsuaw. Yes. 

Mr. Harrts. Is it not true that the reason that is possible is the 
increased volume of gas used ? 

Mr. Hinsuaw. Of course. 

Mr. Staacers. Would the gentleman yield there for an observation ¢ 

Mr. Hinsnaw. Yes. 

Mr. Sraceers. I have figures furnished by the United States Bureau 
of Mines which show that the California residential customer price 
was 69.9 in 1952 and 72.9 in 1953, which would indicate that there was 
an increase in the price to consumers in California. 

Mr. Hinsuaw. That isn’t much of an increase over what I am talk- 
ingabout. I think my figures and your figures are very close together, 
considering that different people have computed them. Mine is 68.5 
and your is 71.9 or something like that. That is not much difference. 

Mr. Sraccers. These are official figures from the Bureau of Mines. 

Mr. Hinsuaw. I don’t necessarily take official statistics. It de- 
pends on how they are gathered. They are just as much subject to 
error as other people are. It is simply a question of adding up the 
household bills and dividing by the number of bills. 

Now I should like to straighten up the therm question. 

Mr. Harris. Would the gentleman yield. That is precisely what I 
have here. I was going to submit for the record a paper which will 
clarify the record of yesterday, when this question was brought. I 
have a 1144-page memorandum which has been prepared by the Com- 
mission, which I was going to ask the witness if he desires to have it 
put in the record at this point. 

Mr. Hinsuaw. I was coming to the coal equivalent, which I don’t 
believe has been prepared by the Commission. 

Mr. Harrts. No; this has to do with the confusion which prevailed 
here yesterday with reference to how many millions of therms of nat- 
ural gas and mixed gas were sold last year. 

i All right. I have no objection to that going in the 
record. 


61557—55—pt. 1——_10 
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The CHarMan. Do you prefer to offer that first to the Chairman? 

Mr. Harris. On the part of the Chairman of the Commission, I ask 
that this statement be included in the record yesterday where this 
discussion took place, in order that the record may reflect what the 
facts are. 

Mr. Kuyvenpaut. Yes, I think it should go in the record. That was 
prepared by my associate, Commissioner Smith, and it clarifies the 
matter. 

The CHatrMan. Very well. 

(The document referred to was inserted and appears on p. 31.) 

The CuHarrman. Mr. Hinshaw, we are running a little over the 30 
minutes, but if you have some more information on thermal units as 
compared with the total, you may proceed. 

Mr. Kuyxenpatu. I wonder if I might be permitted to say some- 
thing right here which I think is relevant at this point. 

There is an error in the written statement which I read yesterday. 
The letters “Mcf” are used in two places where the simple letters “Cf” 
should have been used. If I could read this sentence to the reporter as 
it was and as it should be, then the record will stand corrected on that. 

The CuarMan. Very well. 

Mr. KuykEenpDALL. Quote: 

Proved recoverable natural-gas reserves have risen from 147.8 trillion Mcf at 
the end of 1945 to 211.7 trillion Mcf at the end of 1954. 

In both places where the term “Mcf’ was used the “M” should be 
stricken and the term “cubic feet” used. 

The CHarrMan. Mr. Hinshaw. 

Mr. Hinsuaw. I understand that 1 therm is 100,000 B. t. u. and 
that a cubic foot of natural gas has 1,000 B. t. u., and therefore 1 therm 
is the content of approximately 100 cubic feet of gas. Coal, on the 
other haud, has about 16,000 B. t. u., slightly more than 16,000 B. t. u. 
per pound. Therefore, 6 pounds of coal produce 1 therm, and 60 
pounds of coal produce 10 therms, and 10 therms in turn is the heat 
content of 1,000 cubic feet of gas. 

I have calculated that 10 cents a thousand cubic feet of gas is the 
equivalent of $3.30 coal. 

If somebody can challenge those figures or correct them or some- 
thing else, I would like to have it done, because that is a quick calcula- 
tion which I have made here. Ten cents per thousand cubic feet of 
gas is equivalent in heating value to $3.30 coal. I think that is a figure 
which we can use. 

Mr. Straaeers. I have a figure which does not coincide with yours. 

Mr. Harris. I should like to have it in the record at this point, so 
we can know. 

The Cuarrman. Do you have it available, Mr. Staggers? 

Mr. Sracerers. I don’t have it available right now. I can make it 
available. 

The CuarrmMan. You may furnish that later. 

Mr. Wotverton. Mr. Chairman, I do not wish to seem captious, 
but so there will not be any misunderstanding, may I rest assured 
that at some time during these proceedings which is convenient to 
you and the arrangement of the witnesses, Mr. Draper will be called 


as a witness? 
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The CuatrMaNn. The Chair has no objection to hearing Mr. Draper. 
He indicated that he did not want to make a statement yesterday, but 
at such time as Mr. Kuykendall comes back, when given due notice, 
the Chair is entirely agreeable to calling Mr. Draper as a witness. 

Mr. WouvERTON. You see, the point is this: Mr. Draper has evi- 
dently dissented from the views expressed by the Commission with 
reference to the decision of the Court in this matter. Therefore, I 
think it would be very helpful for members of the committee, who 
are seeking to find how this matter should be resolved, to know the 
point of view of a man who has had the wide experience that he has 
had. He would undoubtedly be able to bring figures which would be 
very helpful to us. 

Mr. Kuykenpau. He has had 36 years of experience, as is men- 
tioned in the statement. 

The CuartrMAN. I assure the gentleman from New Jersey that since 
the desire has been expressed to have Mr. Draper as a witness, that 
will be done. 

Mr. Kuykendall, we appreciate your patience and, as chairman, I 
feel I should in a sense apologize to you for keeping you tied up 
here all day. We appreciate your patience, and we shall get in walk 
with you, giving you due notice. 

Mr. Kuykenpauu. Thank you. I know these matters are beyond 
the control of any one individual. No apology is necessary. 

The Cuatrman. The next meeting of the committee will be in this 
same room at 10 o’clock tomorrow morning. 

(Whereupon, at 4:50 p. m., the hearing recessed, to reconvene at 
10 a.m. the following day.) 
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House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, in the 
caucus room, Old House Office Building, Hon. J. Percy Priest (chair- 
man) presiding. 

The CuatrmMan. The committee will come to order. 

Because of an emergency situation that has developed, the Honor- 
ible Frank Ikard, of Texas, will not be here tomorrow, when Members 
of Congress, particularly sponsors of bills are to be heard. He has 
to leave town, and the committee will hear him for a very brief state- 
ment, and then he will have to leave, as I understand. 


STATEMENT OF HON. FRANK NEVILLE IKARD, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF TEXAS 


Mr. Ixarp. Mr. Chairman, I want to thank you and the members 
of the committee for allowing me this privilege and to say that I would 
like your permission, sir, to file a written statement for the record and 
simply to say now that I think my feelings on this legislation is rela- 
tively well known, and I hope that the committee will see fit, at the 
conclusion of the hearings, to report legislation which will clearly 
define the jurisdiction of the Federal Power Commission so as to not 
include within their jurisdiction the control of the production or 
gathering of natural gas. 

Mr. Chairman, I will expand on that considerably in a written state- 
ment that I would like to file for the record. 

[f anyone has any questions, of course, I will be glad to answer them 
how, 

The Cuamman. Mr. Ikard, I am sure that if you were not on a 
rush schedule there would be some questions but, I think that the com- 
mittee fully understands your situation, and you have permission to 
file your statement in the record. 

Mr. Harris. Mr. Chairman. 

The Cuarrman. Mr. Harris. 

Mr. Harris. Could we not just briefly ask this question? Mr. 
ikard, you introduced H. R. 3902? 

Mr. Ixarp. Yes, sir. 

_Mr. Harris. And that bill has for its purpose relieving this situa- 
tion that is brought about by the Phillips decision ? 

Mr. Ixarp, That is right; yes, sir. 
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The Cuatrman. Thank you, Mr. Ikard. 

Mr. Ikarp. Thank you. 

Mr. Wotverron. May I ask a question? 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. I note in your answer to Mr. Harris that you state 
that you have introduced a bill. Is it identical with the bill Mr. Hin- 
shaw and Mr. Harris have introduced ? 

Mr. Ixarp. No, sir; it is not. It does, in effect, the same thing. 
The method is a little different and the mechanics of the bill are a little 
different, Mr. Wolverton; but the purpose is identical. In other 
words, I provide in my bill simply that there would be a new section 
added to the act whereby the jurisdiction of the Commission would 
not be in effect prior to the sale of any gas to an interstate carrier. In 
other words, I put the point of determination of jurisdiction at the 
point of sale. 

Mr. Wotverton. Does it differ in a material way from the bills that 
we have given most consideration to, that is, the bill by Mr. Harris, 
and the bill by Mr. Hinshaw, which is identical ? 

Mr. Ixarp. I do not think so. As I said, Mr. Wolverton, as far as 
the principle of the legislation is concerned, there is not any difference 
whatsoever. There is a little difference in the approach. But, I am 
not personally concerned with that. It is the principle I am concerned 
with and while I look at it a little differently in my bill from the 
approach that Mr. Harris takes, I think the one he takes is a fine 
one and I am not here to suggest to the committee, who is well able 
in their deliberations, to decide which approach they want to take. 
I am interested simply in the principles, and I think Mr. Harris’ ap- 
proach is fine, and even though it is not the one that I took in my 
bill. 

Mr. Wotverron. I assume as the hearings go along, if it should 
develop as a result of what we hear from others, and what we read 
of your statement, that we would wish to examine you further, that 
you would be willing to come before us? 

Mr. Ixarp. Mr. Wolverton, I am greatly disappointed that I cannot 
do that at this time; but I have a speaking engagement in Texas that 
was made about 9 months ago and I have to keep it, but I will be 
available and be here all next week at any time, at the disposal of the 
committee. 

Mr. Wotverton. We are very anxious to accommodate you. 

Mr. Ikarp. Thank you. 

The Cuarman. Thank you very much, Mr. Ikard. 

Mr. Ikarp. Thank you, Mr. Chairman. 

The Cuarrman. Our next witness will be Mr. David T. Searls, who 
is amember of the firm of Vinson, Elkins, Weems & Searls of Houston. 
Mr. Searls. 





STATEMENT OF DAVID T. SEARLS, OF VINSON, ELKINS, WEEMS & 
SEARLS. HOUSTON, TEX. 


Mr. Searts. Mr. Chairman. My name is David T. Searls, of Hous- 
ton, Tex. I have prepared a rather lengthy statement and because of 
its length, I would prefer just to state a concised summary of it in- 
stead of reading it, but I would like to have permission of the chair- 
man to submit a copy for the record. 
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The Cuarrman. You have that permission, and it is quite all right 
for you to proceed as you have suggested, Mr. Searls. 

Mr. Wotverton. Mr. Chairman, may I suggest that the statement 
by the witness be not too concise, for the reason as you say, this is a 
very long statement—some 38 pages—and the committee has not had 
an opportunity to see it, and, therefore, if your statement is merely 
concise, it does not give us an opportunity to question you on the 
statement that you are making a part of the record. 

So I am hopeful that your statement will not be too concise. 

Mr. Searts. Yes, Mr. Wolverton. 

Mr. Harris. Will the gentleman yield? 

Mr. Wotverron. Yes. 

Mr. Harris. I also observe in looking through the lengthy state- 
ment that you have here, a great part of it is a restatement of what has 
been said in the record in the consideration of prior legislation. 

Mr. Searzs. That is true, Mr. Harris. 

The CuarrmMan. The Chair feels certainly Mr. Searls will bring out 
in his statement all of the pertinent facts in-the written statement. 

Mr. Wotverton. Mr. Chairman, may I ask the witness just what 
his approach will be in giving a summary? I do not wish to preclude 
you from doing it in any way whatever as you wish; but may I know 
whether you intend to follow the statement that you have made in 
summary, the statement as you go along, so that we would know what 
portion of the more full statement you are referring to? 

Mr. Sears. Yes, sir. I will follow the statement, because the state- 
ment is in chronological order. 

Mr. Wotverton. Very well, that will be helpful. 

Mr. Sears. Yes. 

The CuarrmMan. Very well, Mr. Searls, you may proceed. 

(The statement filed by Mr. Searls is as follows:) 


STATEMENT OF Davip T. SEARLS OF VINSON, ELKINS, WEEMS & SEARLS, 
ESPeRSON BuUILpING, Houston, TEx., IN Support oF H. R. 4560 


THE NATURAL Gas Act—ItTs History AND THE NEED FOR AMENDMENT 


My name is David T. Searls. I am a partner in the law firm of Vinson, Elkins, 
Weems & Searls, Houston, Tex. My appearance in support of H. R. 4560 is 
primarily because of my conviction that it is in the national interest. It assures 
the consumer of an adequate supply of natural gas delivered to the city gate ata 
reasonable price. It affords the independent producer the right to receive the 
reasonable price for his gas arrived at competitively in the field, thus giving to 
him the incentive to undertake the risks and hazards which someone must take 
in order to insure an adequate supply. It allows the interstate pipeline transmis- 
Sion company to charge as an operating expense the reasonable market price of 
natural gas produced by it or purchased from an affiliate, thus treating fairly 
and without discrimination all who assume the risks of exploring and drilling 
for gas, to the extent that they engage in the risk phases of getting gas from 
the reservoir to the city gate. 

I am also in favor of this bill because it now specifies clearly and distinctly 
the jurisdictional extent to which I am satisfied the Congress intended to exercise 
its power under the commerce clause when it enacted the Natural Gas Act in 
1938. The Supreme Court having determined by a 5-to-3 decision that the 
intent of Congress was otherwise (Phillips Petroleum Company v. Wisconsin 
(347 U. 8S. 673) ), only Congress can say authoritatively that the Supreme Court 
misinterpreted its intention. Not only has Congress the power but it is its duty 
to amend the Natural Gas Act to make its intention clear if the Supreme Court 
did not correctly interpret the act. The Supreme Court has repeatedly recog- 
nized the power and the duty of Congress to overturn its decision by holding 
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that the failure of Congress to amend a statute after an interpretation by the 
Supreme Court will be deemed a confirmation of the Court’s interpretation. 
Congress has frequently asserted its power in this regard. One of the latest 
instances is the Hinshaw amendment passed last year amending the Natural 
Gas Act to exempt certain activities by distributing companies which the Supreme 
Court, in Federal Power Commission v. Hast Ohio Gas Company (338 U. 8. 464), 
held were subject to the act. 

But, of course, it is not necessary that Congress find that its original intention 
was misinterpreted in order to amend the act. It is sufficient that it now 
believes that the act so interpreted is not in the public interest. 

Events leading to the adoption of the Natural Gas Act in 1938 and developments 
subsequent to the act make it apparent that Congress did not intend the statute 
to apply to field sales and trensportation at the production and gathering end of 
the natural-gas industry any more than it intended the act to apply to the distri- 
bution and consumption end of the industry. It is equally true that the same 
national interests and constitutional safeguards which prompted the Congress in 
1938 to leave the production and gathering end of the natural-gas business to 
the States exist as well, if not more so, today as they did then. 


I. EVENTS LEADING TO ENACTMENT OF THE NATURAL GAS ACT 


(a) United States Supreme Court decisions 

In 1924, the Court decided Missouri ex rel. Barrett v. Kansas Natural Gas 
Company (265 U.S. 298). In that case Missouri sought to prevent an increase 
in price of gas sold by an interstate pipeline company to local distributors by 
the Kansas Natural Gas Co., which had transported the gas from another State. 
The Court held that because of the commerce clause, Missouri was not constitu- 
tionally empowered to regulate the rate charged the distributor by the pipeline 
company because the sale was an inseparable part of the interstate transaction. 
Three years later the Supreme Court applied the same principle to the interstate 
transportation and sale of electric energy in Public Utilities Commission y. 
Attleboro Steam & Electric Company (2738 U.S. 88). 

The Natural Gas Act came about as a result of these decisions, because while 
the States could regulate the rates charged by local distributing companies to 
consumers even though the distributing company bought the gas from a pipeline 
company which had transported it from another State (the Supreme Court had 
decided this in 1919 in Public Utilities Commission y. Landon (249 U. S. 236) ), 
yet the States were precluded from regulating the rate at which the local dis- 
tributing companies purchased their gas from the interstate pipeline companies. 
So there existed this gap which precluded effective regulation by the consuming 
States. 

(b) Federal Trade Commission investigation and report 

In 1928 the Senate of the United States adopted Senate Resolution 83 (70th 
Cong., Ist sess.) which directed the Federal Trade Commission, among other 
things, to inquire into and report to the Senate upon: 

“The growth of the capital assets and capital liabilities of public-utility cor- 
porations doing an interstate or international business supplying either electrical 
energy * * * gas, natural or artificial * * *” 

Pursuant to this regulation the Federal Trade Commission made an extensive 
investigation of the entire gas industry and on December 31, 1935, it filed with 
the Senate its final report of the Federal Trade Commission of the United States 
pursuant to Senate Resolution 88, and designated as Document No. 92, part 84-A, 
consisting of more than 600 pages. 

The report (p. 601) explained that the natural-gas industry consists of three 
separate and distinct phases, each with its own unique operations, problems, 
and economic functions. The first is the production and gathering of gas in 
the field by the independent producer (i. e., one who produces or gathers gas in 
the field but does not Own or operate an interstate transmission line by which 
gas is moved from the field to consuming markets, and is not affiliated with any 
company which owns such a line.) The second is the interstate transmission of 
the gas by pipeline from the field to consumer markets. The third is the local 
distribution of the gas to the consumers. The report of the Federal Trade Com- 
mission was devoted to the necessity of regulation of only the practices of the 
interstate transmission companies which were transporting the gas from the 
field to consumer markets; that, is the middle segment of the industry. It was 
only that segment of the industry in which the evils existed and which was pic- 
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tured as occupying a dominant and monopolistic position in the industry. With 
respect to the two end segments, which the report finds were suffering from the 
dominant position of the pipeline phase, the Trade Commission reported: 

“A most striking characteristic of the natural-gas industry as at present con- 
ducted is that it is strongly competitive both in procurement of the supply and 
in sale or disposal. It is highly competitive at both ends and in 2 of its 3 groups 
of functions” (FTC rep., 112). 

However, with respect to the middle or transmission phase of the industry, 
it was said: 

“The function of transmission of natural gas * * * is, on the other hand, one 
of the least competitive situations to be found” (id. 112). 

After observing that “The Interstate pipeline companies * * * are at present 
virtually free of regulation” and ‘the movement of gas in interstate commerce 
cannot be regulated by the States * * * and has not been regulated by the Con- 
gress,” the Trade Commission concluded : 

“The need for Federal regulation of the activities of such interstate pipeline 
companies appears too evident to require further discussion * * *” (id. 613-614) 

The only regulation pertinent to independent producers suggested by the 
Trade Commission was to protect them from abuses by transmission pipelines, 
and related to “State compacts and State laws for ‘unitized’ operation in each 
field with fair and equitable prorating of payments for gas or of distribution 
of net earnings, or State common purchaser or equitable ratable taking laws * * * 
The Commission suggests these may be embodied in State legisaltion reinforced 
by a Federal statute prohibiting the introduction of gas into interstate com- 
merce in violation of such State acts” (id. 616). 

That the true scope of the Trade Commission report was leveled at the middle 
segment of the industry, that is, its interstate transmission phase, is probably 
best summarized in this general statement: 

“So, broadly speaking, we have in natural gas a situation which no matter 
how fully and properly integrated will present at both ends problems which are 
either entirely of local concern, or which are both local and general public 
concern, and in between a field of interstate transportation where only through 
the exercise of Federal jurisdiction can proper solution be obtained” (id. 602). 

Thus it appears that the Federal Trade Commission presented to Congress 
only the problems created by the activities of the interstate transmission com- 
panies which were transporting the gas from the producing fields to consumer 
markets, and whose sales to the local distributing companies had been held by 
the Supreme Court as beyond the constitutional powers of the States to regulate, 
and hence whose activities were free of all regulation because of the absence 
of congressional action. It was that phase of the industry—and that phase 
alone—which was singled out as requiring Federal regulation. And subsequent 
legislative developments establish that it was only that segment of the industry 
to which Congress directed its attention in enacting the Natural Gas Act. 

(c) Committee hearings and reports 

On March 6, 1936, Congressman Lea, of California, then chairman of the sub- 
committee of the Committee on Interstate and Foreign Commerce, introduced in 
the 74th Congress, 2d session, H. R. 11662, a bill to regulate the transportation 
and sale of natural gas in interstate commerce, and for other purposes. 

In the hearings before the House Committee on H. I. 11662, the first witness 
was Dozier A. DeVane, then Solicitor of the Federal Power Commission, who 
appeared at the request of the chairman of the committee, and testified on 
the scope of the bill. His testimony is of particular significance because repre- 
sentatives of the Federal Power Commission had participated in the drafting 
of the proposed legislation.” 

In explaining the bill Mr. DeVane expressly stated that under section 1 (b) the 
Commission would have no jurisdiction over the rates for natural gas that are 
paid in the gathering field. The following discussion took place: 

“Mr. DEVANE. * * * Now, section 1 (b) also provides that the Commission 
shail have no jurisdiction over the gathering rates for natural gas. 

“Mr. Cooper. What do you mean by gathering rates? 

“Mr. DeVane. The rates that are paid in the gathering field, Mr. Cooper.” 
————L LL 

‘For a comparison of the jurisdictional coverage of this bill and H. R. 6586, which became 
the Natural Gas Act, see appendix to this statement. 


_ See DeVane, Highlights of Legislative History of the Federal Power Act of 1935 and the 
Natural Gas Act of 1938, 14 Geo. Wash. L. Rev. 30, 38-39 (1945). 
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(Hearings before subcommittee of Committee on Interstate and Foreign Com- 
merce on H. R. 11662, 74th Cong., 2d sess., p. 28 (1936) ). 

He made the same point again in the following colloquy with a member of the 
committee (id. 34) : 

“Mr. Cote. Does this bill give anywhere the Commission power over the source 
of natural gas in the different fields in a manner which we might call compa- 
rable to that which your Commission now has over hydroelectric generating 
plants? 

“Mr. DEVANE. It does not; no. It does not attempt to regulate the gathering 
rates, or the gathering business.” 

And at page 41, he stated: 

“Mr. DEVANE. * * * The real question we are dealing with here is this: 
There is a complete hiatus in the regulation of rates charged by these pipeline 
companies to the local distributors of gas throughout the United States, and we 
are trying to augment State regulation by conferring authority upon a Federal 
agency to fix those rates.” 

At another point in the hearings the chairman of the committee again raised 
the point and Mr. DeVane again explicitly stated that the legislation did not 
authorize regulation of field prices (id. 42-48) : 

“Mr. LEA. Mr. DeVane, I would like to go back just a moment. Of course, 
it is a question of regulation. Suppose that the A company owns a gas supply 
and the B company transmits it into another State, distributes it to a local 
company for distribution. Now suppose the question arises as to whether or 
not the charges which the A company makes against the B company for the gas 
is reasonable. What, if any, authority would the Commission have on that 
question, under this bill? Do you get my question? 

“Mr. DEVANE. Yes; if I understand your question, concerning the price paid 
to the A company, there is no control of the gathering rate; the Commission 
would not have jurisdiction. That price is fixed by competitive conditions that 
exist in the field. But it matters not how many different ownerships there may 
be between the time the gas starts to move in interstate commerce and gets to 
the city gates. Ownership might change a dozen times—A company sell to B, 
and B company sell to C—all those rates would be subject to regulation. 

“Mr. LEA. Well, when the supply company is brought before the Commission 
in an action to regulate its rates, and they say, ‘We have got to pay so much for 
gas; we cannot control that price which they charge us, and we have to charge 
a higher price delivered to the buyer’, does the Commission have any power over 
that? 

“Mr. DEVANE. No; not the price that is paid to the gatherer, to the man that 
produces it; that is binding if the transaction is at arm’s length. If the trans- 
action is not at arm’s length, of course, its reasonableness may be inquired into, 
under the decisions of the Supreme Court.” 

Until last summer, this testimony of Mr. DeVane had always been recognized 
as having great significance in any discussion of the intent of Congress in passing 
the Natural Gas Act. The Supreme Court had so recognized it. In Federal 
Power Commission vy. Panhandle Eastern Pipe Line Co. (337 U. S. 498, 505, 
footnote 7) the Court gave great weight to Mr. DeVane’s testimony, quoting 
part of that which I have just quoted. It described the bill which Mr. DeVane 
was discussing as “substantially similar to the Natural Gas Act.” In Phillips 
Petroleum Co. v. Wisconsin (347 U. S. 673) the Court for the first time refused 
to give any weight to Mr. DeVane’s testimony, completely ignoring what it had 
said earlier. In that case it said that testimony on H. R. 11662 had little rele 
vance to the act. I submit that this abrupt reversal by the Supreme Court cannot 
belittle the great deference which Members of Congress have always accorded to 
the opinions and expressions of Mr. DeVane. 

On April 28, 1937, the House Committee on Interstate and Foreign Commerce 
reported H. R. 6586 (H. R. 709, 75th Cong., 1st sess., 1987), which became the 
Natural Gas Act. This bill is described in the report as— 

“* * * Substantially identical with H. R. 12680 which, as amended, was 
reported by the Committee on Interstate and Foreign Commerce of the 74th 
Congress, 2d session. * * *” (Report of the House Committee on Interstate 
and Foreign Commerce on H. R. 6586, 75th Cong., 1st sess., p. 1 (1937).) 

H. R. 12680, referred to in the report was the amended bill reported on the 
basis of the hearings had on H. R. 11662 at the same session of the 74th Congress. 
H. R. 12680, like H. R. 11662, purported to give the Federal Power Commission 
jurisdiction over “transportation of natural gas in interstate commerce and the 
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sale of such gas for resale to the public but does not apply to any other sale of 
natural gas, or deprive a State of any lawful authority now exercised over the 
distribution and sale of natural gas locally. * * *” (House Report on H. R. 
12680). 

And, the report proceeds: 

“* * * the present bill would for the first time provide for the regulation of 
natural-gas companies transporting and selling natural gas in interstate com- 
merce” (p. 1). 

That language leaves little doubt that the committee thought it was regulating 
only the unregulated middle segment of the natural gas industry, i. e., the inter- 
state pipelines, and particularly their sales at the city gate. The report states 
that the bill (id. 1, 2): 

“* * * confers jurisdiction upon the Federal Power Commission over the 
transportation of natural gas in interstate commerce, and the sale in interstate 
commerce of natural gas for resale for ultimate public consumption for domestic, 
commercial, industrial, or any other use. The States have, of course, for many 
years regulated sales of natural gas to consumers in intrastate transactions. The 
States have also been able to regulate sales to consumers even though such sales 
are in interstate commerce, such sales being considered local in character and 
in the absence of congressional prohibition subject to State regulation. (See 
Pennsylwania Gas Co. v. Public Service Commission (1920), 252 U. S. 23.) There 
is no intention in enacting the present legislation to disturb the States in their 
exercise of such jurisdiction. However, in the case of sales for resale, or so-called 
wholesale sales, in interstate commerce (for example, sales by producing com- 
panies to distributing companies) the legal situation is different. Such trans- 
actions have been considered to be not local in character and, even in the absence 
of congressional action, not subject to State regulations. (See Missouri v. 
Kansas Gas Co. (1924), 265 U. S. 298, and Public Service Commission v. Attle- 
boro Steam & Electric Co. (1927) 273 U. S. 83.) The basic purpose of the present 
legislation is to occupy this field in which the Supreme Court has held that the 
States may not act.” 

The report then pointed out (id. 2) : 

“The bill takes no authority from State commissions, and is so drawn as to 
complement and in no manner usurp State regulatory authority, and contains 
provisions for cooperative action with State regulatory bodies.” 

It also significantly stated (id. 3): 

“The bill provides for regulation along recognized and more or less standard- 
ized lines. There is nothing novel in its provisions, and it is believed that no 
constitutional question is presented.” 

I submit that the committee would hardly have said that the legislation 
contained “nothing novel” and provided for regulation along “recognized and 
more or less standardized lines” if.it had believed that it was for the first time 
extending public utility regulation to the business of producing natural gas 
which is a high risk, competitive business having none of the characteristics 
of a publie utility. It differs radically from the business of the interstate trans- 
mission companies which consist chiefly of providing a transportation service and 
which closely resembles the industries historically regulating as public utilities. 

There were no hearings in the Senate on the bill, as the Senate report adopted 
and reprinted the House report on H. R. 6586. (See S. Rept. 1162, 75th Cong., 
1st sess.) 


(d) The Debates 


H. R. 6586 was passed by both Houses of Congress without extensive debate, 
the bill being described in both Houses as noncontroversial in nature (81 
Congressional Record 6726; 83 Congressional Record 8347). The debates re- 
flect the same views about the purpose and scope of the legislation that were 
expressed in the earlier stages of the legislative history. Thus, the bill was re- 
garded as directed at the practices of the interstate transmission lines that were 
engaged in moving gas by pipeline from the producing fields to the consuming 
markets, The bill’s sponsors made this point specifically in their descriptions 
of the bill and referred particularly to the necessity for Federal regulation of 
the prices charged by the interstate transmission companies at the city gates 
(81 Congressional Record 9315 (1937)). There was no reference in the debates 
to any problems created by the activities of independent producers or gatherers 
and no assertions that the bill was intended to regulate their activities or the 
prices that they charged in the field for gas they produced or gathered. The 
House was told that the “only provision in the bill which seems to look to the 
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conservation of the natural-gas resources of the country is that contained in 
the provision relating to the State compacts (sec. 11)” (81 Congressional Record 
6726 (1937)). In Federal Power Commission v. Panhandle Eastern Pipe Line 
Co. (837 U. 8. 498, 512, note 16) the Supreme Court pointed out that in 1937 
while Congress was considering the passage of the Natural Gas Act, another 
bill was introduced in both Houses of Congress which would have extended the 
authority of the Federal Power Commission “to the procurement of natural gas” 
for interstate transmission. The Supreme Court commented, ‘The provisions 
of this bill, however, failed of adoption; instead Congress enacted section 1 (b) 
with its specific exemptions from the coverage of the act.” 

In the House, the chairman of the House Committee on Interstate and Foreign 
Commerce, took the lead in presenting the bill. He stated that the report of the 
Federal Trade Commission provided the “statistical background that gives the 
setting for this legislation’: that “the city-gate rates in an interstate shipment 
could be controlled by the Federal Power Commission under this bill” and that 
the “State commission does not have that power now”; that “this bill takes 
nothing from the State commissions”; and that the bill “does not apply to the 
production and gathering of gas” (S81 Congressional Record 6721). 

Other members of the committee that reported the bill repeated and enlarged 
upon the same themes. It was said that the “State commissions have had no 
power over the interstate activities of the pipeline companies” (id. 6726) and 
that they were “charging what they please at the city gate” (id. 6724). Congress- 
man Halleck of Indiana explained that “in many instances the transportation 
company, transporting in interstate commerce, has charged a rate which is 
higher than is deemed fair and reasonable” (id. 6723). Another proponent of 
the bill stated its purpose as follows (id. 6726) : 

“Tt gives the Federal Power Commission power to fix the cost of the transpor- 
tation of natural gas shipped in interstate commerce and the wholesale price 
which may be charged for it at the consuming centers.” 

In the Senate, where there was even less debate than in the House, the scope 
of the legislation was similarly explained. The chairman of the Committee on 
Interstate Commerce, in explaining the bill, said (id. 9312) : 

“Mr. WHEELER. It does not attempt to regulate the producers of natural gas 
or the distributors of natural gas; only those who sell it wholesale in interstate 
commerce. 

* * * * * * * 
“Mr. Austin. Is the bill limited in its scope to the regulation of transportation? 
“Mr. WHEELER. Yes; it is limited to transportation in interstate commerce, and 

it affects only those who sell gas wholesale.” 

At a later point in the debate, Senator Wheeler framed the problem to which 
the bill was directed as follows (id. 9314) : 

“The purpose of the bill is to help the State commissions and the people of the 
country find out what is the cost of transporting natural gas to the larger cities. 
such as Detroit, Chicago, Cleveland, and New York City. It does not do any good 
to give the Illinois commission the power to regulate the price of gas in the city 
of Chicago if they can be held up—and that is all that it is—by pipeline companies 
which ship the gas to Chicago and be told, ‘it is going to cost the city of Chicago 
so much at wholesale for this gas.’ What good does it do the people of Chicago 
if they cannot reach the wholesale price, and do something to regulate the pipeline 
companies which transport the gas into the city of Chicago?” * 


8 Congressman Halleck explicitly stated that the bill would authorize regulation of the 
prices at the city gates in the following passage (id. 6723) : 

“In the past few years the interstate transportation of gas in large pipelines at high 
pressure had been growing by leaps and bounds. Gas is brought from the producing areas 
in these pipelines and sold at the city gates to the public utilities which distribute the gas 
to the consumers. It is obvious the distribution of the gas by the local distributing com- 
pany is subject to State regulation and the interest of the consumers are protected by 
State regulation. However, the transportation of gas in interstate commerce in the pipe- 
lines and its sale to the distributing companies for resale is not subject to State regulation, 
and as a result, we have had a situation under which the price charged the distributing 
company at the city gate has been fixed wholly by the judgment, discretion, or action of 
the interstate company. It is charged that in many cases that price is excessive. This 
bill seeks to regulate those prices.” 

‘In voicing agreement with Senator Wheeler, other Senators expressed the problem in 
similar terms. See 81 Congressional Record 9315. 

“* * * As the Senator says, when an effort is made to regulate the price of gas, we 
will say. by way of illustration, in Terre Haute, Ind., just across the Illinois line. as far 
as the Public Service Commission of the State of Indiana can go is to ascertain what the 
wholesale price is to the gas company in Terre Haute. That may be 50 or 60 cents a 
thousand; but when they say, ‘Produce your contract and let us look into the cost of 
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Il. THE NATURAL GAS ACT 


The intention to confine the regulation to the interstate transmission companies 
and to exelude producing and gathering, including field sales, from regulation 
would appear apparent on the face of the statute. Section 1 (a) of the act 
deseribes the business to be regulated in terms that are applicable to interstate 
transmission and not to producing and gathering. Section 1 (b) says it shall 
apply to transportation and sales “in interstate commerce.’ The concluding 
clause of section 1 (b) expressly excludes “production or gathering” from regu- 
lation. 

Subsequent sections of the statute defining the regulatory powers conferred 
upon the Federal Power Commission provide additional support for this inter- 
pretation of the words. The description of these powers shows that they are 
designed to apply to the interstate transmission companies and not to producing 
and gathering. 

For example, the rate regulation prescribed in sections 4, 5, and 6 of the 
act provides for the traditional form of public utility regulation—a kind of 
regulation that historically has been applied to common carriers and to electric, 
gas, and similar public utilities. These sections cover in the classic language 
of utility legislation the matter of rates and charges. The words used in these 
sections set standards for ratemaking which are appropriate to the transpor- 
tation services performed by the interstate transmission companies but which 
would be inappropriate and unsuitable to the economic problems and special 
characteristics of producing and gathering natural gas. They are words which 
would normally and naturally be applied to regulation of the cost of trans- 
portation or other services; they are inconsistent with the idea of regulating 
a production or mining industry such as producing and gathering natural gas. 

The conclusion drawn from the ratemaking powers conferred upon the Com- 
mission is strengthened by an examination of the provisions of the act author- 
izing the Commission to deal with facilities and service. Those provisions, found 
in section 7 of the statute, are expressed in words that are applicable to the 
business of the interstate transmission companies but not applicable to the 
business of producing and gathering.’ These provisions cannot be construed as 
giving the Commission any authority whatsoever over the facilities used or the 
service performed in the course of production and gathering. The Supreme 
Court rejected such a suggestion in Federal Power Commission v. Panhandle 
Eastern Pipe Line Co. (337 U. 8S. 498). This limitation on the Commission’s 
authority is of substantial significance in the present discussion. The sale of 
gas by an independent producer or gatherer involves more than a price or rate. 
It also involves such matters as the availability of facilities and continuity of 
service. If Congress had intended to regulate the business of independent pro- 
ducers or gatherers, it would hardly have authorized regulation of one aspect 
of that business, i. e., the prices charged in sales, and at the same time denied 
authority to regulate an equally important aspect of sales, i. e., facilities and 
service. The fact that the latter power is no conferred is persuasive evidence 
that the statute was not intended to authorize regulation of any aspect of the 
business of independent producers or gatherers. 

Notwithstanding this evidence to the contrary, the Supreme Court in the 
Phillips case said that by the language used in section 1 (b) of the Natural Gas 
Act Congress expressed its intent to regulate independent producers. The lan- 


getting that gas to the gateway at Terre Haute, Ind. ;’ the company replies: ‘Oh, no; that 
is interstate commerce, and you cannot enter into that field.’ 

“Therefore, as the Senator has pointed out, our Public Service Commission cannot deter- 
mine whether or not the poonte of Terre Haute are being charged a fair rate for their gas, 
because 3 cannot determine the fairness of the wholesale rate that is charged at the gate 
at Terre Haute.”’ 

°Thus see. 7 (a) gives the Commission authority to direct a natural-gas company to 
extend or improve ‘‘its transportation facilities’ and to direct the establishment of a 
“physical connection” of the “transportation facilities” of a natural-gas company with the 
facilities of “any person or municipality engaged or legally authorized to engage in the 
local distribution of natural and artificial gas to the public.” Sec. 7 (b) requires Com- 
mission consent for the abandonment of “facilities subject to the jurisdiction of the Com- 
mission, or any service rendered by means of such facilities.”” Sec. 7 (c), as originally 
enacted provided that no natural-gas company could, without obtaining a certificate of 
convenience and necessity, undertake “the construction or extension of any facilities for 
the transportation of natural gas to a market in which natural gas is alrea y being served 
by another natural-gas company.” In 1942 subsec. (c) was amended so as to provide 
senerally that no natural-gas company shall engage in the transportation or sale of gas 
Subject to the jurisdiction of the Commission or undertake the construction or extension 
of any facilities therefor without a certificate of convenience and necessity. 
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guage relied on by the Court and by those who have favored jurisdiction by the 
Federal Power Commission over independent producers, is the term “sale in in- 
terstate commerce for resale.” Considered in its widest application, that term 
may be broad enough to encompass the sale by a producer to a pipeline company 
which thereafter transports the gas to another State and resells the gas to a 
distributor. I do not believe, however, that Congress used that term for that 
purpose. That term was inserted in the Natural Gas Act because of problems 
entirely unrelated to the regulation of independent producers and without any 
thought that such language would ever result in such regulation. 

The language of H. R. 11662, which was the first bill considered in the passage 
of the Natural Gas Act, did not use the term “sale in interstate commerce for 
resale.” H. R. 6586, which ultimately became the Natural Gas Act, did use that 
term. In the Phillips case, the proponents of jurisdiction over independent pro- 
ducers argued that the change in language reflected not only a change in wording 
but a change in philosophy as well—that somewhere between the two bills Con- 
gress determined to regulate independent producers and accordingly changed the 
language in the bill. That view was apparently adopted by the Supreme Court 
in the Phillips case. There is nothing in the hearings before the congressional 
committees or the committee report, however, which substantiates that supposed 
change in purpose. There is nothing which would indicate that the testimony of 
Mr. DeVane had been repudiated or discarded or that the supporters of H. R. 
6586 intended that bill to affect independent producers to any greater degree 
than Mr. DeVane’s testimony on H. R. 11662 had indicated. 

The supposed change in purpose must rest solely upon the difference in lan- 
guage and not upon any expressed desire or need to regulate independent pro- 
ducers. If anything, the bills considered subsequent to H. R. 11662 broadened 
the scope of the exemption for independent producers by adding the word “gath- 
ering.” H. R. 11662 had exempted only “production.” 

As a matter of fact, the difference in language between the various bills was 
brought about by problems which had nothing to do with independent producers. 
In changing the language of section 1 (b) of the proposed bills, Congress not 
only did not intend to broaden the jurisdiction of the Federal Power Commis 
sion but, I believe, had not the slightest thought that the different language 
would have any effect upon independent producers. 

The change in language grew out of testimony in the hearings on H. R. 11662 
and H. R. 4008. The language of H. R. 11662 was criticized on the ground that 
basing the Commission’s jurisdiction upon gas in high-pressure mains, which was 
the language used in that bill, might result in Federal regulation of some dis- 
tributors who made sales to consumers at high pressure. Apparently to satisfy 
this objection, the language of section 1 (b) was changed when H. R. 4008 was 
introduced, deleting the reference to gas in high-pressure mains and substituting 
“the sale of natural gas at wholesale to the public.” That language also met 
with some objections, however, again wholly unrelated to independent producers. 
Testifying before the House committee, Mr. H. R. Booth, acting counsel for the 
Illinois Commerce Commission, expressed the fear that the language of H. R. 
4008 might not give the Federal Power Commission jurisdiction over sales by 
one transporter to another. He pointed specifically to the situation at Chicago, 
where there were sales between affiliated transmission companies before the gas 
was sold to the local distributor. He requested that there be no loophole in the 
bill whereby these sales between transporters could escape regulation. He 
suggested that the language be further modified so that it would apply to all 
sales in interstate commerce at wholesale for resale, so that it would cover the 
transactions between the Natural Gas Pipeline Co. and the Chicago District 
Pipe Line” (hearings on H. R. 4008, p. 46). 

There was no suggestion by him or anyone else that the purpose of the change 
was to extend the jurisdiction of the Commission to independent producers. 

In making the revisions requested, I submit that Congress had no thought 
that the term “sale in interstate commerce for resale” would be broad enough 
to apply to independent producers. This was because Congress undoubtedly 
felt that a sale by a producer, within the same State in which the gas was pro- 
duced, was not a sale in interstate commerce, even if the pipeline company later 
transported the gas in interstate commerce. I do not mean by this that the 
Members of Congress were ignorant of the law; many Members of Congress and 
some of those on the congressional committees were eminent lawyers who had 
given up successful law practices to serve in Congress. But the law as to what 
constitutes a sale in interstate commerce was not then crystallized. Most of the 
broadening of the power of Congress under the commerce clause has come from 
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decisions handed down by the Supreme Court since 1938. Even today, there are 
proceedings pending before the Commission to determine whether certain types 
of sales are “in interstate commerce,” so that this question is still subject to 
vigorous debate. 

At the time of the hearings on the bills which became the Natural Gas Act, 
there were perhaps a few decisions which portended the broad sweep of the 
power of Congress under the Commerce clause. But the great majority of 
lawyers would have advised their clients that such a sale would not be in 
interstate commerce. The decision of the Supreme Court in Champlin Refining 
Company v. Corporation Commission of Oklahoma (286 U. S. 210), for example, 
tended to indicate that such sales would be considered a part of production, 
and therefore local and not yet in interstate commerce. Even Mr. deVane, in 
a memorandum which he prepared in support of the constitutionality of H. R. 
11662 and which was filed with the House committee (hearings H. R. 11662, 
pp. 12-16), did not indicate that sales by independent producers would be in 
interstate commerce. If anything, he left the impression that they would not be. 
The thoroughness of that memorandum indicates that if he had had any thought 
that such sales might be in interstate commerce, he would have discussed that 
question. 

It was not until the decision of the Supreme Court in 1946 in Interstate Natural 
Gas Company v. Federal Power Commission (331 U. 8S. 682), that the Court 
first determined that sales of gas within the State where produced could be 
sales in interstate commerce. Even at that late date, the Court found it 
necessary to devote half of its opinion to resolving that one question. 

With the doubt existing that sales by independent producers would be in 
interstate commerce, Congress had no hesitation in the use of the term “sale 
in interstate commerce for resale.” Such term did not require explanation 
to show independent producers were to be exempt from the jurisdiction of the 
Commission. As Congress viewed it, independent producers were not included 
within the scope of that term and so exemption was not required. This is made 
clear by the language in the House report that the exemption of production and 
gathering was “not actually necessary, as the matters specified therein could 
not be said fairly to be covered by the language affirmatively stating the juris- 
diction of the Commission.” (H. Rept. 709, 75th Cong., 1st sess., p. 3.) Never- 
theless, to be doubly sure, and possibly in anticipation of the fact that some 
producing fields might cross State lines, Congress expressly exempted production 
and gathering. 

We have a situation, therefore, where words used by Congress which were 
thought to exclude a certain business have been construed to constitute an intent 
to include the very business which was thought to be excluded, as a result of the 
changing concepts of constitutional law. The bill which is presently before you 
is designed to define the term “sale in interstate commerce for resale” in words 
which will convey the thought that was originally intended. And so defined, 
the control of production and gathering will be returned to the States, the place 
where Congress thought it would remain at the time the Natural Gas Act was 
passed. 

III. EVENTS SUBSEQUENT TO THE ACT 


(a) The Federal Power Commission 


From the date of the passage of the Natural Gas Act in 1938 until the issuance 
of its order 174 on July 16, 1954, a period of 16 years, the Federal Power Com- 
mission has consistently construed the act in a long line of decisions as not 
authorizing the regulation of sales by independent producers. The first case 
to present this question came before the Commission just 2 years after the act 
was passed. In the Matter of Columbian Fuel Corporation (2 F. P. C. 200), 
decided June 29, 1940. In that case Columbian was engaged in producing and 
gathering natural gas and selling and delivering the gas at the termini of its 
gathering lines to an interstate transmission company. The question was 
whether the Commission was authorized by the statute to regulate these sales. 
In the words of the Commission the issue was “whether the Natural Gas Act 
confers on the Federal Power Commission jurisdiction over a company engaged 
solely in the production and gathering of natural gas when such company is also 
engaged in the sale of such gas in interstate commerce.” 

After a review of the terms of the statute and its legislative history the 
Commission, with one member dissenting, concluded that Congress intended to 
regulate only pipeline companies and that it was (id. 208): “not the intention 
of Congress to subject to regulation under the Natural Gas Act all persons 
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whose only sales of natural gas in interstate commerce, as in this case, are made 
as an incident to and immediately upon completion of such person’s production 
and gathering of said natural gas and who are not otherwise subject to the 
jurisdiction of this Commission.” 

It is noteworthy that the 3 of the 4 Commissioners who joined in this decision 
were members of the Federal Power Commission at the time the Natural Gas 
Act was passed and that 1 of the 3 (Commissioner Seavey) had been designated 
by the Commission to assist the congressional committees in drafting the bills 
that ultimately resulted in the passage of the statute.® 

Other decisions by the Commission to same effect are: Repollo Oil Co. (2 
F. P. C. 1004 (1941) ; Sinclair Prairie Oil Co. (2 F. P. C. 1009 (1941) ) ; The Fin- 
Ker Oil and Gas Production Co. (6 F. P. C. 92 (1947) ) ; Tennessee Gas and Trans- 
mission Company and the Chicago Corporation (6 F. P. C. 98 (1947) ) ; Kansas- 
Nebraska Natural Gas Co., Inc. (6 F. P. C. 664 (1947)); R. J. and D. EB. Whelan 
(6 F. P. C. 672 (1947)) ; Hassie Hunt Trust (6 F. P. C. 835 (1947) ) ; Sinelair 
Prairie Oil Co. (6 F. P. C. 1059 (1947) ) ; La Gloria Corp. (7 F. P. C. 349 (1948) ) ; 
The Superior Oil Co. (7 F. P. C. 627 (1948)); and Phillips Petroleum Co. 
((1951), 40 F. P. C. 246). 

In this last opinion the Commission said (266): “In no case in its history 
has this Commission held that the act gives it jurisdiction over a company solely 
by reason of its movement of gas in interstate commerce or sales in interstate 
commerce for resale, where such movement or sales take place in the process 
of production or gathering.” 

In connection with its natural gas investigation, docket No. G—580, the Com- 
mission released its staff report on section 1 (b) of the Natural Gas Act with 
reference to production and gathering (March 1947) in which at page 3 it is 
stated: 

“The exemption (in sec. 1 (b)) is complete and would clearly seem to exclude 
from regulation under the act sales made incident to or immediately upon the 
completion of production or gathering and before interstate transportation 
begins.” 

And, after discussing the legislative history of the act, it proceeds (id. 12): 
“Specifically, it was understood as the act took final shape that arm’s-length 
sales made by producers or gatherers who are not natural-gas companies and 
do not move gas beyond the point where gathering is completed were to be exempt 
from regulation under the act.” 

It is also observed (id. 41): ‘“‘However, since the conclusion herein is that 
the act, both as to its intent and the language of section 1 (b), is already definite 
on the point (that sales by independent producers are exempt), there would 
seem to be no fundamental need for an amendment of the act * * *” 

And, finally, in referring to the adoption of procedure to contirm the meaning 
of section 1 (b), the staff recommended that it should be made clear that (id. 
41): “All activities, including sales made at arm’s length, by those who 
only produce, gather, or process natural gas prior to its transportation or sale 
by others for resale in interstate commerce, are exempt from the jurisdiction 
under the provisions of the Natural Gas Act.” 

The staff report of March 1947 contains a section on publne statements by the 
Commission (24-26) wherein is reproduced, among others of the same tenor, a 
letter dated December 30, 1944, from the Commission to Gov. Andrew F.. Schoep- 
pel, then chairman of the Interstate Oil Compact Commission, wherein it is 
said (24): 

“We wish to assure the representatives of all the gas-producing States that 
the Federal Power Commission has no desire to extend its jurisdiction to cover 
the production of natural gas or otherwise invade what are properly regarded 
as the functions of the conservation authorities of the several States * * *” 

On August 7, 1947 (shortly after the Supreme Court decided Interstate Natural 
Gas Co. v. F. P. C. (331 U. S. 682), in which the Court used language which some 
people feared might subject sales by independent producers to Federal regula- 
tion under the act), the Commission issued its order No. 139 in docket No. R-106, 
in which it announced that it would: “* * * construe the exemption contained 
in section 1 (b), to the effect that the provisions of the act shall not apply to 
the production or gathering of natural gas, as including arm’s-length sales of 
natural gas by independent producers and gatherers, made during the course 
or upon completion of production and gathering. * * * so that there may be n0 


®Deane, Highlights of Legislative History of the Federal Power Act of 1935 and the 
Natural Gas Act of 1938 (14 Geo. Wash. L. Rev., pp. 30, 39 (1945) ), re Phillips Petroleum 
Co. (1951, 10 F. P. C. 246, 267). 
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basis for misunderstanding or continuing expressions of fear and uncertainty 
regarding this matter, which is noncontroversial. The Commission gives its 
assurance to independent producers and gatherers of natural gas that they can 
sell at arm’s length and deliver such gas to interstate pipelines and can enter 
into contracts for such sale without apprehension that in so doing they may 
become subject to assertions of jurisdiction by the Commission under the Natural 
Gas Act. 

“The rule herein has this specific purpose and is issued at this time because 
the Congress has not yet reaffirmed such exemption by amending the act. It is 
also our intention, in keeping with the position heretofore taken, to continue to 
recommend to the Congress that it take appropriate clarifying legislative action 
regarding this matter.” 

However, apparently in view of the proceeding then pending before the Com- 
mission to determine whether it had jurisdiction of the rates being charged by 
Phillips Petroleum Co., the Commission revoked the foregoing order 139 on 
July 11, 1950, by the issuance of order No. 154. 

Thereafter, however, on August 16, 1951, the Commission decided Re Phillips 
Petroleum Co. (10 F. P. C. 245), again holding: “The facts of this case convince 
us that we have no jurisdiction over Phillips. We find that its operations, so far 
as relevant, consist of production and gathering, or incidents of or activities 
related to these functions, thus requiring their inclusion within the act’s exemp- 
tion. 

The Commission thereafter itself argued the Phillips case before the Supreme 
Court in an unsuccessful attempt to have its conclusion upheld. 

The Commission for many years has required interstate pipelines, in applying 
for certificates of public convenience and necessity, to submit copies of the con- 
tracts under which they purchase gas in the field, as evidence of reserve. And 
in rate cases involving these pipeline companies the Commission has repeatedly 
accepted as operating expenses of the pipelines, the prices actually paid by them 
to producers and gatherers for their gas. Despite these full disclosures over the 
years, the Commission had not attempted, until after the Supreme Court deci- 
sion on June 7, 1954, in the Phillips case, to regulate the producers or gatherers. 

This consistent construction of the jurisdictional provision of the act by the 
administrative agency designated to carry its provisions into effect, is of utmost 
significance. This is particularly true when it appears that 3 of the 4 Commis- 
sioners who decided in the Columbian Fuel Corp. case, 2 years after the 
act became effective, that the sales by independent producers were not covered 
by it, were also in office when the act was passed. In fact, 1 of those 3 Commis- 
sioners had presented testimony for the Commission before the House Com- 
mittee.” 

Since the decision by the Supreme Court on June 7, 1954, in Phillips Petroleum 
Co. v. Wisconsin, et al., the members of the committee are no doubt aware of 
the 174 series of orders* issued by the Federal Power Commission. The effect 
of these orders is to bring independent producers under complete control of the 
Commission by freezing their prices as of June 7, 1954, requiring the filing of 
rate schedules and obtaining of certificates of public convenience and necessity. 
In a brief recently filed by counsel for the Commission staff, it is contended 
that the Phillips decision requires the Commission to take jurisdiction over all 
sales for resale in interstate commerce, whether occurring at the wellhead or 
elsewhere. Independent producers are told they cannot terminate their con- 
tracts, even though the right to do so is expressly conferred, unless the Commis- 
slon agrees, that they cannot abandon service or facilities unless the Commission 
lirst consents unless they prove that they must do so to comply with a valid 
conservation order of a State agency. And, of utmost importance, price clauses 
in existing contracts are not permitted to operate without prior applications for 
price increases to the Commission. 

These Commission orders have caused untold confusion in the gas industry. 
Many lawsuits have been filed challenging their validity. In the meantime, many 
producers are withholding their gas from interstate outlets until the atmosphere 
is Cleared and they have some assurance of getting fair market value for their 
sas. H. R. 4560 will accomplish that end and permit this essential industry to 
resume normal functioning with the consumer assured of ample supply oi gas 
il a reasonable price. 

LL 

‘See footnote 6. 

_ Order 174 issued July 16, 1954; order 174—A issued August 6, 1954; and order 174—B 
issued on December 17, 1954. 
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(b) Action before Congress and the courts 

Briefly, the legislative history dealing with the jurisdictional scope of the act 
is as follows: 

(1) 1947—Rizley bill passed by the House (H. R. 2185 becoming H. R. 4051). 

(2) 1949—Harris bill passed by the House. 

(3) 1950—Kerr-Harris bill passed by both Houses, but vetoed by President 
Truman. 

These bills were all designed to prevent the courts from giving to the Natural 
Gas Act the interpretation placed upon it on June 7, 1954, by the Supreme Court 
in the Phillips Petroleum case. In short, the House has said so three times, and 
the Senate once. And, as Justice Clark summed it up in his dissenting opinion 
in the Phillips case: 

“The Court has acted contrary to the intention of Congress, the understanding 
of the States, and that of the Federal Power Commission itself.” 

And he could have well added, “all the independent producers in the gas 
business.” 

On August 3, 1946, by a divided court, the Circuit Court of Appeals for the 
Fifth Circuit decided the case of Interstate Natural Gas Co. v. FPC (156 F. (2d) 
949), holding that the price at which Interstate sold gas in other natural-gas 
companies was subject to regulation by the Commission. Interstate was itself 
a natural-gas company under the act. The sales in question had previously been 
declared not subject to regulation by the Louisiana Public Service Commission, 
because they were sales in interstate commerce. Some of the language employed 
in the majority opinion caused uncertainty in the minds of some as to the pos- 
sible effect of the decision upon the production and gathering exemption of the 
act. The disturbing language was (951): 

“We think (Interstate’s) difficulties in construction and interpretation arise 
out of the fact that * * * it tries to read the exception with respect to produc- 
tion or gathering as an exception to sales.” 

Of equal concern to the industry was the position taken by the Commission 
when it filed its brief in the October 1946 term of the Supreme Court in opposi- 
tion to Interstate’s petition for certiorari. The Commission quoted with ap- 
proval from the language of the lower court and then also said: 

“The act clearly provides that a sale in interstate commerce of natural gas for 
resale for ultimate public consumption is a transaction to which the act “shall 
apply” whereas the actual production or gathering of natural gas is an activity to 
which the provisions of the act “shall not apply.” To give effect to the whole, 
as the principles of construction require, the two activities must be interpreted 
as being mutually exclusive and not that the second nullifies the first.” 

However, when the Commission filed its brief on the merits in April 1947, there 
was no repetition of this interpretation of section 1 (b). Instead, there was 
emphasis upon the substance of the Commission’s findings that Interstate “was 
engaged in transporting the gas here involved after it had been gathered but 
prior to the sale”; that one of the disputed sales was to an affiliate; that Inter- 
state was admittedly a “natural-gas company” by reason of sales other than those 
in dispute and thus subject to Commission regulation anyway; and that these 
considerations distinguish the Interstate case from the decisions in Columbian, 
Billings, and Peoples (prior Commission decisions), the brief concluding that: 

“A careful analysis of the facts of these three cases and of the present case 
shows that the Commission has never sought to extend its jurisdiction over the 
sales of natural gas made by independent producers and gatherers, but only 
over sales made by one otherwise a natural-gas company or where affiliation 
between seller and purchaser is involved or where there is transportation in 
interstate commerce by the seller after completion of gathering prior to the 
wholesale sale.” 

Realization of the possible impact of the fifth circuit’s opinion caused mount- 
ing fears among independent producers and gatherers, so far untouched by Con- 
mission regulation. In turn, came a rapid succession of allaying moves. 

Thus, in February 1947, several bills were introduced in Congress which, gel- 
erally speaking, would have nullified the effect of the fifth circuit’s opinion by 
amending the Natural Gas Act so as, among other things, specifically to deny 
jurisdiction to companies engaged only in the production and gathering of natural 
gas and its sale to companies transporting for resale out of State.°® 


°H. R. 2185, H. R. 2235, H. R. 2292, and S. 734, all 80th Cong., 1st sess. (1947). For 
a listing of subsequently introduced bills and relevant hearings, see re Phillips Petroleum 
Co. (10 FPC 246, 268, n. 32 (1951)). 
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Shortly. thereafter, on March 6, 1947, the Commission released certain portions 
of its Staff Report on Natural Gas Investigations, Docket No. G-—580, to which 
I have previously referred (p. 23). 

On April 10, 1947, the Commission submitted to Congress its reports” on the 
aforementioned bills introduced in February 1947, saying that their enactment at 
that time would be premature since some of the G-580 staff reports had been re- 
leased for industry comments, since others had not been completed, and since 
the views of the Commission had not yet been formulated with respect to the 
matters being investigated. It was also pointed out that the Interstate case 
was pending in the Supreme Court. 

During May 1947, while the foregoing proposed amendments to the act were 
pending in Congress and with relevant House and Senate hearings partly com- 
pleted, the Commission acted in several jurisdictional proceedings, some pending 
for years." Each of its orders disavowed jurisdiction over arm’s-length sales 
by producers and gatherers to unaffiliated interstate pipeline companies. One of 
them expressly relied on Columbian and distinguished Interstate.” 

On May 27, 1947, the Commission issued a notice of proposed rulemaking, 
whereby section 1 (b) would be interpreted as exempting from its jurisdiction 
arm’s-length sales made by producers and gatherers to interstate transmission 
pipeline companies. 

Not long afterward, on June 16, 1947, the Supreme Court handed down its 
decision in the Interstate case, unanimously affirming the Commission's juris- 
diction over that company’s sales (331 U. 8. 682). However, in so doing, the 
Court said: 

“Clearly, among the powers thus reserved to the States is the power to 
regulate the physical production and gathering of natural gas in the interest of 
conservation or of any other consideration of legitimate local concern. * * * 
It was the intention of Congress to give the States full freedom in these matters. 
Thus, where sales, though technically consummated in interstate commerce 
are made during the course of production and gathering and are so closely 
connected with the local incidents of that process as to render rate regulation 
by the Federal Power Commission inconsistent or a substantial interference with 
the exercise by the State of its regulatory functions, the jurisdiction of the 
Federal Power Commission does not attach.” 

Within a week after the Interstate decision, the Commission on June 23, 1947, 
unanimously submitted to Congress a proposal to exempt those engaged only 
in the production and gathering of natural gas and sale thereof to transporters 
in interstate commerce.” A week later, in analyzing a committee print of 
proposed amendments based on one of the bills introduced in February, H. R. 
2185, which contained a number of provisions additional to those exempting 
independent producers and gatherers, the Commission on July 1, 1947, urged 
postponement of action “except with respect to the one pressing matter of inde- 
pendent production and gathering.” ** 

A few days later, H. R. 4099, with provisions substantially the same as those 
contained in the Commission’s proposal, was introduced by Congressman Priest 
on July 7, 19472° Three days later, the Commission unanimously urged enact- 
ment of this bill “to make it perfectly clear that independent producers and 
gatherers of natural gas are exempt from provisions of the Natural Gas Act,” 
dispelling the uncertainty “created following the recent decision of the Supreme 
Court in the Interstate case.” ** On the following day, July 11, 1947, the House 
passed H. R. 4051, a modified version of the bills originally introduced in Febru- 
ary,” having on the floor rejected H. R. 4099, as a substitute.* But further 
action failed when the Senate Committee on Interstate and Foreign Commerce 
refused to report out S. 734, one of the bills introduced in February, and a 
companion bill to H. R. 2185. 


., Hearings before the House Committee on Interstate and Foreign Commerce on H. R. 
2185 et al., 80th Cong., 1st sess.. pp. 10-12 (1947). 

_" Re The Fin-Ker Oil and Gas Production Company (6 FPC 92 (1947)); re Kansas- 
Ne braska Gas Co., Inc., et al. (6 FPC 664 (1947)); re R. J. and D. E. Whelan (6 FPC 
S72 (1947)): re Tennessee Gas and Transmission Company and the Chicago Corpora- 
tion (6 FPC 98 (1947)). 

. Re The Fin-Ker Oil and Gas Production Company (6 FPC 92, 95-97 (1947)). 

4 See hearings before a subcommittee of the House Committee on Interstate and For- 
eign Commerce on H. R. 79 et al.. 81st Cong., Ist sess.. pp. 4-5 (1949). 

_ ‘See hearings before a subcommittee of the Senate Committee on Interstate and For- 
elgn Commerce on §. 734 et al., 80th Cong., 1st sess., p. 95 (1947). 

io oth Cong., Ist sess. (1947). 

. pee hearings, note 14, p. 5. 

. 22d Congressional Record 8751 (1947). 

Id. at 8749 (1947). 
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On August 7, 1947, by general rule in Order No. 139, to which I have previously 
referred, page 24, the Commission stated that it would not assert jurisdiction 
over sales by independent producers. 

By February of 1948, there appeared to have developed a split in the then 
four-member Commission. This became apparent during the 2d session of the 
80th Congress in hearings held on H. R. 4051, the bill passed by the House, before 
a subcommittee of the Senate Committee on Interstate and Foreign Commerce, 
Commissioners Smith and Wimberly subscribed to certain proposed amendments 
of the act which, among other things, would make clear the exemption of inde 
pendent producers and gatherers.” Commissioners Draper and Olds, on the 
other hand, took the view that no amendment of the act was needed and further 
that jurisdiction over interstate sales by independent producers and gatherers 
was clear and should be retained and exercised when warranted by unreasonable 
rate charges to interstate transporters.” 

Legislative efforts having failed in the 80th Congress, little time was lost in 
resumption of the battle in the 81st Congress.” A number of different bills 
received attention, including Senate hearings on the Kerr bill, 8. 1498.” Finally, 
there was favorably reported an amended version of the bill which would clearly 
exempt independent producers and gatherers. On March 29, 1950, this bill 
finally passed the Senate as an amendment to H. R. 1758.% And on March 31, 
1950, the House passed H. R. 1758 as amended by the Senate.” 

But on April 15, 1950, it was vetoed by President Truman.” 

On August 22, 1951, the Federal Power Commission handed down its opinion 
in In the Vatter of Phillips Petroleum Co. (10 F. P. C. 246), holding that Phillips’ 
sale of gas at the outlet of its processing plant to interstate transmission com- 
panies was covered by the production and gathering exemption of section 
1 (b) of the statute and that, therefore, Phillips was not a natural gas company 
and its rates for such sales were not subject to regulation by the Commission. 

Several of the intervenors appealed this decision to the United States Court 
of Appeals for the District of Columbia and on May 22, 1953, that court by a 
2-to-1 split reversed the Commission and held that the production and gathering 
exemption of the statute did not apply to these sales (State of Wisconsin etal. v. 
KF. P. C., 205 F. (2d) 706). On June 7, 1954, the Supreme Court, in a 5-to-3 
decision (Mr. Justice Jackson was absent) affirmed the Court of Appeals, holding 
that the production and gathering exemption did not apply to these sales. 

Mr. Justice Douglas dissented on the ground that the sales were integral parts 
of production and gathering which were excluded from the statute. He con- 
cluded that the construction given to the statute by the Commission, “¢specially 
since it was contemporaneous” was entitled to great weight. 

Mr. Justice Clark, with whom Mr. Justice Burton concurred, dissented on the 
ground that the legislative history clearly shows the statute was never intended 
to apply to these sales by independent producers. In commenting on the majority 
opinion that “production and gathering” should be restricted to “the physical 
activities, facilities, and properties” used in production and gathering, he 
observed : 

“Such a gloss strips the words of their substance. If the Congress so intended, 
then it left for State regulation only a mass of empty pipe, vacant processing 
plants and thousands of hollow wells with scarecrow derricks, monuments to 
this new extension of Federal power.” 

And he concluded by quoting the words of Mr. Justice Jackson from Federal 
Power Commission v. East Ohio Gas Co. (338 U. 8S. at 490), as follows: 

“* * * observance of good faith with the States requires that we interpret 
this act as it was represented at the time they urged its enactment, as its terms 
read, and as we have, until today, declared it, viz., to supplement but not to sup- 
plant State regulation.” 

That, gentlemen, brings us to H. R. 4560 which you are now considering. 





1° Hearings before a subcommittee of the Senate Committee on Interstate and Foreign 
Commerce on H. R. 4051, 80th Cong., 2d sess. (1948), pp. 98, 131, 132. 

21d. at 148, 150, 198-201. 

21 See comment, 59 Yale L. J. 1468, 1481-1484 (1950). 

2 Hearings before a subbcommittee on the Senate Committee on Interstate and Foreign 
Commerce on S. 1498, 81st Cong., Ist sess. Also hearings before a subcommittee of the 
House Committee on Interstate and Foreign Commerce on H. R. 79 et al., 81st Cong. 
Ist sess. (1949). ; : 

28. Rept. No. 567, to accompany S. 1498, 8ist Cong., Ist sess. (1949). See also 
H. Rept. No. 1140, to accompany H. R. 1758, 81st Cong., Ist sess. (1949). 

296 Congressional Record 4304 (1950). 

2 1d. at 4567-4568 (1950). U 

2 H. Doc. No. 555, 8ist Cong., 2d sess. (1950) ; 96 Congressional Record 5304 (1950). 
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IV. RELIANCE BY INDEPENDENT PRODUCERS ON ACTION BY FEDERAL POWER COMMISSION 


For 16 years following the enactment of the Natural Gas Act, the administra- 
tive body charged with its enforcement has, by its orders, decisions, and public 
pronouncements, consistently announced that it had no jurisdiction over sales by 
independent producers. As a result of this assurance, thousands of independent 
producers of natural gas have entered into untold numbers of long-term contracts 
dedicating their gas to interstate gas transmission companies at prices arrived at 
in arm’s-length transactions in a free and competitive market. With this as- 
surance from the Commission, the independent producers have invested vast sums 
of money in exploring for and developing huge reserves of natural gas now avail- 
able for the ever-increasing consumer markets. By the enactment of this bill, 
the assurance which these producers received for so long from the Commission, 
and upon which they relied, and which has been so suddenly withdrawn from 
them, will be restored, thus inducing these producers to continue the hazard of 
searching for this essential product. 

In conclusion I would like to emphasize that neither regulatory bodies from the 
producing States nor members of the production and gathering segment of the 
gas industry appeared in 1938 in opposition to the bill which became the Natural 
Gas Act, nor did Members of Congress from the producing States interpose any 
objection to it. On the contrary, it was described on the floor of both Houses, 
without objection, as being noncontroversial, as providing for regulation along 
recognized and more or less standardized lines, as containing nothing novel, and 
as presenting no constitutional questions. 

As practical, intelligent lawmakers, you gentlemen know far better than I, 
that had there been the slightest question back in the late 1930’s that this pro- 
posed legislation undertook to regulate the production and gathering end of the 
natural gas business and to subject to Federal regulation on a public utility 
basis the price at which gas could be sold in the field by independent producers, 
end to require that those producers file rate schedules and obtain certificates of 
public convenience and necessity before they could legally sell their gas, I would 
not be here today, and we would not have the rampant confusion now existing 
in the gas business, because the act would never have been passed unless it had 
unmistakably articulated that those phases of the gas business were not covered. 

The adoption of H, R, 4560 will keep faith now with those who kept silent 
then. 


APPENDIX TO STATEMENT OF Davip T. SEARLS IN Support oF H. R. 4560 


COMPARISON OF SECTION 1 (Db) IN H. R. 11662 AND H. R. 6586 


H. R. 11662 died with session June 20, 
1936 (Lea bill 74th Cong., 2d sess.), 
introduced March 6, 1936 
Section 1 (b) : The provisions of this 

Act shall apply to the transportation of 
natural gas in high-pressure mains in 
interstate commerce and to natural-gas 
companies engaged in such transporta- 
tion, but shall not apply to the distribu- 
tion of natural gas moving locally in 
low-pressure mains or to the facilities 
used for such distribution or to the pro- 
duction of natural gas; Provided, That 
nothing in this Act shall be construed to 
authorize the Commission to fix rates or 
charges for the sale of natural gas dis- 
tributed locally in low-pressure mains 
or for the sale of natural gas for indus- 
trial use only. 


H. R. 6586 enacted June 21, 1988 (Lea 
bill 75th Cong., Ist sess.), introduced 
April 22, 1937 
Section 1 (b) : The provisions of this 

act shall apply to the transportation of 
natural gas in interstate commerce, to 
the sale in interstate commerce of na- 
tural gas for resale for ultimate public 
consumption for domestic, commercial, 
industrial, or any other use, and to nat- 
ural-gas companies engaged in such 
transportation or sale, but shall not ap- 
ply to any other transportation or sale 
of natural gas or to the local distribu- 
tion of natural gas or to the facilities 
used for such distribution or to the pro- 
duction or gathering of natural gas. 


Mr. Szarts. As you stated, Mr. Chairman, at the time this hearing 
commenced, the matters before this committee at that time 

The Cuamman. Mr. Searls, will you pardon an interruption? You 
may be seated if you prefer, or if you prefer to stand that is all right. 

Mr, Suarts. I prefer to stand, Mr. Chairman. 
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As you stated, this matter is brought before the committee by reason 
of the Supreme Court decision in the Phillips case or it goes out of 
it, that decision having been rendered on June 7, 1954, and the Federal 
Power Commission, in accordance really with the mandates of the 
Supreme Court soon after that decision, on June 7 of last year, issued 
certain orders. Of course the mandate did not specify the kind of 
orders to be issued, but, nevertheless, we all recognize that the Com- 
mission was required to take action, and those orders have been re- 
ferred to from time to time as, first order 174; then order 174A; and 
then order 174B. 

Under those orders which have been issued by the Commission the 
producer is put on a public-utility basis; that 1s to say, the price at 
which a producer sells his gas is subject to regulation by the 
Commission. 

The producer is required to file a so-called rate or tariff schedule 
with the Commission, like any public uitlity is required to do. 

The producer is required to obtain a certificate of public conveniece 
and necessity and to file application for such a certificate. 

The producer cannot discontinue delivering gas even at the ex- 
piration of his contract, without the consent of the Commission. That 
is, if the contract runs for 20 years, and the 20 years expire, it is the 
Commission’s position under these orders that the producer must 
come in and get the consent of the Commission before he can stop 
delivering gas in accordance with the contractual provisions, and the 
producer also will be required to keep books and records with the 
rules of the Federal Power Commission. 

In other words, under these orders which have been issued by the 
Federal Power Commission, the producer of natural gas is put on 
strictly a public-utility basis and, of course, that is the background 
for the introduction, I am sure, of Congressman Harris’ bill. 

I think Congressman Harris made a very appropriate statement 
when he introduced this bill, when he stated to the House, this is 
not necessarily a Republican proposal; it is not necessarily a Demo- 
cratic proposal; it is the American way, under long-established 
American traditions. 

And then after Congressman Harris made that statement, the chair- 
man recognized that this was an issue which had to be dealt with by 
the committee and by the Congress, and clearly the chairman recog- 
nized that fact, as I understand his remarks, because the Congress 1s 
not willing for such an important matter as this to be determined by 
judge-made law. It should be determined by the representatives of 
the people and by an expression of the legislative will by the Congress. 

The reason for that, certainly is, because here is a producer of a 
basic commodity. Is this producer of this basic commodity to be put 
on the same basis as a public utility? If he is, if that is to be true 
with this producer, why should not it be true with the farmer who 
produces corn; the farmer who produces wheat, cotton ; the coal miner 
who produces coal and produces coke and any other basic commodity! 

And, I think this, as Congressman Harris pointed out, raises the 
question as to whether we are going to change our American way of 
life in a very basic economic concept, and that is to so regulate the 
producer of a basic commodity that he is on a public-utility basis. 

Now, if there is anyone that is engaged in a business that is very 
far removed from a public-utility operation, it is a producer of natural 
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gas. The courts have repeatedly held that a public utility does not 
have the same risk and does not undergo the same hazards of an 
ordinary commercial enterprise, and by reason of that fact, a public 
utility does not get the same rate of return as an ordinary commercial 
enterprise. 

The courts have recognized a public utility does not undergo the 
ups and downs of the economic cycle, because when a public utility 
makes an investment in property, it is expected to have in effect a 
guaranteed rate of return on that investment; but the producer of 
natural gas does not have any of those characteristics of a public 
utility. In fact, it is much more hazardous, and the producer has a 
much greater risk than any commercial enterprise. 

It is difficult to conceive of any business that has a risk and a hazard 
as great as the producers of natural gas. A producer may go out 
and spend $200,000 on a dry hole. That entire amount of money is 
lost, because we know it is only about 1 out of every 8 or 9 wildcats 
that’s productive. 

Therefore, he must take the risk of losing completely all of the 
money that he puts into that well. He may borrow the money he 
puts into the well, and he has got to pay the bank back, and he gets 
nothing in return for his investment. 

Therefore, I say I doubt that there are any producers in this 
country that have the risks and the hazards of a producer of natural 
gas, 

Those hazards have become greater in recent years, just as the cost 
of finding natural gas has grown. General Thompson pointed out 
yesterday in his statement that 1 well was drilled recently and aban- 
doned as a dry hole at a cost of $214 million. 

We have some wells in the gulf coast which do not go down to 
unusual depth, costing $150,000 and $200,000 to drill, and in west 
Texas where the digging is harder, it cost even more money. 

Now, those producers are risking all of the money that they put 
in that well, not knowing whether they are going to get anything in 
return. 

With that character of business, can it be placed on a public-utility 
basis ? 

Now, I think any consideration of this question must certainly be 
considered in the hght of whether the Congress has ever determined 
that the producer shall be a public utility. Has the Congress ever 
expressed legislative will in that regard? And I think if you will 
bear with me briefly, I would like to review some of the events leading 
up to the passage of the Natural Gas Act in 1938, and some of the 
events which have occurred since that time. 

The very predicate and the basis for the Natural Gas Act of 1938 
arose out of the decision in 1924, reported in 265 United States, which 
we refer to as the Kansas Natural Gas Pipeline case. 

Now, in this case, the Kansas Natural Gas Pipeline Co., which was 
in interstate line, delivered gas into Missouri, at the city gate, and so 
the Public Utility Commission of Missouri undertook to regulate the 
price of that gas which that pipeline company was selling to the dis- 
tributing company at the city gate, and the Supreme Court held no, 
they could not do that, because it constituted an interference with 
the intersate clause of the Constitution of the United States. There- 
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fore, they did not have the power to regulate the price of that gas 
being charged by that local distributing company. 

Then 3 years later, in the Attleboro decision, in 1947, in 273 United 
States, the Supreme Court held the same thing in regard to the trans- 
mission of electric energy and the Court held where this transmission 
line crossed State lines, and undertook to deliver electric energy to 
a distributing company, or other companies locally, within the State, 
that there was no control vested in the State to regulate that price. 

Now, as a result of these two decisions by the Supreme Court of 
the United States, the Congress undoubtedly recognized that there was 
a gap in regulation and the gap that they were concerned with—and 
I think this & important, siiaiaomendien gap that they were con- 
cerned with under these decisions was the gap that existed at the 
city gate, because there was no regulation over the price charged by 
the interstate lines to the distributing company. 

So, in the 70th Congress, in 1928, the Senate passed a resolution, 
and the Senate directed the Federal Trade Commission to make an 
investigation; investigation of these natural-gas companies, and also 
these electrical companies and to report back to Congress. 

Well, the Federal Trade Commission took about 7 years to make 
that investigation and it made a very thorough and detailed investi- 
gation, and the Federal Trade Commission filed its report with the 
Senate on December 31, 1935. And, the sum and substance of that 
report was this: That the natural-gas industry was really divided into 
three segments. There was a producing segment; then there was the 
interstate pipeline; and then there was the distributing company. 

And, the Commission pointed out to the Senate that the distributing 
end of the business and the producing end of the business involved local 
activities; but then they concluded that this interstate pipeline, which 
was, the Commission concluded, in effect a monopoly, should be regu- 
lated by the Congress, and the Commission recommended to the Con- 
gress and to the Senate, that some act be passed to regulate the 
interstate pipelines. 

Now it was only a few months after that report filed December 31, 
1935, that Congressman Lea, who was then a member, I believe, of 
this committee, introduced in the 74th Congress, the first session, a 
bill to create, a bill which finally became the Natural Gas Act, with 
certain amendments, and there were various hearings held before this 
committee with respect to that bill, and those hearings are very reveal- 
ing as to what the intention of Congress was. 

(Questions were propounded to witnesses who appeared before the 
committee at that time. One of those witnesses was the Solicitor for 
the Federal Power Commission which was in existence, and that wit- 
ness was asked the specific question as to whether the bill pending at 
that time before the committee would regulate the producer and would 
regulate the price of the producer and the gatherer, and the witness, 
who was the Solicitor for the Federal Power Commission, stated very 
specifically that that bill would not regulate the prices of the producer 
and the gatherer, and he went on to say that what the bill was aimed 
at is to regulate the price of this intersate pipeline at the city gate. 

The other testimony confirms that. 

The report of this committee confirms that conclusion. 

The sponsors of the bill on the floor of the House, and also on the 
floor of the Senate, confirmed the conclusion that the purpose of the 
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Natural Gas Act, the bill then pending before the Congress, was to 
regulate the price of natural gas at the city gate, and I think one of 
the most interesting things which discloses how the Congress felt 
about that bill at the time it was then pending is the fact that not a 
single producer and no a single gatherer of natural gas appeared 
before this committee in opposition to that bill. 

And furthermore, not a single Congressman from the producing 
States raised a voice or a word against the passage of that bill on the 
ground that it might regulate the producer or gatherer of natural gas. 
Undoubtedly if the producers and their representatives here in the 
Congress had no thought that the bill then pending before the Con- 
eress would in any way affect the producer or affect the gatherer of 
natural gas, or would affect their rates and so they were silent, and 
I think our Congressmen were justifiably silent, because we all be- 
lieved back in Texas and the Southwest and other producing States 
that this bill under no circumstances would have any effect upon the 
producer and gatherer of natural gas, and so that bill was passed; 
passed and approved by the President on June 21, 1938, and, of course, 
it contained the express provision that this bill does not apply to the 
production and gathering of natural gas. 

And I think it was that language in the bill that convinced all of us 
Congress is not undertaking to regulate the producer, because there is 
that language in the bill which was carried forward into the act that 
this does not apply to the production and gathering of natural gas. 

And so, we raised no question about the bill. We did not appear to 
testify before this committee in opposition to the bill. In fact, this 
committee’s report was to the effect that this bill is a regulation along 
standard lines. In other words, carrying out the interstate commerce 
provision. 

If it had been so far-reaching, intending to reach the producer of 
natural gas, which would have been a new concept in the economics of 
this country and in our political economy, certainly this committee 
would not have reported to the Congress that this is a regulation along 
standard lines. 

Now, after the bill was passed and became law, no further question 
seems to have been raised about it until about 1940, and a company 
known as the Columbian Carbon Co. went before the Federal Power 
Commission and asked for a declaratory order to determine that it 
was not subject to the Natural Gas Act, and that company represented 
that it was producing natural gas; that it was gathering natural gas 
and that it was selling that gas to an interstate pipeline, and it asked 
the Commission to determine whether or not it came within the juris- 
diction of the Federal Power Commission and was subject to the 
Natural Gas Act. 

And the Commission held in a 4-to-1 decision, expressly, that it was 
not the intention of the Congress to regulate the producer and the 
gatherer of natural gas and thereby held that that particular pro- 
ducer was not subject to the jurisdiction of the Federal Power Com- 
mission, and did not come within the scope of the Natural Gas Act. 

Now, the significant part of that particular decision by the Federal 
Power Commission is this: 3 of the 4 members who voted to that effect 
were members of the Federal Power Commission at the time the Natu- 
ral Gas Act was passed. One of those four members, who represented 
that conclusion was assigned the responsibility of assisting the con- 
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gressional committee in drafting the bill. And so we had 1 of the men 
who helped in drafting the bill; we had 3 members of the Commission 
who stated that it was not the intention of the Congress to regulate 
the producer and gatherer of natural gas. Those three members were 
members of the Commission at the time the bill was passed. 

Now, the Commission, as has been stated by Chairman Kuykendall, 
has consistently held that the producer and gatherer of natural gas 
did not come within their jurisdiction and was not subject to the Natu- 
ral Gas Act. In at least 12 cases which have been brought before the 
po a gy pes written opinions or decisions have been rendered to that 
effect. 

Furthermore, in an investigation by the Federal Power Commission 
back in 1945 and 1946, a report was made as a result of that investi- 
gation to the effect that the producers and gatherers were not subject 
to the jurisdiction of the Federal Power Commission because they 
were exempted from the Natural Gas Act under the expressed word- 
ing of the act. 

The Commission even issued an order to that effect and stated, there 
is no reason for the producers to have any apprehension in this matter 
because they are not subject to our jurisdiction. 

Now, the producers have relied upon these decisions. They have 
relied upon these representations, believing that they were not subject 
to the jurisdiction of the Federal Power Commission, and they have 
executed bona fide arm’s-length contracts, relying upon the fact that 
Congress had stated in the Natural Gas Act that this act: does not 
apply to producers and gatherers. 

Now, why has any question been raised about this matter? You 
may ask that. Well, the Carbon company case was decided by the 
Court of Appeals, Fifth Circuit, down in New Orleans in 1946 in 
which it concludes in a case involving what was an interstate natural- 
gas company and interstate pipeline, it raised the point that the pro- 
ducer and gatherer under the facts of that case was subject to the 
Natural Gas Act. 

So, soon after that decision, when Congress convened in January 
1947, Congressman Ross Rizley introduced a bill which we know as 
ro a bill, to exempt producers and gatherers from the Natural 

as Act. 

Well, now, after the bill was introduced, the Supreme Court went 
ahead and rendered the decision and affirmed the court of appeals at 
New Orleans and raised a serious question as to whether or not pro- 
duction and gathering was actually exempt under the wording of the 
Natural Gas Act. | 

After the Supreme Court’s decision, the House passed the Rizley 
bill, which exempted production and gathering. The bill was never 
reported out of the committee in the Senate. 

In 1949, the Harris bill was introduced which would have exempted 
production and gathering, and that bill was also passed by the House. 

In 1950 the Kerr bill was passed by both the Senate and the House 
and was vetoed by President Truman. 

Now, since that time we have had the Phillips decision of June 7, 
last, and so we now have the Harris bill, which has been introduced. 

Now, I would like to take up the various provisions of this bill and 

o over it and give you my interpretation of it, and for whatever help 
it may be, or for consideration of the committee. 
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And the first provision of the bill, H. R. 4560, constitutes a defini- 
tion of the transportation of natural gas. 

It is a proposed amendment of section 2; section 2 of the Natural Gas 
Act is a list of definitions and consists of definitions of terms used 
in the act. 

Now, it is proposed in this bill to amend section 2 by providing 
that— 

Transportation of natural gas in interstate commerce means only such trans- 
portation of natural gas in interstate commerce as occurs after the completion 
in or within the vicinity of the field or fields where produced of all production, 
gathering, processing, treating, compressing, and delivering of such natural 
gas into the transportation facilities of a person engaged in transporting, in such 
transportation facilities, natural gas in interstate commerce beyond the vicinity 
of the field or fields where produced. 

Now, it is my understanding from the language of that bill that 
where you have gathering lines in the field it would not be deemed 
to be transportation in interstate commerce; where you might have a 
processing plant—many times we have a number of fields which feed 
into one processing plant, where the liquid hydrocarbons are taken out 
of the natural gas and then the residue or dry gas is delivered to the 
interstate lines. 

Now, some of those lines might be 40 or 50 miles long, extending into 
this processing plant. Particularly is that true in Louisiana where 
some of the fields are located off the coast of Louisiana and, of course, 
the processing plant has to be loctaed on the land. Lines may come 
from 3 or 4 fields, 40 or 50 miles off the coast of Louisiana to a plant 
which may or may not be located in the middle of some field; located 
on land. 


In other fields, from the land, may feed into that processing plant. 
Well, all of the transportation into that plant under this proposed 
amendment, as I understand it, would constitute a gathering etiians 


The interstate journey has not begun. These lines are just bringing 
the natural gas in from the different fields to one central point or one 
focal point, before the interstate journey begins. 

So, as I understand this proposed definition of natural gas that 
would not be deemed to be transportation in interstate commerce. 

Now, there is a definition which is proposed to be added to section 2 
of the Natural Gas Act to define what is meant by sale in interstate 
commerce. This provision provides: 

(11) “Sale in interstate commerce of natural gas for resale” means only such 
sale in interstate commerce of natural gas for resale as occurs after the com- 
mencement of the transportation of such natural gas in interstate commerce as 
defined in paragraph (10), but does not include any sale which occurs in or 
within the vicinity of the field or fields where produced at or prior to the com- 
mencement of such transportation in interstate commerce of the natural gas. 

Now, I understand the effect of that provision would be that if a 
sale is made at the tailgate of the gasoline plant to the interstate pipe- 
line and that gasoline plant is located within the vicinity of the field or 
fields from which the gas is produced, that particular sale to that in- 
terstate line would not be a sale in interstate commerce. That is a sale 
that is made by the producer or producers in the field. 

_So that would be a sale that would not come within the scope of the 
Natural Gas Act, because it is a sale made within the vicinity of a 
field or fields. 
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Likewise a sale at some focal point, where all these lines meet. May- 
be they do not go through some processing plant, but the lines from 
these different fields come in, gathering lines, come into one focal point 
and at this focal point which is located in the vicinity of some field or 
fields, this gas is then sold and delivered to the interstate line. That 
would not be a sale in interstate commerce. 

Now, if we had a processing plant down in the Southwest, in Texas, 
say at Brownsv ille, that is serving fields maybe within 50- or a 100. 
mile radius of Brownsville, and then after that gas is processed, that 
gas is delivered to the interstate line and sold to the interstate line in 
the vicinity of the field or fields down in southwest Texas, that would 
not be a sale in interstate commerce; but if this interstate line takes 
that gas up to Texarkana, Tex., across the State of Texas, and then it 
sells to another line, it cannot escape the jurisdiction of the Federal 
Power Commission, even though that transportation is wholly within 
the State of Texas, and even though that sale is made in the same 
State where it is produced. 

I would think that clearly that sale would be within the jurisdiction 
of the Federal Power Commission and would not be excluded under 
the language which is used in the Harris bill. ‘That would be a sale 
within interstate commerce, because that is not a sale made within 
the vicinity of the field or fields where the gas is gathered. The trans- 
portation journey has started. The interstate journey has started. 
The gas is on its way. 

And, this is outside the field or fields. It is outside the vicinity of 
those fields. 

And so, I think the bill has been carefully worded so as not to 


permit some pean to escape the jurisdiction of the Federal Power 


Commission by transporting in a line wholly within the State and 
then saying, “Well, this is not a sale in interstate commerce.” It 
would be under the facts I think which I have stated. 

Now, so much for the proposed amendments to section 2. 

I would like to now discuss proposed amendments to section 5 which 
come under section 2 of this act and before discussing the particular 
language of section 2 of this bill, I would like to deliver to the members 
of the committee copies of the bill in which I have made certain 
additions, because I want to discuss the additions which I have made 
and I have sufficient copies for all of the members of the committee. 

Mr. Wotverton. Mr. Chairman, would it be possible for the witness 
to tell us on what page of these prepared statements he makes refer- 
ence to the subject » is now about to enter upon ? 

Mr. Searts. I must say, Mr. Wolverton, my language of the bill 
does not appear in the prepared statement. Of course my statement 
will be in the record, but the statement itself does not include the 
explanation of the bill. 

Now, section 2 is an amendment to the so-called rate section of the 
Natural Gas Act. It is a provision under which the Federal Power 
Commission proceeds in the regulation of rates of a natural-gas com- 
pany and this bill provides in section 2 that: 

Sec. 2. Subsection (b) of section 5 of the Natural Gas Act, as amended, is 


hereby redesignated as subsection (f), and such section 5 is further amended by 
inserting immediately after subsection (a) thereof the following new subsections: 
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Now, the first new subsection is (b). 


(b) When an increase in any rate or charge of a natural-gas company is 
based in whole or in part upon any new or renegotiated contract for the purchase 
of natural gas from a person other than an affiliate, the Commission shall con- 
sider whether the price at which the natural-gas company has contracted to buy 
such natural gas is the reasonable market price thereof in the field where 
produced, considering the effect of the contract upon the assurance of supply 
and the reasonableness of the provisions of the contract as they relate to existing 
or future market field prices— 


and so forth. 2 

Now, you will note I have inserted after the word “considering 
“whether such price has been competitively arrived at.” 

Now, the reason for that insertion is that specific language appears 
in the report of the President’s advisory committee and I thought 
that this committee may wish to conform the language of the bill to 
the exact language that was used in the President’s advisory committee. 

Mr. Harris. Mr. Chairman, I do not want to interrupt the witness, 
but for clarification of the members would it be appropriate for me, 
at this time, to ask the witness here proposing amendments to the bill, 
if they represent the views of the industry ? 

The Cuarrman. I think that would be very appropriate to know. 
Now, who proposes these amendments, Mr. Searls? 

Mr. Worverron. In that connection, I would be glad to know 
whether they meet with the approval of the sponsors of the legislation. 

Mr. Harris. The sponsor of the legislation would have to listen to 
the language first, Mr. Wolverton. 

Mr. Sxarts. I might say these proposed amendments are suggested 
for consideration of the committee, because I am sure that the bill as 
reported out by this committee will be a committee bill. Knowing 
Congressman Harris, I know that he wants to feel that it is a com- 
mittee bill. 

Now, these proposed amendments which I have taken up with re 
resentatives of the producers: they have been caaed) with the 
representatives of the producers. 

Furthermore they have been taken up with the interstate pipelines, 
and they have been cleared with the interstate pipelines. 

So I think that I am authorized to say that these amendments rep- 
resent the views of the producers and the views of the pipelines and 
constitute a recommendation by both of those two segments of the 
industry that they should be made. 

The Cuatrman. Thank you, Mr. Searls. You may continue with 
your statement of the effect of the amendments. 

Mr. Srarts. Now, I would like to discuss this language: “whether 
such price has been competitively arrived at.” 

I want to say that, frankly, i think that can operate both ways. 
I think it is important language to have in the bill. First I think 
it is important from the producers’ standpoint, because there may be 
prices in the field which do not reflect what price may be brought about 
by competition. 

Mr. Hate. Mr. Chairman, may I interrupt? 

Mr. Searts. Yes. 

Mr. Hare. You intend the language to mean “whether or not such 
price be competitively arrived at?” I am not clear as to just what 
the words mean. 
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Mr. Searzs. I think it means whether or not. I think in consider- 
ing whether it had been competitively arrived at, the Commission can 
consider whether it has not been or whether it has been competitively 
arrived at. I would say it should be given that construction. 

Mr. Hatz. Should you not say whether such price has been com- 
petitively arrived at? 

Mr. Searts. I would see no objection to that language, Mr. Hale. 

Mr. Hate. As it is now, it does not make sense to me. 

Mr. Sears. The reason why it is inserted in this manner is, as you 
know, the bill provides for considering a number of things and then 
this is another thing to be considered, considering whether such price 
be competitively arrived at. In other words, this might operate so 
that the producers’ prices would not be frozen. In that respect that 
language would operate for the benefit of the producer. 

But, I can conceive that this language would be most helpful in the 
protection of the consumers, and I will say it for this reason. 

Let us assume that the price in a field averages, say, 10 cents. Some- 
one may come in and pay, say, 15 cents per thousand cubic feet for the 
gas and then they may go before the Commission and say this is a 
price which a willing buyer was willing to pay a willing seller who 
was actually under no compulsion to buy or to sell. And might argue 
that that price ought to be taken into consideration, and I think the 
Commission might very well say, “No, we are going to reject that. 
We do not think that was a competitive price.” 

And, I think this, the Commission would have the right to reject 
it. And, furthermore, I think this word “reasonable” before “market 
price” in this bill of Congressman Harris is a very important provi- 
sion because I think it gives the Commission very broad discretion. 
It does not tie the Commission down to the highest price in the fields, 
nor the lowest price. 

I think in determining what is a reasonable market value, the Com- 
mission might very well say, “We reject the highest price paid in 
the field. We do not think that it is a reasonable market value.” 

The Commission might also say, “We reject the lowest price in 
the field,” or the Commission tals say, “We reject all those prices 
in this field. We are going to look at the prices both in the State 
of Texas and the State of Louisiana.” And I think, when you got the 
language “reasonable market price,” you get away from any legalistic 
formula. You get away from any rule of some that we lawyers use 
as to what a willing buyer will pay a willing seller, as being the 
market price. You vest a very broad and a very wide discretion in 
the Commission to consider prices in a larger area, or they might 
look into a small area, but I think that word “reasonable” is a very 
important word in the public interest and in the protection of the con- 
sumers, and I think undoubtedly it was put into this bill by Congress- 
man Harris for the purpose of protecting the consumer in giving the 
Commission very broad discretion in passing upon the market prices. 

Now, the bill, the section reads: 
and the Commission shall allow the natural-gas company to charge as an operat: 
ing expense for the natural gas purchased under the contract only such market 
price, plus a fair gathering charge in those cases where such price is determined 
before and not after gathering is completed. 

Now, as I understand that language, it means that here is a proceed- 
ing by natural-gas company which is an interstate pipeline, to get an 
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increase in rates, and it proceeds under the Natural Gas Act to get an 
increase in rates, and if the Federal Power Commission finds that 
price which is being paid by that pipeline in any new or renegotiated 
contract is above the reasonable market price, they will say to that 
pipeline, “Well, in your cost of service studies that you have got to 
bring before us, where you show all your expenses, we are not going to 
let you include as an expense the amount of money that you have paid 
out, or out of pocket to the producer, which is above what we deem 
to be the reasonable market price.” 

In that way the rates are not raised then, because of the payment 
of price above a reasonable market price. 

It protects the consumer in that the pipeline company cannot get 
a rate or a tariff which is based on an expense or the cost of gas above 
what is a reasonable market price. 

Now, this brings me to the second proposed amendment and this is 
a proposal for the protection of the interstate pipeline companies. 

The Cuarrman. Mr. Searls, may the Chair interrupt to ask the 
question if this new language is in lieu of language in the bill or is it 
in addition thereto ? 

Mr. Searts. Mr. Chairman, it is an addition thereto. 

Now, this sentence which appears here, the first sentence, would 
be inserted in that same paragraph, paragraph (b), right after the 
word “completed,” line 8, page 3. And it reads; 

The determination of a price in accordance with provisions of an existing 
contract which operate to create a different price shall not constitute a new 
or renegotiated contract. 

Now, I do not think that it would, but nevertheless, the pipeline 
companies certainly do not want to take the risk of what the courts 
might hold in regard to it. Inother words, what is the renegotiated 
contract ? 

I consider that a renegotiated contract is the contract where there is 
some discretion; where the parties have got the right to trade back 
and forth and not where there is something in the contract that fixes 
the price. 

Now, where you have got a provision in the contract like a favored- 
nation’s provision or an escalator clause—take a firm escalator clause, 
where the price escalates 1 cent after the first 5 years. There is no 
reason to renegotiate that. They have agreed that the price is going 
to increase that amount. And also, if there is a favored-nation’s 
clause, where after 5 years they might agree that they will take the 
3 highest prices within a 50-mile radius of this field, and that will 
become the price under this contract, well, there is no right of rene- 
gotiation there, because the provisions of the contract are self-opera- 
tive to put that price into effect; but you can see how an interstate 
pipeline company might be very much concerned about this, for this 
reason: They want to be sure that that is what is intended by this 
language, 

_ So, the only purpose of this first sentence that I have shown here 
is to make clear what is already in this bill, and here is the reason 
it is important to make it clear. 

Let us assume that the pipeline company has a number of favored- 
nation’s clauses in its contracts, a number of escalator clauses, and the 
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price is increased. Then it goes before the Federal Power Commission 
and the Federal Trade Commission finds: 

Well, we do not think that the price under that escalator clause or the price 
under that favored-nation’s clause is a reasonable market price. Therefore, 
we are going to disallow the additional cost to you as an expense. 

What is the pipeline company going to do? It has an obligation 
to pay that money to the producers. So, it cannot include it as an 
expense in determining its tariff. It has no other alternative than to 
take it out of capital or go and borrow the money. 

Now, with these provisions for increase in the price under existing 
contracts, that could be very detrimental to any pipeline company. 
It might threaten the solvency of a pipeline company if it has got to 
pay out higher prices, but has no way of charging that to expense. 

So, the purpose of this provision is to make clear that this language 
which refers to new or renegotiated contracts, does not apply to an 
increase in price under existing provisions, because under those exist- 
ing provisions, the pipeline company has to pay that higher price 
and this is a very important provision, I might say, for the protection 
of the interstate pipeline companies, and, we think it is really essential 
to clarify the point. We do not think actually that it changes the 
language of the bill one bit ; but we do think for clarification purposes 
it should be put in so that no court could hold in the future that those 
increases in prices constituted a new or_renegotiated contract. 

Now, in the next subsection, subsection (c), that would be added 
immediately. That would be made subsection (c), and thereafter 
the other subsections in the bill would be dropped one letter. 

That subsection reads: 

(c) The Commission shall determine, upon application made by a natural- 


gas company, whether the price or prices to be paid under such new or rene- 
gotiated contract meets the foregoing provisions of subsection (b) of section 


v0. 

Now, I think that this second subsection is a very important provi- 
sion for the producer, the pipeline company, and the consumer, because 
it provides that the Commission shall determine, upon application 
made by a natural-gas company, whether the price or prices to be paid 
under such new or renegotiated contract meet the foregoing provisions 
of subsection (b) of section 5. 

In other words, it gives the pipeline company the right to come in 
ahead of time and ask the Commission. 

Now, I have entered into a new contract or I have renegotiated my 
price, and I know that under the law I cannot pay out any more than 
a reasonable market price or I am not going to be allowed it as an 
expense to me. 

So that the pipeline company will not run the risk of having to pay 
the producer a higher price than the reasonable market price. 

He has the right to come in ahead of time and ask the Commission, 
“Does this contract comply? Does this price provision comply ?” 

Now, I say this is important from the consumers’ standpoint and 
it is important for this reason: It gives the Commission, you might 
say, as lawyers use that phrase, ab initio, or initially, the right to 
determine whether the price is a reasonable market price. 

It gives the Commission once more control over the producer, 
because the Commission gets into the situation at the very beginning. 
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I will concede that this may happen, something like this: The pro- 
ducer and the pipeline company could enter into a contract for a 
certain price, and then say, “Now, we have agreed upon all of the terms 
of this contract, but let us put this contract in escrow, and then you, 
the pipeline company, you go up to Washington and see if the Com- 
mission finds in the light of all of the facts that might be introduced, 
this is a reasonable market price.” 

Now, I would doubt that the pipeline company could come up on an 
individual contract. They will probably make a number of contracts 
first and present the whole matter to the Commission. 

But, it gives the Commission the authority and the right to go into 
the picture at the very beginning. 

It seems to me that if the pipeline company makes a contract at a 
price and it does not know whether the Commission is going to approve 
that price or not, and starts operating, that contract might give them 
5 or 10 years, and they might pay out that price to the producer, and 
after 5 or 10 years wake up and find out that the Commission believes 
that price is too high. 

Now, if that comes to pass, I can see how the Commission might feel 
some reluctance in passing on the issue, after all that has been going 
on all these years. The pipeline company is bound by it. And also, 
the Commission has a responsibility of seeing that these interstate 
pipeline companies remain in sound and financial condition, in the 
public interest. 

So it looks to me like it would be much better to furnish a vehicle 
by which the Commission can be in this picture at the very beginning ; 
and does not that give the Commission more control over that price 
that the producer is going to get? It does give the Commission more 
control, to be sure, at that price the producer is going to get, is going 
to be in line with the reasonable market price, because, after all, 
that is the standard that this bill lays down. 

And, let us assume that the Commission finds that these contract 
prices are too high. Well then, the producer has got to lower the 
price, if he is going to sell the gas. 

Now, I say, if we can find a means by which this can be determined 
at the outset, it should be very beneficial to all parties, and I think it 
is certainly in the public interest and gives the Commission much more 
direct control over the price that the producer is going to get in order 
to be sure that that price is in line with the reasonable market price. 

So we suggest that. We do not think it adds anything except it 
furnishes a vehicle. It is a means of carrying out or implementing 
this bill. 

Mr. Hinsuaw. Now, just a moment. Would not this sentence op- 
erate to prevent the Commission from deciding on whether or not 
that free price in the field you are talking about, which was contracted 
for under this favored nation’s clause, was fair and reasonable? 

Mr. Sxarts. No, sir; I do not think so, Mr. Hinshaw. In other 
words, this price, is a new price or price under a renegotiated contract. 

_ Now, the Commission is passing on the price here which is a renego- 
tiated price, or which is a price under a new contract. The Commis- 
sion would not be passing on a price under an existing contract, under 
this subsection (c). It doese not change what is going before in 
that respect. 

61557—55—pt. 112 
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Mr. Hinsuaw. I notice you are talking about subsection (c). Iam 
talking about the preceding sentence in here. 

Mr. Searus. Yes, sir. Well, the Commission would not have the 
right under an existing contract which has already been executed prior 
to this bill, to pass upon a price which is the result of the favored 
nation’s clause, or the escalator clause; a price in an existing contract, 
as this bill is worded. So, therefore, this language which I am sug- 
gesting does not change that. It just clarifies a point, to make sure 
that is what this bill means, and it is my understanding that is what 
the bill does mean; that it applies to new and renegotiated contracts. 

Now, I had covered that amendment which is subsection (c), and 
going on, then the present (c) in the bill would become (d). 

It provides: 

(d) In regulating the rates and charges of a natural-gas company, the Com- 
mission shall allow as an operating expense of such natural-gas company, for 
natural gas produced by it or purchased from an affiliate, the reasonable market 
price of such natural gas in the field where produced plus a fair gathering charge 
in those cases where such price is determined before but not after gathering 
is completed. 

We suggest no change in that language. 

The purpose of that, of course, is to permit a pipeline company 
that owns gas reserves to get the reasonable market price in the field 
for it. 

General Thompson commented on that yesterday and he stated when 
they regulate a pipeline which owns gas reserves, on a public-utility 
basis, they found the amount of reserves held by the pipeline com- 
panies dropped off and that it was in the public interest to encourage 
the pipeline companies to increase their reserves first, because as stated 
in the Panhandle Eastern case, decided last April 15 by the Commis- 
sion, it places the pipeline company in a better bargaining position 
with the producer. It gives assurance of supply to the consumer if 
the pipeline company itself owns the reserves, and furthermore, there 
is no reason for saying 1814 percent of your gas reserves are owned 
by you and they are going to be regulated by the public utility, and 
taking the other 8214 percent and saying, or 8114 percent and saying 
that is not going to be regulated by the yablio utility principles, 

The next subsection is merely a definition of what an affiliate is and 
one controlled by a company, and so forth, 

Now, we suggest a change in section 3. 

The Cuamman. Will the witness suspend for just a minute. 

Mr. Searus. Yes, Mr. Chairman. 

Mr. Woxverron. How long will it take for the witness to finish his 
explanation, of the remaining provisions? 

Mr. Searus. I will be through in about 2 minutes, Mr. Wolverton. 

Mr. Wotverron. I think, if we have time enough, and it could be 
done in a reasonable time, we should hear it. 

The Cuarrman. You may continue and explain the last proposed 
amendment. 

Mr. Searts. The last proposed amendment is to bring section 3 of 
the bill in line with the language of section 2. It is identical with 
the same comparative language in section 2. It also brings it in line 
with the language of the President’s Advisory Committee report. 
And, this change as we are suggesting in section 3 is very important 
from the consumers’ standpoint, because it gives the Commission 
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broader discretion in passing on the question as to whether or not it 
is going to issue certificates of public convenience and necessity, and 
I am sure that if any of the representatives of the State public service 
commissions are here they will agree that broad discretion should be 
vested in the Commission in this issuance of certificates. 

[ think this language broadens the language that now exists in 
the bill and also, as I say, conforms the language to that used in 
section 2 of the bill. 

That includes the explanation which I intended to make of the 
bill and the proposed amendments, Mr. Chairman. 

Mr. HinsHaw. I see in this last provision, that you have said that 
the market price shall be in the field where produced. 

Do you not think that should be in the area where it is produced? 
‘There might be several fieJds in that area having a very great variation 
in the price of that particular field under the contract to be executed. 

Mr. Sears. It just conforms to the language in section 2, Mr. 
Hinshaw. 

You know there, the price at which the gas is to be contracted, the 
natural gas, in the field where produced. 

Sut it is my construction of that language that you would not be 
limited to a single field, that you could consider the broad area; that 
when you use that language, reasonable market price, that you are 
ging to undertake to determine that reasonable market price in a 
specific deal for the gas produced in a certain field, and that is why 
it refers to that field; but since the language is “reasonable market 
price,” I think that goes outside that field and looks to a broad area. 

Mr. HrnsHaw. You would want to be sure that they could look at 
a broad area ? 

Mr. Searts. Yes, sir. I would want to be sure that is true also and, 
that is my construction of the original language which Congressman 
Harris has used. 

[ think it is most Important, as you suggest, that the Commission 
not be confined to one field, because many times it would be just 
impossible for them to determine a reasonable market price if they 
are going to be limited to a single field. They should have the right 
to go outside that field. 

Mr. HinsHaw. Suppose this favored nation’s clause applies in this 
field and it became away out of line with some other fields nearby 
or in the general area. Is the field price going to be presumed to 
be the price that is charged here or aid here? 

Mr. Sears. That is, if the favored nation’s clause raises the price. 

Mr. Hinsnaw. Yes. 

Mr. Srarts. I think the Commission could absolutely reject a price 
in a given field if they wanted to, in determining a market price. 

Mr. Hinsuaw. Then the term “in the field” does not have any effect 
at all, does it? ; 

Mr. Srarzs. Well, as used it means, you are undertaking to deter- 
aa price for the point where this gas is produced, as I under- 
stand. 

Mr. Hinsnaw. Why should you mention the field at all? <A rea- 
sonable market price is sufficient ; is it not ? 

_ Mr. Srarrs. I would see no objection to that language you suggest. 
hat might be broader. 
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Mr. Harris. You would have one problem there, would you not, 
because you have the depleted fields in the Appalachian area where 
the price is 30 cents or more, and then you have in the heavy producing 
fields, where the price of gas is 4 cents or 5 cents, or 8 or 9 cents. It 
seems to me like you have got to tie it down somewhere. 

Mr. Hrinsuaw. I would like to say this to my colleague and Mr, 
Searls, that it is tied down by the fact that in the Appalachian area, 
which is near the consuming points, there is a differential in trans- 
mission charges that adds onto the field price and in effect that deter- 
mines the Appalachian price. 

The Cuatrman. May the Chair state at this point, we will endeavor 
to tie it down further when we reconvene at 1: 30. 

You can be here at that time, Mr. Searls ? 

Mr. Searzs. Yes, Mr. Chairman. 

The CHarrMan. The committee will recess until 1: 30. 

(Thereupon, at 11:18 a. m., the committee took a recess until 1:30 
p. m. of the same day.) 


AFTERNOON SESSION 


The committee reassembled at 1:30 p. m., in the caucus room, Old 
House Office Building, Hon. J. Percy Priest (chairman) presiding. 

Mr. Harris. The committee will come to order. 

Mr. Priest, our chairman, will be delayed due to the fact that he 
is in a meeting over in the Senate and asked that we proceed, and he 
would come in a little later. 

Mr. Searls was the witness when we were called to the House before 
noon, 

Mr. Searls, I do not believe that you had finished your statement. 
So you may proceed. 


STATEMENT OF DAVID T. SEARLS—Resumed 


Mr. Srearzs. Yes, Mr. Chairman, I had finished my statement. 

Mr. Harris. I was under the impression that you were going to give 
the committee some explanation of various clauses contained in the 
contracts, existing contracts, and how they work. Perhaps I did 
not have the correct information. 

Did you intend to cover that? 

Mr. Searts. | intended to do that. I did not know whether you 
wanted me to do it now or whether it would be brought up by question- 
ing of the committee, but I will go ahead and do that. 

Mr. Harris. Either way I am sure will be satisfactory. 

Mr. O’Hara. Mr. Chairman. 

Mr. Harris. Mr. O’Hara. 

Mr. O’Hara. I think that the committee would be very interested 
in that, Mr. Chairman. 

Mr. Harris. I would like Mr. Wolverton to be here when we take 
that up. Perhaps we could defer that for a few minutes. Maybe the 
other members of the committee would like to ask the witness some 
questions on other matters. 

Mr. O’Hara. Mr. Chairman. 

Mr. Harris. Mr. O’Hara. 
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Mr. O’Hara. Mr. Searls, I assume as a matter of existing law under 
the decision in the Phillips case, that and this legislation creates an 
anomalous situation. 

Let me ask you if it is not true that under the Phillips case, decision, 
the producer who is getting maybe 2 cents, 3 cents, 4 cents, or 5 cents 
tor his gas, would be in a position to come in under the Phillips case 
and ask for an increase in his existing contract, under the theory of 
the Phillips case. Is that true, that he would? 

Mr. Searts. Yes, sir. 

Mr. O’Hara. And that the Commission would have a right to in- 
crease the price which he is being paid, irrespective of the contract. 

Mr. Searzs. That is certainly true, Mr. O'Hara. Under the Phillips 
case, if a sroducer is to be subject to the Natural Gas Act—which he 
is under th at decision, then he has a right, like any natural gas com- 
pany, to come in and file a new rate schedule which is higher than, 
maybe his contract price. 

So many of these producers—and I refer to those particularly ih 
the Panhandle section of Texas and in the Panhandle area of Okla- 
homa and in western Kansas which have had long-term contracts with 
low prices, they have the right now under the Phillips decision to come 
in and ask for a higher price. In fact, my firm has filed such an 
application for a very large producer in that area in which we are 
seeking a higher price than ‘the contract price, because if this producer 
is to be subject to the Natural Gas Act, we feel like he is entitled to the 
reasonable market price for his gas. 

So I think that under the Phillips decision there will be some very 
substantial increases in price to producers, because many of these con- 
tracts which were executed 5, 10, or 15 years ago in Texas, were at a 
iirm price. There was no favored nation’s provision in many of those 
contracts, and many of them are for 5 and 6 cents per thousand cubic 
feet. 

Now, those producers will have the right to come in and file increased 
rate schedules, and many of them have already done so, with the Com- 
mission, and many of them are now pending before the Commission. 

Mr. O’Hara. Following through that trend of thought for a mo- 
ment: It would be true then that this bill—or would not the amend- 
ments which you have suggested, they would not permit the Com- 
mission under this bill to ¢ shange the existing contract, assuming that 

this bill became law. Would that be true? 

Mr. Searts. That is true. In other words, the producer would: go 
back on his contract. 

Mr. O’Hara. Except in the two instances of renegotiated prices, 
or the new contracts or renegotiated contracts. 

Mr. Searts. Yes, sir. 

Mr. O’Hara. Now, can you explain to me what renegotiation means 
in these gas contracts? 

Mr. Srarzs. Well, as I understand a renegotiation provision in a ga 
contract, it is this: Many contracts were for firm prices, executed say 
for 10 or 15 years. They might escalate each and every 5 years, say 
| cent each period. It provides for a raise of 1 cent in each 5 years. 
For instance, it might be 10 cents for the first 5-year period ; 11 cents 
for the second 5-year period and 12 cents for the third 5-year period, 
and then the contract would provide for the last 5 years of the 20 years, 
the parties would renegotiate the price. 
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Well, that is what I call a renegotiated price. Itis wideopen. There 
is a right for play of expression. There is the right of trading back 
and forth. They are not bound by any formula in the contract. They 
are not bound by any standard in the contract. It is just a clear right 
to retrade the price at the end of 15 years. 

Mr. O’Hara. Mr. Searls, many members of the committee, I pre- 
sume—and there was some expression about it up here the other day— 
are not familiar with the type of gas contracts where you do have 
the escalator clause, and the favored nation’s clause, and I believe 
that it would be well if you could furnish us the form of those contracts 
generally used. 

To what extent, in the gas business, do the contracts contain the 
acceleration clause and the escalator clauses, and the favored nation’s 
clause ¢ 

Mr. Searts. I would say that many of the contracts have escalator 
provisions, where the initial price would increase a fixed amount as 
set out in the contract after a fixed period of time. Now, for instance, 
I have a contract here, to illustrate that point. 

Now, here is a contract that provides for a price of gas in Louisiana 
and says for all gas purchased from date of first delivery to December 
31, 1956, the price is 1214 cents per thousand cubic feet; then for all 
gas purchased during the period January 1, 1957, through December 
31, 1961, the price is 1314 cents a thousand cubic feet and there is an 
increase of 1 cent per thousand cubic feet, and then for all gas pur- 
chased during the period January 1, 1962, through December 31, 
1966, the price is at least 1414 cents, and all gas purchased thereafter, 
at least 1514 cents. 

So I would say that is a fixed escalation. It increases 1 cent per 
thousand cubic feet each 5 years. 

Mr. O’Hara. May I ask you when did the favored nation’s clause, 
or whatever that may be—and I wish you would describe it to me— 
when that first was included in gas contracts ? 

Mr. Searts. I heard of the favored-nation’s clause in gas purchase 
contracts, for a given term of years for the first time in 1947 or 1948. 

Mr. O’Hara. I suppose that that arose out of some of our inter- 
national legislation in Congress. Is that where that clause came 
from ? 

Mr. Srarts. It might have been; that might have been the reason 
for the use of that expression. 

Mr. O'Hara. And it was born, as Mr. Hale calls my attention to it, 
under treaties which we made with certain countries. 

Mr. Searts. I think that the reason, Mr. O’Hara, for the favored 
nation’s clause were simply these: The producers had had depressed 
prices for many years. 

Mr. O’Hara. Had had what? 

Mr. Sears. Depressed prices. 

In fact, there were many times in Texas and in the Southwest when 
a producer would find gas, he would go ahead and just plug his well, 
because he figured the completion cost was not justified. In other 
words, he did not want to set in the tubing and put the Christmas 
tree up, and incur the costs incident to completion of the well, so 
many times he would just plug his well in, if he found gas. 

Then gas got to have a value of 2, or 3 cents per thousand cubic 
foot, but those prices existed for a number of years. 
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It was not until they started building these long lines, I would say, 
in the 1940’s that there was any substantial increase in the price of 
vas. 
~ Now, the producer realized that the price of gas was going up here 
and he had had depressed prices, and he could see the demand increas- 
ing. He could see more lines coming into the area; but he was faced 
with the proposition of having to make 20-year contracts. 

The Federal Power Commission, for one thing, required 20-year 
contracts, and necessarily so. 

In order to finance these long lines, the financing people required 
20-year contracts. And so, when the pipeline company came to the 
roducer, the pipeline said, “I have to have a 20-year contract.” 

Well, the producer realized that the price was going up, but he did 
not know how to protect himself against the increase in price, and the 
sole purpose of the favored-nations clause was to try to keep abreast 
of the market. 

And, I think that the favored-nations clause, that is, the prices 
under those clauses, actually lagged behind the market, because the 
market increases before there is an increase in the price, under the 
favored-nations clause or an increased price under the favored-nations 
clause could be arrived at. 

Mr. O’Hara. I wonder if you could give us in substance the type of 
language these favored-nations clauses are written in? 

Mr. Sears. Those clauses differ. One type of favored-nations 
clause was that if the purchaser of the gas paid a higher price to 
anyone else for gas, for like quantities and like quality, in a given area, 
that purchaser would pay the same price to the seller of the gas. 

Another clause was to this effect, that if anyone else in a given 
area—that is a third party—paid a higher price for gas, the seller of 
the gas would put the purchaser on notice that someone else was 
paying the price, or he received a bona fide offer to sell gas at a higher 
price, and then the purchaser of the gas would have the option 
either of refusing to pay that price and having the contract canceled, 
or going ahead and meeting that price. But usually, those favored- 
nations clauses would operate after certain fixed periods of time. In 
other words, you would have a contract which would be firm for 5 
years, and if a seller of gas was going to take advantage of a favored- 
nations clause, he would have to give notice at the end of that 5-year 
period for the purpose of determining the price for the next 5-year 
period. Once that was determined, that would be firm. 

In other words, it was not a matter of changing the price from day 
to day under the most-favored-nations clause. 

Then, at the end of the second 5-year period, he would give notice 
as to whether or not someone was paying a higher price in the area. 

Now, here is one type of Setebvetlohathenile clause in this particular 
contract. I will refer to this. This was called a price-redetermination 
provision and it provides that after each of these fixed periods of time 
of 5 years. the seller of the gas could give written notice to the buyer, 
not less than 9 months before the fixed period of 5 years expired nor 
more than 12 months prior to the beginning of the next period, for a 
redetermination of the price and it provides that if the parties are not 
able to agree on the price, it will be submitted to arbitration, to be 
based on the. three highest prices to be paid during such period by 
operating interstate transporters of natural gas, including buyers for 
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gas produced from fields within a radius of 50 miles of any delivery 
point of the buyer in the Carthage field, Penola County, Tex., under 
contracts then in effect with producers and under which deliveries of 
gas are being made at the same time and conditions relating to the 
maximum quality of gas delivered under pressure, gathering, and 
compressing arr angements. 

In other words, it is clear the other price being offered would have 
to be on a comparable basis. 

Mr. O’Hara. Mr. Searls, does it usually happen that if the price 
of gas goes up in a particular field, does that necessarily affect. all 
of the producers in that field, in their contract rights? Or, does 
it merely affect relations maybe between one pipeline company and 
one producer? What is the effect of it? 

Mr. Sears. Well, it depends, of course, on the particular contract 
provisions. But, I would say the mere fact that the price goes up 
in the field to one purchaser of gas it does not follow that immediately 
the prices all go up. In other words, there may be qualifications. 

Mr. O'Hara. May I ask you one question, which has troubled me. 
Does in your opinion and from your experience—and as | understand 
you represent a number of these different clients, both producers and 
pipeline people, and that you are representing certain segments of 
the industry as you appear here before us today, both the producers and 
the pipeline people. 

Mr. Sears. Yes, sir. 

Mr. O’Hara. Does not the favored-nation’s clause encourage some 
possibility of conspiracy of raising the price ? 

Mr. Srarts. I would not think it would unléss there is a combina- 
tion. In other words, that the parties get together and agree that 
they are all going to follow a certain pattern and they conspire in 
reaching an agr eement. 

In other words, suppose that all producers in the field agreed, and 
all pipelines coming into the field, now, we are going to have this 
kind of a clause. I think then that there might be a violation of the 
antitrust laws. I have never known of a case of that kind to happen, 
and I will say further, that the State of Texas has the most stringent 
antitrust laws of any State in the Union. In fact, their antitrust laws 
were enacted before the Sherman Act was enacted in 1890, and Texas 
is one of the States in the Union which vigorously enforces its anti- 
trust laws. It has that reputation, I think. 

Mr. O’Hara. Well, it would seem to me that it could probably give 
cause, if there is a possibility there of some inclination on the part 
of the parties--I mean, it is one thing that the pipeline companies 
are rather helpless on if that should happen. 

Mr. Searus. Yes, sir. 

Mr. O’Hara. And then ultimately the distributor and the consumer 
are going to be faced with other requests for a round of increases. 
Is that not right? 

Mr. Sears. Lf they got together and agreed upon artificial condi- 
tions or conspired it cer tainly will. I do not think there is much 
probability of that, Mr. O’Hara, because I believe the pipeline com- 
panies and producers would be violating not only the Texas antitrust 
laws, but possibly the Sherman Act if they did that, since this gas is 
going to move in interstate commerce. 

Mr. Harr. Will the gentleman yield ? 
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Mr. O’Hara. I will yield to my colleague, Mr. Hale. 

Mr. Hate. I was just going to make the point, there would not 
have to be a general conspiracy, but if only one pipeline company 
collusively made a higher price deal. With one producer and gatherer, 
that would touch off the whole works, would it not? The most- 
favored-nation clause would then be triggered automatically, would it 
not ¢ 

Mr. Srarts. If those two people conspired for the purpose of raising 
the whole field price, I think that is one thing; but just as a matter 
of a pipeline company making a purchase of gas from one producer 
and agreeing upon a contract purchase, I do not think that that would 
constitute a violation of the antitrust laws. But, as you say, if they 
collusively agreed, I assume you have in mind, Mr. ‘Hale, that they 
would have the purpose of raising the whole market structure? 

Mr. Hare. That is just exactly what I mean. I do not see why 
that could not be done. Of course, it would doubtless be monopolistic 
and a conspiracy and possibly criminal under the laws of Texas, but 
they might not get caught. 

Mr. Srarcs. I think that the pipeline companies for economic rea- 
sons would be very hesitant to do that, because the pipeline company 
would get the price of gas increased. That would just cost that pipe- 
line company more money and then it has got to take the chance of 
voing before the Federal Power Commission and seeing if it can get 
its rate increased. Otherwise, the money is just going to come out of 
its own pocket. 

Mr. O’Hara. Mr. Searls, I do not wish to ask you to give us a par- 
ticular contract of a particular person or company, but I know that 
some of us on the committee who do not come from the gas-producing 
areas, would like very much to have a form of contract—not the names 
of the parties and all of that—and if you have one available, I know 
that we on the committee would be very interested in having one. 

Mr. Wotverton. Will the gentleman yield ? 

Mr. O’Hara. Certainly, Mr. Wolverton. 

Mr. Worverton. Are these contracts filed any place 4 

Mr. Searus. Before the Federal Power Commission. They have 
them all over there. 

Mr. Wotverton. Then they are public property ? 

Mr, Searts. Yes, sir. 

Mr. Wotverton. So, whether the names are in them or not, it would 
be appropriate for us to ask for them ¢ 

Mr. Searts. Absolutely. I have no hesitancy in giving you any 
contract on file with the Federal Power Commission. 

Mr. Harris. I might say—do I understand correctly, if you will 
permit an interruption ; do I understand correctly that even though 
there are many thousands of contracts, there are only four or five 
general types of contracts? 

Mr. Srarts. That is true. 

Mr. Harris. Would that be true? 

Mr. Saris. That would be a fair summation of it, I think. There 
are four or five types of favored-nation-clause contracts, and about the 
same number of escalator clauses. So I think we could complete it 
with four or five contracts, Mr. Harris, and that would give each 
member of the committee a good view of what these contracts are. 
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Mr. Harris. Mr. Searls, in talking with the Chairman of the Fed- 
eral Power Commission yesterday, I understood that copies of those 
could be made available. Would you cooperate with them down there 
in an effort to get us copies of these four or five contracts so we can 
have them here? 

Mr. Searts. I certainly will. I will be glad to assume that respon- 
sibility. 

Mr. Wotverton. I think that is a very good suggestion that the 
acting chairman has made. 

May I in that connection ask whether there are so-called spiral 
escalator clauses in any of these contracts ? 

Mr. Serarts. I have heard that term used since I have been up here 
the last few days; but I have never heard it discussed before, Mr. 
Wolverton. I do not know the difference between a spiral escalator 
clause and just a plain escalator clause. Each goes up, and frankly 
I do not know the difference between a spiral escalator clause and a 
plain escalator clause. They each increase the price. I do not know 
the difference, unless by spiral escalator, you refer to the favored- 
nation provisions. 

Mr. Wotverron. Well, that might come within it. 

I am of the opinion that maybe you could still call it an escalator 
clause even if it had the spiral effect that I have in mind. 

Maybe when my turn comes to ask some questions, maybe I can 
make more clear what I mean by “spiral.” 

Mr. Searts. Yes, sir. 

Mr. O’Hara. You appreciate, Mr. Searls, that this problem leaves 
a very difficult problem for the individual members of this committee, 
as well as the committee as a whole. Do you know of any way that 
a bill could be drawn which would protect both the consumer and 
the producer? 

Mr. Srarts. Well, I think that is a very good question, Mr. O’Hara. 
I think this Harris bill comes closer to doing that than any bill I know 
of. I do not believe I could prepare a bill that would do it any better 
than the Harris bill does, with these amendments which I have sug- 
gested, and I say that for this reason: It kind of comes to the question 
Mr. Wolverton asked General Thompson yesterday. How can you 
keep the producer from being a public utility and yet protect the con- 
sumer—because I am sure we all have in mind that the producer’s 
job is to take the risk and hazard and get the greatest supplies we 
can get to the consumer. In fact, I think that is more important than 
anything else—supply—and I think the consumers who appear before 
the Federal Power Commission think that—that i is, the State public 
service commissions. 

Now, in order to do that and in order to protect the consumer, I 
think this bill, H. R. 4560, with these proposed amendments, comes 
as close to doing that as I know how, because it says that the Federal 
Power Commission shall have the right to pass on the question as to 
whether these prices, and these new and renegotiated contracts comply 
with a reasonable market price. 

Now, if it were just plain market price, I think the Commission 
would be a little more limited than it is by using the “reasonable 
market price,” because as I said this morning, when you take into 
consideration the present market price, I do not think you are limited 
to any particular field. 
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Mr. O’Hara. Now, that brings me right up to my next question, 
which I had in mind and that is, what is the effect of the language of 
Mr. Harris’ bill of “reasonable market price,” and the present law, 
which I believe says “fair and reasonable” ¢ 

Mr. Searts. Just and reasonable. 

Mr. O’Hara. Just and reasonable? 

Mr. Searts. Yes, sir. 

Mr. O’Hara. That is in the present law? 

Mr. Searte. Well, the term “just and reasonable,” of course, is well 
known in the public-utility circles, as being a base upon which you 
determine the price, whether it is just and reasonable. 

Well, the term “just and reasonable” in the Federal Power Com- 
mission has come to mean that you take into consideration cost of 
the property less depreciation and allow a fair rate of return, which 
is a public-utility method. 

Well, we think that you cannot follow that method of just and 
reasonable, that is, taking net investment and a fair return on net 
investment; that the producer cannot live under those conditions, 
because he might lose $200,000 in a dry hole or $300,000. He does 
not. operate like a public utility. Therefore, I say that the term 
“just and reasonable” has a fixed meaning in the public-utility circles. 
It does not mean the reasonable market price. 

Reasonable market price, as I understand it, would mean the prices 
of gas, the price that gas is going for; what it is selling for; not only 
in this field, but all fields. It may not be the highest price. It might 
not be the lowest price. But it gives the Commission broad discretion 
in looking at the market price. 

I think they have the right to reject the highest price and we could 
not plan on the theory that that would be supported. The evidence 
might not support it. 

They might reject the lowest price. They might reject all prices in 
a given field and go to other fields and arrive at what they consider 
to be a reasonable market price. 

Mr. O’Hara. Well, it does provide a different measure than has 
existed. 

Mr. Srarts. That is true. 

Mr. O’Hara. For the Commission. 

Mr. Searus. It certainly does. 

Mr. O’Hara. Well, I have taken more than my allotted time and 
I will yield the floor, Mr. Chairman. 

Mr. Kien. Mr. Chairman. 

Mr. Harris. Mr. Klein. 

Mr. Kuetn. Mr. Searls, I just have one question. I happen to be 
one of the people from the farming area of New York, and I confess 
that I do not know much about this, or I did not, before we started 
this hearing. 

| would agree with a proposition that I have heard many times, 
and heard from you this morning, that there is an element of risk 
that is ever present in the planning, and the developing and discovery 
of oil, for instance, and production of gas and that very often op- 
erators dig a well and get a dry hole, and we want to encourage them 
to continue to seek new sources for oil and gas. 

Is that not the reason, in the oil business, that they get a rather 
considerable tax advantage ? 
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Mr. Searts. Well, they get depletion, because they are dealing, of 
course, with their income ‘which comes from an asset that they are 
producing and it is depletable. In other words, they start off with 
100,000 barrels of reserves at the beginning of a given year and at 
the end of the year they only have 75,000, and they rhave a depletable 
asset, and they do get 2714 percent depletion. 

Mr. Kern. That does not apply, does it, to any other business other 
than oil? 

Mr. Seartrs. Yes; I think some of the mining industries. 

Mr. Harris. All of the mining industries. 

Mr. Kuerrn. Is not that the purpose, however, to encourage people 
to continue to prospect or to find new sources of oil or other ‘minerals, 
that they might be mining from the ground ? 

Mr. Srarts. I think it is to compensate for the fact that your assets 
are being depleted each year. 

Mr. Kuern. Well, that same tax advantage on depletion applies to 
the producers of gas? 

Mr. Searts. Yes, sir; it does. 

Mr. Kuern. Do you feel that that is a sufficient incentive for these 
people to go out and continue to invest their money and their labor in 
trying to find oon e gas and more oil ? 

Mr. Searts. I do not thing so, Mr. Klein, if they are going to be 
regulated as public utilities. They are just so far removed from the 
publie- utility business, just so entirely different from the public-util- 
ity business, and the risk is so different, that they could not look to 
depletion and say, “Well, that compensates us.” ‘I just do not think 
that it can be done. 

Mr. Krier. Do you think they would be willing to waive that 
advantage in order to avoid being called a public utility, and thus 
come under regulation by the F ederal Power Commission ! 

Mr. Srarts. No; I do not think so. 

Mr. Kier. You see my problem, as I imagine you do. It must 
be understood as a ae of a consumer group. I, and some 
of those who feel as I do, feel that the consumers in this whole picture 
are, as we might say in the street, getting the dirty end of the stick, 
and I would like to find out here if that is so. Perhaps you can tell 
me. We have the producer on the one hand who markets his gas and 
the person who collects it. 

The producer gets at the wellhead a proportionately small amount 
for his gas. We then have the transmission, the pipelines, and then we 
have the distributor, and of course at the other end we have the con- 
sumer, and you have heard, I assume—I am sure you have—of the 
wide variance of price in the case of some of the New York City gas. 

We find at the wellhead they pay 7 cents for it and when it comes 
to New York City the people are paying $2.37. 

Do you have any idea, Mr. Searls, as to where that tariff comes 10, 
that increase comes in? 

Mr. Searts. Well I think that is more for the economist, and I do 
not want to get too far into it, except this—— 

Mr. Kier. You must know something about it. 

Mr. Searts. I do think in New York you must have a very high dis- 
tribution cost, because of the high cost of operating through the streets 
of New York, and I understand that it is a fact that your distribu- 
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tion costs there are probably higher, due to the conditions under which 
the distributing company must operate—it would be much higher, say, 
than in a small town in West Virginia, or of course in North Carolina. 
So, necessarily your distribution costs are going to be higher in New 
York than in any city in the country, I would think, and that might 
be one reason for it. 

Mr. Kern. Well it might be, but I am just wondering whether the 
disadvantages do not overweigh the advantages. I do not see so far 
the advantages of using this natural gas in the city of New York and, 
[ will be perfect ly frank about it. As I pointed out, the people have 
had no choice as to whether they should have it or not. The prices are 
higher than the other gas we used. And, I cannot see that it is really 
any better, and I am just wondering whether somebody was not at 

fault in permitting it to come in, if the distribution costs are so high 
in the cities, particularly in New York City. Why should it ‘de 
forced on the people? And, I would like to know who i is at fault. 
[ assume from all of this—I want to be fair—that it is probably the 
fault of the public service commission in the State of New York. 

Mr. Searts. Well, I would not say that. I have been to a number 
of hearings before the Federal Power Commission and each one, where 
the State of New York was involved in any respect, the public service 
commission was always represented there. They have diligently 
followed the hearings before the Federal Power Commission. IL have 
never attended any hearings before the public service commission of 
New York, but I have understood that it is a very fine commission. 

Now, I know that, for instance, the Consolidated Edison Co., your 
distributing company, was very anxious to get an additional supply 
into New York C ity and came before the Federal Power Commission 
and stated that they were willing to pay 2 cents more per thousand 
cubic foot for a second supplier, than it would have had to pay to the 
first supplier, because they could recognize that in the interest of the 
consumers, the supply was an important thing. That case was heard 
just last year. And, the Federal Power Commission issued a certifi- 
cate of convenience and necessity for the Tennesseee Gas Transmission 
Co. to come into New York as well as the Transcontinental Gas Pipe- 
line Corp. 

Mr. Kiern. Do you think that will result in lower prices to the 
consumer ? 

_ Mr. Searzs. I do not know that it will result in a lower price, but 
it will give assurance to the consumer of constant supply. 

Mr. Krxrx. Just one more question. You practice before most of 
these regulatory bodies, do you not ¢ 

Mr. Searts. Well, I think the Federal Power Commission in Wash- 
ington is about the only one here. 

Mr. Kiern. Would it have been within the authority of the State 
regulatory body to have refused to permit natural gas to come into 
the city, because of the fact that the price to the consumer would be 
too high, through the fault of nobody, as you say, because of the ex- 
pense and difficulties of providing the service? Could a city regula- 
tory body do anything about it, or does it have authority to say, “We 


- not —— you to come in here, because of the fact the price is 
sO igh”! 
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Mr. Sears. I think the Public Service Commission in exercising 
jurisdiction over the Consolidated Edison Co. of New York would 
have something to say about that. 

Mr. Kuern. Thank you very much. 

Mr. Harris. Will the gentleman yield? 

Mr. Kern. Yes, I will be glad to. 

Mr. Harris. I have had an opportunity, I might say, to inquire into 
the situation which you have asked about on several occasions, and 
it is my information that the gas that goes into the city of New York 
is mixed there with artificial gas, and artificial gas is a great deal 
higher than natural gas, and in doing so, the B. t. u. content is only 
about 550, instead of the usual 900, or 1,000, or 1,1000, or 1,200. That 
then when it is mixed, would make the gas about twice as high per 
thousand B. t. u.’s as natural gas, would it not, Mr. Searls? 

Mr. Searts. Yes, sir; it would. 

Mr. Harris. I think probably therein is at least a partial explana- 
tion of your problem. 

Mr. Kixe1n. Do you know, Mr. Harris, any reason why that should 
be done? If we have got, according to you, cheaper gas than the 
natural gas that is coming through the pipeline, why mix it? I just 
want you to give your opinion. 

Mr. Harris. Because they do not have the supply of gas. 

We know how it was during the war when we did not have supplies. 
We could not get what we wanted, and we know how the people all 
over the country were raising cane because they could not get this and 
that. That is the way it is with gas. If it is not there you do not 
have it. 

The CuarrmMan. May the Chair state at this point that because of 
the very urgent conference he was not able to be here at the beginning 
of the afternoon session and wants to thank Mr. Harris for starting 
on time. 

Mr. Harris. Mr. Chairman, in view of the general understanding 
this morning, I intended to recognize Mr. Derounian next. 

The CuatrmMan. That is what the Chair was about to state. 

As we adjourned this morning, I told the members, on what we call 
the lower ends of the committee, that I was going to start with them 
on the questioning, and in compliance with that promise to them, Mr. 
Derounian is recognized now, if he cares to ask any questions. 

Mr. Derounran. Yes, Mr. Chairman, I would like to ask 1 or 2 
questions. 

Mr. Searls, in connection with Mr. O’Hara’s question about the 
favored-nations clause, and the escalator clause, and the price rede- 
termination clauses, do you not think that the representatives of the 
proponents of this legislation might figure out some way to draft 
these clauses in order to give a little bit of protection to the distrib- 
utors and to the consumers, and I would dare say if that were done 
you would not have much opposition to this bill at all, because I know 
my distributor back home, the Long Island Lighting Co., is a very 
fine company; very forward-looking, and possibly the fastest growing 
utility distributing company in the United States, serving over a mil- 
lion and a half consumers, and they are a bit concerned about these 
escalator clauses. I think I state their position correctly. 

_Here they are on Long Island. There is the wellhead man, and the 
pipeline operator making a price, and Long Island Lighting Co. 18 
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out in left field, with nothing to say about it, and it is governed by the 
Public Service Commission of the State of New York, and if these 
rates are increased month by month, where is the consumer, and what 
can he do? 

Now I would hope that with the ingenuity the Texans have—and 
you seem to know your subject very well—I hope that there can be 
some solution in redrafting or making some provision in the bill where 
these escalator clauses might be redrafted to protect the consumer 
and the distributor. 

Mr. Searts. I realize that poses quite a problem. It did not until 
the last few years. Just about the last 4 or 5 years, I think the dis- 
tributors have been concerned about it. 

It raises a point of trying to protect the producer and at the same 
time protect the distributing company, and the consumer at the other 
end of the line, as you have suggested. 

Now, it seems to me that in future contracts, in all renegotiated 
contracts, the Federal Power Commission is going to pass on those 
favored-nations clauses. They are going to have to pass on them 
under this bill to determine whether or not the reasonable market 
value of the gas is shown by the price or is reflected by the price set 
forth in the contract. 

Now, what action the Commission might take with respect to the 
favored-nations clause and the new and renegotiated contracts, I do 
not know; whether they will try to work out some basis of handling 
them. I have not heard of any plans that they might have in doing so. 

In other words, I think under this bill, that the distributing com- 
pany and also the consumer has a certain measure of protection—I 
think a very substantial protection—which he has not had heretofore, 
for this reason: The price increase under the favored-nations clause 
is the cause of some new prices being paid in the area, either by the 
purchaser of the gas or by some other pipeline company or because of 
the renegotiation of a price. 

Now, under this bill the Commission is going to have control over 
that new price and that renegotiated price to the extent of determin- 
ing that those prices constitute a reasonable market price. 

Therefore, indirectly, you have got control over the favored-na- 
tions clause in existing contracts, because those prices cannot go above 
what the reasonable market price is, because the Commission is going 
to control these new prices, and the renegotiated prices, and they are 
the prices that trigger off your favored-nations clauses. 

Now, you have got the producer. He is selling his gas for 20 years. 
How are you going to protect him? How is the seller of corn or cot- 
ton going to protect himself if he has got to sell at a certain price for 
20 years, with inflation staring him in the face in the future? He 
wants to find some way of protecting himself. 

I would like to call your attention, Mr. Derounian, if I may, as to 
how the Interior Department does it. 

In their leases that they give on Government land, oil and gas leases, 
they have the provision for a royalty payment. And the provision 
here providing for royalty payment is to this effect : 

You pay lessor a royalty of 16% percent of the amount of value of the pro- 


duction obtained and saved from the leased land. In computing the royalty 
herein provided or gasoline or other products extracted from the gas, or gas 
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remaining after extraction of such products, no allowance will be paid for the 
cost of extraction or process. 

Then it provides that the Secretary of the Interior fixes a minimum 
price for gas of 10 cents per thousand cubic feet in this particular 
lease that I am referring to, and it provides that the price received by 
lessee, or the price will go up with the price received by lessee or such 
minimum price as may be properly established by the Secretary of the 
Interior pursuant to another provision of this lease. 

This other provision provides: 

It is expressly agreed that the Secretary of the Interior may establish reason- 
able minimum values for purposes of computing royalty on any or all of the oil, 
gas, natural gasoline, and other products obtained from gas, due consideration 
being given to the highest price paid for a majority of the production of like 
quality in the same field. 

In other words, that is nothing but a favored-nation clause and the 
Department of Interior is given the right to get the highest price being 
paid in the field. If that price changes tomorrow, the Government 
would get the higher price. 

So 1 say that there is nothing unusual in these favored-nation 
clauses. It is the best way that has been found where you have got a 
long period contract of trying to keep that contract abreast of the 
market. 

Mr. Harris. Will the gentleman yield? 

I think, Mr. Searls, it is not the concern about the future contract, 
the renegotiated contracts or new contracts. I believe what Mr. 
Derounian had in mind was what could be done with reference to 
existing contracts where these clauses are already there. 

I think that is what disturbed him some. Do you want to comment 
on that ¢ 

Mr. Searts. Yes; I think on the favored-nation clause in existing 
contracts, they are going to be controlled by the new prices, and the 
new contracts in renegotiated contracts which the Commission will 
have control over. 

Mr. Harris. But the automatic increases ¢ 

Mr. Searts. You mean the fixed escalation ? 

Mr. Harris. Yes. 

Mr. Searts. The amount of the fixed escalation in the contract. In- 
stead of agreeing upon an average price for 20 years, they might say 
the price will be 10 cents for the first 5 years and 11 cents for the next 
5 years and then 12, and then 13 cents. 

Well, the parties could agree to take the average price for 20 years, 
just divide by 4, and that is a fixed price. I don’t see anything that is 
objectionable in that. They just start off with a lower price and 
increase the price over a 20-year period, whereas they could have 

taken 1 price and just made that a set price for 20 years. 

Mr. Harris. Will the gentleman yield further? I think what he 
had in mind, what objection would there be for the Federal Power 
Commission to have the authority to review and consider these auto- 
matic increases ? 

Would you care to comment on that ? 

Mr. Sears. The objection I would say to that, Mr. Derounian, 
would be this: Those parties have made those contracts, and it is a 
matter of past. Some are 5 years old or 10 or 15 years old. Many 
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producers have gone out and borrowed money on the basis of those con- 
tracts, and they have financed on the basis of those contracts. They 
have drilled wells on the basis of those contracts. 

They feel like they have got contracts as fixed prices and it is some- 
thing that has already been executed and that it should be binding 
on the parties under those circumstances. 

Mr. Derountan. Mr. Searls, I didn’t for 1 minute intend to have 
contracts violated. All I would say is that the status quo up to now 
ought to be kept and then as to the future, wherever possible, on new 
agreements that some consideration should be given on these favored- 
nation clauses. 

I am a lawyer and I know if you have a contract now, and it is in 
effect, and the man has invested money to his detriment, you can’t do 
anything about it. 

but just so the future will not be a wide-open highway so far as 
the consumer is concerned, that was the import of my question to you 
on those clauses. 

Of course, you cannot answer it in 1 day, and you have done pretty 
well in try ing to explain the problems, and they are problems. 

Mr. Searts. Of course, on those future contracts that you are refer- 
ring to, the Federal Power Commission is going to have control over 
those prices. The Federal Power Commission is going to pass on the 
prices in each one of those contracts, and it is going ‘to be up to the 
Commission to decide what it is going to do about those favored-nation 
clauses in determining whether or not those clauses in the light of all 
the facts, and the prices set forth in the contracts, are in accordance 
with the reasonnble market price for the gas. 

Mr. Derountan. Thank you very much. 

Thank you very much, Mr. Chairman. 

The Cuarrman. Mr. Macdonald. 

Mr. Macponaup. Mr. Searls, [ was very impressed by the brief that 
you filed here and it certainly shows a great knowledge of the field. 

I was especially impressed with the first two sentences, which it 
seems to me comes to the nub of the whole problem here. I was won- 
dering if you were here yesterday ? 

Mr. Srarts. Yes, sir; I was. 

Mr. Macponaxp. Did you hear the testimony by General Thompson, 
in which he stated that if the prices went up high enough in the con- 
sumers district, they always had the chance to go back to burning wood 
in their stoves, or oil in their stoves? 

[ notice in your original sentence here, your leadoff sentence, you say 
you feel that this bill is in the national interest. I was wonderi ing if 
you would care to comment on the fact, as to whether or not you feel 
that it would be in the national interest to have consumers, and I am 
speaking specifically of the consumers of the northeastern section of 
our country, priced to such an extent that they have to reconvert and 
go back to ‘cooking i in the kitchen stove by means of wood or oil ? 

Mr. Srarts. No, sir; I don’t think that would be in the national 
interest, and I don’t think that will come to pass. The laws of supply 
and demand will prevent it from coming to pass. 

In other words, the pipeline companies are going to want to continue 
in business and so is the distributing company, and the producer is go- 
ing to want a market for his gas. Tf that price gets to a point where 
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the consumers are going to have to switch over to fuel oil, or coal, I 
think then the law of supply and demand will control the situation and 
those prices are going to come down. 

Mr. Macponatp. I am very happy to hear you say that. Do you 
think under the present situation that it would be unrealistic to say 
that it could happen? 

Mr. Searts. No, sir; I don’t think it could happen. 

Mr. Macponatp. Under the present situation ¢ 

Mr. Searts. Yes,sir. I don’t think it could happen. 

Now, I say that also for this further reason, that many of the in- 
dustrial purchasers of natural gas are equipped to handle both coal 
and natural gas, and it is just a question of price with them. That is 
true inthe New England States. I know that for a fact. 

If they find that coal one year is cheaper than natural gas, they are in 
a position, many of them, to switch over, but once they start switching 
over to coal that is going to create a larger supply of natural gas for 
the house-heating consumer. 

Mr. Macponaup. Are you talking about industrial consumers or 
household consumption ? 

Mr. Searts. I was talking then about industrial consumers, but if 
he starts switching over, your supply is going to increase, and that is 
going to effect the price to the household consumer and keep it down. 

Mr. Macponap. Do you think the fact that the industrial consumer 
is not going to use as much natural gas would keep the price down to 
the householder ? 

Mr. Searts. If that comes to pass that the industrial consumer 
starts switching from natural gas to fuel oil or coal, there is going to 
be a larger supply of gas on hand for the residential consumer. 

Mr. Macpona.p. I repeat, I don’t know as much about it as you do, 
but from the testimony at the hearings would not there be some reason 
to believe that if the industrial users, and it is my impression that they 
use much more than do the householder, in the national picture, the 
people down in the producers’ State will just keep it there ? 

I was told yesterday that the people down in Texas, and so forth, 
are pretty stubborn, and that they would just as soon see it go to waste 
as to be controlled, 

Mr. Searts. I don’t believe they are quite that stubborn. 

Mr. Macponatp. Then you disagree with General Thompson ? 

Mr. Searts. Yes, I disagree on that point. 

Mr. Macponap. The second sentence I think is really the nub of 
the problem, in which you say that this bill assures the consumer of 
an adequate supply of natural gas delivered to the city gate, at a 
reasonable price, and I find that if that were true these hearings would 
not be in session, because I think everybody in this committee would 
be in agreement. 

I think the nub of the thing is whether or not gas will be delivered 
to our Northern States at a reasonable price. 

On that, I would just like to ask you a simple question to buttress 
your second statement, as to how this bill assures the consumer of 
getting gas at a reasonable price. 

Mr. Sears. Well, on the first part of that question, that is a matter 
of supply. I think if the producer is not regulated as a public utility, 
he is going to have an incentive to go out and find more natural gas, 
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and he is going to have an incentive to take a chance with spending 
money at the rate of $200,000, or $100,000 per well, to find the gas. 

I think there is a greater possibility of maintaining the supplies. 
I would like to impress again, Mr. Macdonald, that I think that is the 
controlling question, the question of supply, particularly since we 
have seen what has happened in the last few years. 

In 1947 we had about 33 years’ supply of natural gas, and now here 
only 6 years later we are talking about 21 or 22 years’ supply of natural 
gas. 
~ Mr. Macponatp. If I could interject at that point, has it ever been 
cleared up on the record, the discrepancy in the report filed by the 
Chairman of the FPC, and Mr. Hayworth, my mathematical genius 
colleague here on the committee? His figures, based on the report filed 
by the FPC, was that it went to some 3,000 years, as I recall. 

Mr. Sears. I think that point has been clarified. 

Mr. pa I have not myself had it. Could you clarify it 
for me? 

Mr. Searts. Well, I think it revolved around a question of how 
many therms in an M ec. f 

Mr. Macponap. ‘Has it been clarified what a therm is? 

Mr. Searts. Yes, I think it was decided that 1 therm represents 
100 cubic feet of natural gas, and 10 therms represent one M ec. f. f. 
thousand B. t. u. gas. I think that discussion which took place yes- 
terday, possibly you weren’t here at the time—— 

Mr. Macponaxp. In the morning or the afternoon? 

Mr. Searts. I think it was clarified in the record. 

Mr. Macpnonatp. Is there any question about how much supply 
_ e or is that a subject of which you can take your choice, more 
or less? 

Mr. Srarts. No, I don’t think it is a matter of which you can take 
your choice. It is pretty well fixed what the amount is. Very accu- 
rate figures have been collected by the American Gas Association, and 
Mr. Boatwright, who is the economist, who will follow me as a wit- 
ness, will be in a position to testify with some detail on that point. 

Mr. Macponatp. And what is the supply ? 

Mr. Searts. I understand it is about 21 or 22 years today. 

_Mr. Macponaxp. So that my constituents in the Eighth Congres- 
sional District in Massachusetts don’t have to worry about burning 
wood in their kitchen stoves for 21 years? 

Mr. Srarts. Or a little longer than that, because it is hoped we 
will find a little more gas each year. 

Mr. Macponatp. Very good. 

I asked a question the other day which I have not had an answer 
to, and I am wondering if you know. That is as to this fair and 
reasonable return on investments. I was wondering whether this 
27.5 depletion allowance annually for purposes of income tax were 
taken off before or after this 6 to 8 percent allowance as a public 
utility return by the FPC? 

Mr. Srarts. Of course, the Federal Power Commission has not 
yet determined on what basis it is going to regulate the producer, so 
1 am not able to answer that question. 

_ We had a hearing in January before the Federal Power Commis- 
sion in Docket R-142, in which there was considerable testimony of- 
fered as to how the producer would have to be regulated, if the com- 
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mission was going to be compelled to do so. So there has been no 
precedent set, and I just don’t know how that will be handled. 

Mr. Macponatp. Which would you think would be a fair way? 

Mr. Searts. Well, whether or not the 27.5 percent depletion would 
be expensed, or what 

Mr. Macponatp. Whether or not the 27.5, plus the 6 percent would 
come up to a return for an investment of around 34 percent. 

Mr. Searts. I don’t think that follows, because when the producer 
produces, his asset, he still doesn’t have it and he has gotten rid of it. 
Therefore, you can’t say that he is earning 27.5, plus 6 percent on an 
original cost of so much. He has an asset that is depletable, and he 
might have started off with 100,000 barrels reserve and the end of 
the year he has only 50,000 barrels, so you can’t say that he is earning 
3514 percent. 

He gets the depletion allowance because he has a depletable asset, 
whereas the same thing is not true with the public utility pipeline 
company. 

Mr. Macponarp. Well, this gets to such astronomical figures, the 
figures in Texas and the figures I have been reading here, that I don't 
follow it quite too clearly. But it still seems that he still has assets in 
the ground that he is getting a 33 percent return on his money, which 
as a man who is not wealthy at all in terms of Texas, or wealthy in any 
terms, I think is not a bad return. Do you think that 33 percent is a 
bad return on your money in any given year? 

Mr. Sears. Well, it depends on how many dry holes you drill in 
that year. You might have spent more money in drilling dry holes, so 
that the dry holes would be greater than the return you would get, and 
so your net position at the end of the year would be a loss instead of 
any income. 

Mr. Macponaxp. Do you think as a lawyer, very expert in this field, 
that there is anything particularly wrong with the FPC allowing a 
man to take the net number of holes drilled, if that is the correct word, 
during a given year, and let him file on that basis? 

Mr. Searts. You mean capitalize that cost and earn on that? 

Mr. Macponap. Yes. 

Mr. Searts. I don’t see how that would work out. 

Mr. Macponaup. Once again I confess I don’t know too much about 
it, but in other lines of endeavor, if you go to the well, if you will 
pardon the expression, 5 times and hit once, it would seem to me fair 
enough to allow the business expense for missing 4 times to be added 
into the successful fifth time. 

Do you think that that would be fair or unfair? 

‘ Mr. Searts. I don’t think that you can do it on any public-utility 
asis. 

Mr. Macponarp. I am not talking about public utility. I am just 
talking about regulations by the FPC. 

Mr. Searts. I don’t think that you could do it, because then a pro- 
ducer could just go out and drill one well after another, on the theory 
that he is going to earn 6 percent on every dry hole that he drilled, on 
the investment in each dry hole. I don’t believe any commission would 
allow him to earn 6 percent on each dry hole that he might drill, and 
* ee he would drill where there would be no prospects of getting 
oil. 
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Mr. Macponatp. I see. The people in the oil-producing States 
would try to take advantage of a loophole such as that ? 

Mr. Sears. There might be 1 or 2 who would. 

Mr. Maeponatp. Thank you. I have no further questions. 

The CHamman. Mr. Bush. 

Mr. Busu. I have no questions. 

The CuatrmaAn. Mr. Beamer. 

Mr. Beamer. Mr. Chairman, I think so many of these questions have 
been asked of Mr. Searls that I do not want to repeat them, but I 
would like to ask one question that we have repeated many times. 
I don’t think you said this specifically in your statement, but some 
of the other witnesses have stated it. 

First, it was to protect the public interest. Now, I wonder if you 
would like to define your interpretation of the word “public” in that 
instance ? 

Mr. Searts. I think the public interest includes all of the consumers 
who use natural gas, and I think it includes the matter of natural 
defense for the country, and I think it includes many people who are 
not using natural gas, when we look at the matter from the standpoint 
of the national defense, and also it includes the producers. 

Mr. Beamer. If we include the producers, then I think we might 
pursue the question raised by the previous gentleman from Massa- 
chusetts. There is a certain return that is due to the producer as 2 
result of his investment. Now, I do not know what the amount of 
investment should be in the field of oil or gas, but we know that there 
are hazards in the business and there are hazards in our farming opera- 
tion. We face them every year. Some years are good and some years 
are bad. 

I wonder whether or not you have anything to substantiate the state- 
ment you made a moment ago that you thought that 33 percent or 27 
percent or whatever the depletion figure is, is a justifiable one consider- 
ing the fact that there are a large number of dry wells and a lot of 
exploration that is unprofitable. 

Now, I am wondering if there is anything that you can present to 
the committee that would show, probably over a period of time, what 
has been the result ? 

Mr. Sears. Yes, of course, many producers have become wealthy, 
and then they have lost all of their money in drilling dry holes. Then 
there are some of them who have gotten wealthy again, and they got 
broke again. 

So, I don’t think we can reduce it down to any formula in the pro- 
ducing end of the business. In other words, we can’t say the return 
ought to be 25 percent on all money spent. That raises that question 
which we were just discussing, about if you drilled dry holes, and you 
capitalized the cost of the dry holes, and what are they going to earn 
on the dry holes. = 

I just think there is only one way you can do it, Mr. Congressman, 
and that is to allow the producer to operate on a competitive basis. 
That has proved successful in the past, and it has proved successful 
in the oil industry as well as the gas industry, and there is a lot of 
competition in exploring for oi] and producing the oil. We have 
found that there is enough incentive there, despite the dry holes that 
are drilled, and it is intriguing enough so that the producer is still 
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willing to risk money. And even the man who makes a lot of money, 
a lot of them are willing to risk going broke again in order to make 
additional money. 

Mr. Beamer. May I ask this question: Do you feel that if the situ- 
ation continues as it is now, as a result of the Phillips decision, without 
the Harris bill or some comparable legislation, do you feel that the 
small independent operator is going to be encouraged to make further 
exploration ? 

Mr. Sears. No, sir, I do not. I think it is going to affect the 


supply. 

Mr Bramer. Would that create a monopolistic effect that only the 
large and wealthy operators could produce ¢ 

Mr. Srarzs. I think it is more likely that the larger producers who 
have large legal staffs, and large accounting staffs, would be more 
likely to carry on than the small producers. But I think even those 
large producers are going to lose their incentive to go out and develop 
gas reserves if they were otherwise developed. I think they would 
spend their money in some other way, oil prospects instead of gas 
prospects. 

Mr. Beamer. What would be the result to the consumer ? 

Mr. Searts. The supply would be reduced, and another very im- 
portant thing on that reduction of supply is this: If these pipelines 
can’t operate at about 95 percent load factor, once they start operating 
at a 50 or 75 percent load factor basis their costs are going to skyrocket. 

The prices are going to go up to the consumer. 

Mr. Beamer. May I suggest that yesterday I submitted a letter from 
one of the gas utility companies in Indianapolis, the capital of my 
home State, and they indicated, or they showed with their charts, in 
the last 10 years, that even though the price of gas at the well had in- 
creased and more than doubled, its price to the consumer in Indianap- 
olis had increased only an infinitesimal amount. 

Would you say that was true due to the fact that the interstate 
carriers or pipelines were carrying more gas and consequently would 
deliver it more cheaply even though it was costing them more at the 
wells? 

Mr. Searts. That is the only way I could see that they could do that. 
They must have inctéased their load factor in delivering gas into the 
Indianapolis area. I know that there has been the successes of the 
long lines in the last few years. One thing that has made that possible 
has been the development of storage in the Appalachian area, in 
Pennsylvania and western New York, I believe. 

It has made it possible for them to operate the year around at a 95 
percent load factor, and by doing that their fixed charges per thousand 
cubic feet are reduced, and so they can deliver the gas at lower cost 
than they would if they had to operate at 50 or 75 percent load factor. 

Mr. Beamer. May I ask you if it is not a significant factor that 
apparently all of the distributors of gas in our district or our area, 
are asking for some support of the legislation of this type? Why 
would you feel that they would be asking for it when they are on the 
distributing end and not the producing end ? 

Mr. Searts. They must be very well satisfied with the rates they 
are now paying, and furthermore, I think they recognize that the most 
important thing is supply. They recognize that if this bill is passed, 
you have got a greater assurance of supply than you are going to have 
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otherwise. That is why we found in all of these hearings before the 
Federal Power Commission the main thing the distributing companies 
and the State public service commissions are interested in, the principal 
thing is to get the supply. 

Mr. Beamer. Our public service commission of Indiana has rec- 
ommended some similar legislation. 

Now, I am wondering whether or not this is true, that since these 
distributors at this end are very much interested in this particular 
legislation, it is apparent that they have not raised the price of their 
gas to the consumers. In fact, 1 have been informed, and I can’t 
verify this, but I have been informed that it is now cheaper to heat 
your house with gas in our area than it is to heat it with fuel oil. I 
wonder whether or not you could elaborate on that point. Do you 
know anything about that fact ? 

Mr. Searts. I am not sure whether or not that is true. I know that 
15 years ago in the Chicago area, gas was a little higher than fuel oil. 
But there have been large increases in the last few years in fuel oil, 
and also in coal. I am inclined to think that gas might be cheaper for 
house heating than these other two fuels. 

Mr. Beamer. It is a fact, so I am informed, in Indianapolis and in 
our district that they can only secure about 50 percent of the require- 
ments of natural gas, and consequently they must add artificial gas 
to it. That is water-type gas or whatever type they make. This is 
much more expensive than natural gas, and, even in the face of that 
condition, they seem to have been able to maintain a fairly steady 
price to the consumer. 

I do not want to pursue that point, but I have one other subject in 
which I am very much interested and I wonder if that is not the focal 
point in this discussion, and not only for us, but for the consumer: 
Hiow far do we want to go with Federal regulations, the general prin- 
ciple of it ? 

I think that you have expressed yourself, and do you have a terse 
statement that we might give to the folks? 

Mr. Searts. I don’t think the producer of any basic commodity 
should be regulated. That applies to coal, gas, oil, corn, cotton, wheat, 
because I think it is contrary to the system of government on which 
we have developed the economy of this country. 

I think the consumer can be protected by allowing the producers 
to have the incentive to continue to try to get a market value, a reason- 
able market value for their products. 

Mr. Beamer. Do you feel then that one of the fair statements to 
make is the fact that we do not want a regulated economy ? 

Mr. Searts. I think that is true. 

Mr. Beamer. The witness, General Thompson, yesterday was very 
emphatic on that point, and I wonder whether that was recognized 
over the country ? 

Mr. Srarts. I think it expresses it very well, much better than I did. 

Mr. Beamer. I would like to ask more questions but I feel that no 
committee member should consume undue time. I shall ask no further 
questions, 

The Cuatrman. Mr. Hayworth, do you have any questions? 

Mr. Hayworrn. I am embarrassed over the fact I just came in. I 
did wonder this morning, however, if you are representing the law 
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firm, or are you as member of the firm representing a client of the 
law firm ? 

Mr. Searts. I am not representing any specific client. I ama mem- 
ber of the law firm, as shown by my statement. We represent both 
private lines and producers, and I was asked if I would come up here 
and make this statement which I have made. That is in regard to the 
history of legislation and an explanation of the provisions of the bill. 

Weare very interested in this bill on behalf of our clients. 

Mr. Hayworrtn. That is all. 

The Cuatrman. Mr. Bennett, do you have any questions ? 

Mr. Bennerr. Mr. Searls, in reply to a question asked by Mr. 
Beamer relating to regulations, there has been much said about the 
desirability of exempting the producers of natural gas from Federai 
Government regulations. But is it not true that under the bill of Mr. 
Harris that you do agree to regulation in the limited sense ? 

Mr. Searts. You do indirectly control the price of the producers 
by this bill. You prevent any run-away prices, and you prevent the 
producer from getting more than the reasonable market price for his 
gas. 

Mr. Bennett. What you do is to give the producer what you believe 
to be the kind of regulation that he can live with. Is that about right? 

Mr. Searts. Well, I think you permit him to earn what any producer 
does, in our economy, and that is no producer, I think, is entitled to 
more than they get, the reasonable market price, whether producing 
wheat or corn, and I think you permit him to do that. But you want 
to protect the public. 

Mr. Bennerr. But in other basic commodities that you have dis- 
cussed, that is coal, oil, or any other commodity that is for sale on the 
market, there is no regulation, and you have argued, and others before 
you have argued, that there ought to be none so far as natural gas is 
concerned. 

But this point appears clear to me, that the producer of natural gas 
recognizes that there must be some type of price regulations of their 
product. Otherwise, they would not be here with Mr. Harris’ bill. 
because it definitely does give to the Federal Power Commission the 
right to determine what is a reasonable market price. 

Now, that is control, is it not ? 

Mr. Srarts. Well, to be realistic, Mr. Bennett, I think it comes 
down to this: The President’s Advisory Committee made a report, and 
this bill follows the President’s Advisory Committee. 

Now, the producer would probably prefer to be exempt completely, 
and not have this provision about reasonable market price. But the 
President’s Advisory Committee has advised that in the interest of 
consumers, there should be this provision, and there should be this 
character of regulation that the Commission should limit it to the 
reasonable market price. I think that the producer is willing to go 
along with that. 

Mr. Bennett. Then, would it be fair to say that the gas producers 
do recognize that there should be some regulation within the standards 
set forth in this bill to regulate their prices ? 

Mr. Srarts. I don’t believe I can go along with that, Mr. Bennett. 
I think the producer’s position, or the reason why the producer is sup- 
porting this bill, the producer believes that in view of the Presidents 
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Advisory Committee report, this is the best kind of bill he is going to 
vet, and I think for that reason he is willing to go along with it. 

~ Mr. Bennett. But it is not accurate or correct for us to be talking 
about the fact that there should be no regulation, or there ought to be 
no regulation. We were considering a bill that actually does give the 
Federal Power Commission authority to fix prices of the producer. 

Mr. Searts. Well, you are not actually fixing the price of the pro- 
ducer. You are protecting the public from run-away prices, and you 
are only assuring this producer that what he is going to get is the rea- 
sonable market price. 

Mr. Bennerr. Now, let us take a specific instance. The market 
price of a commodity is one thing, as I understand it, and the reason- 
able market price of such a commodity may be quite another thing. 
Is that not true? 

Mr. Searts. Yes, sir. 

Mr. Bennerr. So that when you say to a regulatory body, “You 
may fix what is reasonable market price,” you are vesting discretion 
in that agency to do that very thing, are you not ? 

Mr. Searts. You certainly are. 

Mr. Bennetr. That leads me to this next point 

Mr. Harris. If the gentleman will yield on that point, before he 
leaves it? 

Mr. Bennett. I was going on with that same point, but go ahead. 

Mr. Harris. I had just a brief question. But what it does do, and 
what the producer wants, is to be taken out of the public utility status, 
isn’t it ? 

Mr. Sears. That is right, and not to be regulated as a public utility. 

Mr. Bennert. But he is regulated under this bill as a public utility, 
insofar as his price is concerned. Isthat not true? 

Mr. Sxarts. I don’t think that is a public utility regulation. When 
you permit the consumer to get a reasonable market price, I don’t 
think that is regulation in accordance with public utility standards. 

Mr. Bennett. If it is not utility regulation, or price regulation or 
price control of the utility, then what is the Federal Power Commis- 
sion doing fixing the price ? 

Mr. Searts. You mean under this bill ? 

Mr. Bennert. Yes. 

Mr. Searts. I am for that, and in fact, I am for something that 
would go a little bit further than this, but I have listened here now 
for 2 or 8 days to proponents of this bill constantly say that they are 
against Federal regulation, and Federal control over producers of 
natural gas. Under this legislation it is a misstatement to say there 
isno Federal control. 

Mr. Searts. I don’t think that there is any regulation on a public 
utility basis under this bill as it is now written, but I can’t escape the 
proposition that you mentioned and I agree with you. 

There is control over the price to be received by the producer under 
this bill. There is no doubt about it. 

Mr. Bennetr. Now, if it is proper, and I think it is to give the Fed- 
eral Power Commission the right to determine what is a reasonable 
market price, and if the basis for that authority is to stop run-away 
and unreasonable prices on the part of the producer, then what would 
you think about this proposition: Would you be willing to go one 
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step further and say that no market price should have an unreasonable 
relation to the cost of production ? 

Mr. Sears. No; I wouldn’t go that far, because then you are bring- 
ing in public utility regulations with the cost of production, and such 
as that, and that is when I think that you destroy the incentive of 
the producer to go out and find natural gas, when you put him on a 
public utility basis. 

Mr. Bennett. Well, under the language in the Harris bill, giving 
the Commission authority to find what is a reasonable market price, 
does it not give them the right to go behind the market and to take a 
look at the cost to the producer, and take a look at other factors? 
Does not that language standing alone assume that the Power Com- 
mission has the right to go behind the market ? 

Mr. Searts. I don’t think the Federal Power Commission would 
have the right under that language to look at the costs of production 
or costs of discovery. I don’t think that they could look at costs at all 
under the language of this bill. 

Mr. Bennett. Then, answer this question, because it is not at all 
clear to me, and I know that you are an expert in this field as a prac- 
ticing attorney, and a specialist: What is the meaning of the word 
“reasonable”? What do you expect, or what do you intend by that 
language that the Federal Power Commission may do in determin- 
ing a rate? 

Mr. Srarus. Here is the way it seems to me, and I think in the first 
place he gives the Commission broader discretion than it would have 
if you just used the term “market price.” 

But I think it means this: That the Commission is not going to be 
bound by any legalistic formula that you have got to take the highest 
price being offered by a willing buyer to a willing seller, who is acting 
under no compulsion to buy or sell. 

If I may finish, if I may pursue this, I think it means that the 
Commission can look at the prices in the field, and I think that they 
can go into an adjoining field and look at the prices, and I think that 
they can look at the prices in the entire State or adjoining States, in 
order to arrive at a price for this particular field. 

But they are not looking at the costs, and all of the time they are 
looking at prices, and prices being received in the market, or prices 
being received in a free market for the product. 

Mr. Bennerr. Suppose there was a case, in a given field, that the 
market price is 25 cents per thousand cubic feet, or whatever standard 
you use in that computation. Suppose a rate case comes up and the 
producer says, “‘Here is the market price,” and there is not any dis- 
pute about it, and 25 cents is the market price. Now, the members of 
the Federal Power Commission say in their opinion that price, al- 
though being the market price, is not reasonable and consequently 
they will not approve it. 

Now, would they have a right to do that under this language? 

Mr. Srarts. I think they would have the right to do it, but what 
would be the evidence that they would have before them? ‘They 
would have the evidence that the prices being paid in other fields, and 
evidence of prices in the general area. 

Mr. Bennerr. Wait a minute, now. If you refer to the language, 
if you will refer to section b for a moment, you will see that it says 
the reasonable market price thereof in the field where produced. 
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Now, do you say in determining the reasonable price in the field 
where produced that the Commission has to go to other field, and other 
areas of States to determine whether the price in the field is reason- 
able ? 

Mr. Searts. I say it can do so. It might decide, depending upon 
the facts of the particular case, that it will not. Now what it is trying 
to arrive at is a price at a particular point, and not the price at the 
end of the pipeline, in New York, but the price in this field down here. 
That is why the language is used, the price in the field. 

Now, in order to arrive at a price in a given field, I don’t think that 
the Commission is restricted to the prices being paid for natural gas in 
that particular field. I think the Comission can look to other fields and 
look to the area. 

Mr. Bennett. If it is not the intent of this provision to limit it to 
a field, why is that language used here ? 

Mr. Searzs. Because that is the point, that is the starting point, 
that is where you want to find the price, at a particular locality. You 
are not interested in finding a price in Detroit, and you are interested in 
finding the price down in Harris County, Tex., at a given field. 

It is at that point and not at the end of the line up in Detroit, Mich., 
or at Milwaukee, Wis., or in New York, and so, therefore, it is neces- 
sary to designate some point. 

Now, the point to be designated, at which the price is to be deter- 
mined, I would think would be the field where that gas is produced. 
So I think that is used for the purpose of defining the locality where 
you are trying to determine the price for. You have got to find it for 
some specific locality. 

Mr. Bennetr. According to your explanation, then, as I take it, 
the Commission actually would not have any discretion at all, and they 
would have to go in and find out what the market price was and since 
they only have price to go by and no other factors and cannot concern 
themselves with any other factors, they would not; they have to accept 
whatever the market price may be ? 

Mr. Searts. In that particular field, you mean ? 

Mr. Bennett. Yes. 

Mr. Searts. No, sir; I can’t go along with that. 

Mr. Bennerr. How could they reduce it, and what formula could 
they use to reduce it ? 

Mr. Srarts. By looking at other places. Let us take a fact situation, 
for instance. Let us assume that there is only one contract for the sale 
of gas in this particular field in a certain county in Texas. That price 
might be 15 cents. Yet here are other fields in the general area where 
the gas is going at 10 cents; that is, contracts are executed at about 
the same time as this 15 cent price. If I were sitting on the Commis- 
sion, I would be very reluctant to find 15 cents for that field if all of 
these other fields in the same area where price, being sold in the same 
volume, comparatively the same volumes, and under contracts executed 
at about the same time, is at, say, 10 cents. 

So I think they would be justified in saying we are going to reject 
the 15 cent price. 

Mr. Bennett. That is the point I was going to raise. You would 
have to look further than the price. In other words, if you and I are 
producers in the field, and I am selling my gas for 15 cents, and you 
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are selling yours for 10 cents, the Commission would immediately won- 
der why mine was 15 cents and yours was 10 cents. 

Mr. Sears. That is right. 

Mr. Bennett. In order to determine a reasonable price, would they 
not have to go into my cost situation ? 

Mr. Sears. No, sir. 

Mr. Brennerr. My costs may be entirely different from yours and 
that is why Iam charging 15 cents and you are charging 10? 

Mr. Searts. I don’t think they would be justified in doing that 
under the language of this bill. 

Now, some gas, you might get it at a depth of 2,000 feet. and other 
gas is found in Texas at 15,000 feet, and wells that cost half a million 
dollars to drili. But that gas when it gets to the surface sells for sub- 
stantially the same price. That is despite the difference in cost. You 
could never in the world give this man that drills 15,000 feet a higher 
price than gas that is produced from 2,000 feet, because after all that 
is the same commodity. It gets the same price, and now there is one 
important consideration on this question of price, and that is volume. 

If 1 company, or 1 producer has very substantial reserves, say a 
trillion cubic feet, and he is able to give a daily delivery quantity of 
100 million cubic feet per day, he is in a better position pricewise than 
one who has a little stripper well out here producing a few feet of gas 
per day. He has got something that is of more value. He is entitled 
to get more for his gas. 

Mr. Bennerr. He has something that costs him less, too, probably, 
or it might be. 

Mr. Searts. It might have cost him less, but he is entitled to more 
money on the market. 

Mr. Bennett. I would like to know what would be wrong, assuming 
you start off with the definition in the Harris bill, with modifying it 
with one further restriction to the effect that in no case could the 
reasonable market price bear unreasonable relation to the cost of pro- 
duction. Do you think that that would be unfair? 

Mr. Searts. Yes, sir; I do, because then you are putting the pro- 
ducer right back on a public utility basis, and I don’t think it is prac- 
ticable, Mr. Bennett. I don’t think it is for this reason: If you take 
this well that costs half a million dollars to drill and here is another 
well that costs $10,000 to drill, and they get the same commodity, how 
are you going to allow a difference in price based upon cost? 

Mr. Bennett. But you keep talking about the fact that the Com- 
mission cannot go into costs. There is no such restriction under the 
terms of this bill. 

Now, is there anything in the Harris bill that says in determining 
the reasonable market price that the Commission cannot go into cost ! 

Mr. Searts. I think the terminology itself excludes it—reasonable 
market price—and I think they have to deal with prices. 

Mr. Macponatp. Would the gentleman yield for one short question! 
I take it that you are arguing against the Harris bill? 

Mr. Sears. Well, I wasn’t aware of it. 

Mr. Macponaxp. If I say that the Harris bill does not take into ac- 
count costs, and you feel that a great inequity would be done somebody 
who has to go down 15,000 feet against someone who only has to go 
2.000 feet, why is that not the best argument yet against the Harris 
bill? 
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Mr. Searts. I think you misunderstood me, Mr. Macdonald. 

Mr. Macponatp. Perhaps I did. 

Mr. Searts. I didn’t say there was a great inequity. -I say that is 
the risk that man takes, that when the gas gets to the top of the ground 
each new foot is 1,000 B. t. u. gas and the man who drills down 15,000 
feet can’t get any more than the other man. 

Mr. Macponaup. Under the Harris bill, is that correct? 

Mr. Searts. Regardless of the Harris bill he shouldn’t be able to. 

Mr. Macponatp. Under the formula of the FPC he would get more 
because of the cost involved in the drilling? 

Mr. Sgarts. Who is going to pay ittohim? The pipeline company 
is not going to pay him a higher price when they can go over and buy 
gas from the producer that drills down just 2,000 feet, if you are going 
to base it on cost. That is why I say it just won’t work. The man 
who drills down 15,000 feet will never be able to sell his gas. That is 
if you base it on cost. 

fr. Bennetr. Anyway, there is not anything in the present lan- 
guage that would prevent the Commission from looking into costs, 
except your conclusion; and I respect your opinion. Your opinion 
is that under the language “reasonable market price,” it excludes 
entirely any consideration of cost ¢ 

Mr. Sears. That is my opinion; yes, sir. 

Mr. Brennetr. I just wanted one other question on pipelines. I 
made the statement yesterday that insofar as Michigan is concerned 
the Panhandle Eastern pipeline was engaged in controversy with an- 
other pipeline that tried to bring gas into Michigan, and we were suf- 
fering as a result. 

Now, I don’t want to leave the impression on the record that I was 
necessarily criticizing or saying that Panhandle Eastern was legally 
wrong in their position or that the other pipeline was right. But I 
intended to convey this: The controversy between the competing pipe- 
lines into Michigan has resulted in a shortage of much-needed natural 
gas in our State. 

Now, my question is this: Would it help the consumer if the provi- 
sions of the law relating to certificates of convenience and necessity 
were relaxed a little bit, so that it would be easier for a company that 
wanted to lay a competing pipeline to do so without being hamstrung 
by one of their competitors with long litigation before the Federal 
Power Commission and in the courts, and thus prevent an adequate 
supply flowing into these areas that need it badly ? 

Mr. Srarts. Mr. Bennett, I don’t believe that you need to relax 
section 7 (c), the provisions of the Natural Gas Act that you refer to, 
because the Commission has very broad discretion. I don’t know of a 
case in the 8 years that I have had contacts with the Federal Power 
Commission where they refused to issue a certificate to a pipeline 
that was adequately financed and had the supply of natural gas to 
back 7 that line. I think the Commission has leaned toward the end 
of not letting one pipeline exclude another pipeline from getting into 
an area. 

Mr. Bennerr. We have been waiting for a number of years in 
Michigan, going short of gas, and I think Wisconsin has the same 
problem, and probably other States, simply because competing pipe- 
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“90 are fighting with each other about this very thing we are talking 
about. 
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Mr. O’Hara. Not only that, but competitor distributors are fighting 
about anybody else getting gas; isn’t that true? 

Mr. Searts. Yes; I think that they do. 

Mr. Bennerr. But would it not be in the interest of the consuming 
public to make it easier to get more pipelines from the gas fields to 
the consuming areas? 

Mr. Searts. Mr. Bennett, I think that is not the problem, for a new 
pipeline is a matter of getting the supply. If they can get the supply 
they can build the line, and they usually get through with it. 

Now, I think that I know the line that you are referring to, and I 
do know that Michigan-Wisconsin went into Michigan a few years 
ago, and you have two pipelines I believe serving the area, both Michi- 
gan and Wisconsin and Panhandle Eastern, and you now have another 
project which is the American-Louisiana line. 

Mr. Bennett. And we ought to have 2 or 3 more, but we have not 
got them. The result is that we have a great unmet need of fuel, and 
it seems to me as a layman, and an ordinary citizen, that we are the 
victims either of these fights between the pipeline companies or because 
the law is such that it is just a difficult problem to get adequate supplies 
of gas to areas that need it. 

Mr. Searts. I am unable to go along that the law is it because of 
that. I think the main thing is for the new pipeline project to find 
the reserves and get the supply. Of course, the Commission requires 
very detailed proof in these certificate cases, but that is in the public 
interest that that be required. 

If you could encourage the producers to get the supply, that will 
help the consuming areas, and I think all of the consumer areas are 
probably in the same position that you are in. 

Mr. Bennett. Well, the demand for natural gas certainly has an 
effect upon the price, does it not ? 

Mr. Srarts. It certainly has increased the price; yes, sir. 

Mr. Bennett. And the longer this demand is unmet, or this need 
for gas is unmet, the greater the tendency to increase the price of the 
commodity at its place of its origin; is that also true ? 

Mr. Srarts. Except I think that you reach a point where it levels 
off on account of competing with coal and fuel oil. Some of the econ- 
omists have told me that we are now reaching that point. That is in 
various areas of the country. Some of the distributing companies have 
also told me that that is so. 

Mr. Bennett. As a pipeline lawyer, would you be willing to give 
us some gratuitous advice as to how we could get additional supplies 
of gas up from Texas to the Midwest ? 

Mr. Searts. Just pass the Harris bill. 

Mr. O’Hara. The record should show the answer was immediate. 

Mr. Bennett. I will yield in a moment. 

I will say this, Mr. Searls, that if the passage of the Harris bill 
would provide adequate supplies of natural gas to Michigan and other 
areas of the Midwest, at reasonable prices, prices that people could pay 
for the commodity, I certainly would be for it 100 percent. 

Mr. Beamer. Mr. Searls, I would like to ask this question: Would 
you say this is a fair statement, that free and open competition among 
the natural-gas producers would result in the most advantageous prices 
to the consumer ? 
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Mr. Searts. And also the greatest supply ; yes. 

Mr. Beamer. The greatest supply ? 

Mr. Searts. Yes. 

The CHatrMan. Mr. Rogers, do you have a question ? 

Mr. Rogers. You have been questioned at length, Mr. Searls, about 
rates and matters that I think are a concern to the State regulatory 
bodies and I want to talk to you a minute or two about this bill. 

In the first instance, you have an enviable reputation as a lawyer, 
both constitutional and in other fields of law, and I want to compliment 
you on that, and I want to compliment you on the manner in which you 
have handled yourself in answering these very intricate questions 
which have been put to you. 

Mr. SEARLS. Thank you. 

Mr. Rogers. Now, prior to the Phillips decision, and while this 
matter was being considered under the Natural Gas Act of 1938, the 
courts and the Federal Power Commission recognized three jurisdic- 
tions, did they not? Let me clear that up for you, just to show what 
I am getting at. The first was the jurisdiction of the State in which 
the gas originated ? 

Mr. Searts. Yes, sir. 

Mr. Rogers. The second was the Federal jurisdiction concerning 
the interstate transmission of that gas, and the third was the jurisdic- 
tion of the State in which the gas finally found its destination and was 
turned over to the distributing company ? 

Mr. Searts. Yes, sir. 

Mr. Rogers. Now, the result of the Phillips case was to fuse or 
commingle the first two jurisdictions; that is, to permit the Federal 
jurisdiction to gobble up the original State jurisdiction, was it not? 

Mr. Searts. That is right. 

Mr. Rogers. And it now leaves two jurisdictions as presently stands 
in the absence of the Harris bill, equivalent legislation. 

Now, Mr. Searls, what would keep the Federal Government, if it re- 
mains as it is, or prevent the Federal Government from gobbling up 
that other jurisdiction and permitting the Federal Power Commission 
or a bureau on a Federal status of not only controlling the original 
production, the transmission in interstate commerce, but the rates 
finally to the individual consumer in the city that burns it for fuel, 
uses it for heating or cooking purposes ? 

Mr. Srarts. There was that fear, Mr. Rogers, after the decision of 
the Supreme Court in the East Ohio Gas Co. case. They held that 
the pipeline company could be located wholly within a State and yet 
subject to the jurisdiction of the Federal Power Commission. So last 
year the Congress passed what was known as the Hinshaw amend- 
ment; as you will recall that took us out from under jurisdiction of 
the Federal Power Commission, 

So I will say that in view of the Hinshaw amendment to the Natural 
(ras Act of last year, that that didn’t come to pass. 

Mr. Rogers. Now, with regard to that, Mr. Searls, my fears have 
been generated by the misconstruction that I feel the Supreme Court 
put on the exemptions under the 1938 Natural Gas Act insofar as in- 
dependent producers are concerned. 

Now, the reason that that exemption was put into that act was 
because of the long series of holdings relative to the difference between 
an interstate and intrastate transaction, was it not ? 
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Mr. Searts. Yes, and I think, also, that the Congress did not want 
to reach out and regulate and put on a public utility basis and status 
producers of a basic commodity. That would be a regulated economy, 
and Congress didn’t want to go that far and didn’t think they were 
going that far when they passed the Natural Gas Act of 1938. 

Mr. Rocrers. Now, had it been the intention of Congress to do what 
the Supreme Court in the Phillips case said it was the intention of 
Congress to do; they could have left out any mention of this exemption 
concerning independent producers and actually accomplished that pur- 
pose; could they not ? 

Mr. Srarts. Yes, sir; they could have. 

Mr. Rogers. And probably would have ? 

Mr. Searts. Yes, sir. 

Mr. Rocrrs. Now, I have one other question. We have been talking 
about rates and I want at the risk of being repetitious to refer to this. 
You have heard of the $2.37 tax rate in New York and 

Mr. Harris. That isa tax rate ? 

Mr. Rocers. A gas rate. I beg your pardon. I think it is $1.37 
here and my gas bills are pretty high; I appreciate that. But if we 
took a 15-cent average rate in Texas and subtracted it from what the 
people in New York pay for their gas, it would be less than a 10-per- 
cent reduction if it was received by the final consumer ? 

Mr. Searts. We could give away the gas and it wouldn’t help you 
much. 

Mr. Rogers. Of course, we are not going to do that, I appreciate 
that. We could give them the gas, and they would receive no con- 
sumer cost relief. 

Mr. Searts. That is right. 

Mr. Rogers. Is that correct? 

Mr. Searts. That is correct. 

Mr. Rogers. Now, I have one other question : Do you know any other 
basic commodity that is under Federal control such as gas finds itself 
since the Phillips decision ? 

Mr. Searts. No, sir; I don’t. 

Mr. Rogers. Mr. Searls, do you think that if the Phillips decision is 
allowed to stand and remedial legislation is not passed that it is the 
beginning of Federal control of the entire fuel industry ? 

Mr. Searts. I certainly do, Mr. Rogers, and I think it is just the 
beginning and it will lead to other controls of our basic commodities 
such as coal and wheat and so on. 

Mr. Rocers. There is not any way we can escape it, is there ? 

Mr. Searts. I believe it would be the wedge. 

Mr. Rogers. When we move into the field in compliance with the 
Phillips decision we are going to have to govern the entire area; do 
you not think that is so? 

Mr. Sears. I think that will be the final result. 

Mr. Rogers. Let me make one other point in that regard, however, 
about the public-utility situation. Suppose I owned a gas well, and 
was selling under a contract to an interstate pipeline at the time of 
the Phillips decision. When the Phillips decision came out I was ad- 
vised that I had to file an application for a certificate of public con- 
venience and necessity and file my rate schedules, and file a copy of 
my contract, and I said “Well, I do not believe I will do it. 1 am 
independent, and I believe in freedom, and doing what I want to and 
I own this gas and I am not going to do it.” 
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Could I stop serving that gas to the interstate pipeline under present 
holdings ? 

Mr. Searts. No, sir; you couldn’t stop serving the pipeline; the 
Federal Power Commission Order 174 (b) would require you to get 
their consent before you could stop. 

Mr. Rogers. In other words, I would have been caught in the web of 
federal bureauracy even though I had never intended to engage in 
interstate commerce prior to that time ¢ 

Mr. Searts. That is correct. 

Mr. Rogers. Thank you very much. 

The CuHarrman. Mr. Heselton. 

Mr. Heseiron. Mr. Searls, you agree, I take it, that the States have 
no power to fix rates for sale in interstate commerce to protect the 
consumers ? 

Mr. Searzs. That is right. 

Mr. Heseiton. Do you also agree that the Supreme Court correctly 
stated in effect that the purpose of the Natural Gas Act of 1938 was to 
prevent the exploitation of consumers ? 

Mr. Searts. I am not sure that that was not the purpose of the 
Natural Gas Act. 

Mr. Heseiton. If this bill becomes law the States would not have 
the power to fix rates in the way we think of fixing rates for the pro- 
tection of the consumers, nor would the Federal Power Commission ? 

Mr. Searts. The Federal Power Commission would determine the 
rates of the interstate pipeline company and the States would deter- 
mine the rates of the local distributing company. 

Mr. Hesetron. But so far as the resale in interstate commerce is 
concerned, there is no such thing as fixing rates for the protection of 
consumers ¢ 

Mr. Searts. The sale in the field and the vicinity of the field would 
not be regulated except indirectly, as has been brought out under this 
Harris bill; that the Federal Power Commission would have the right 
to pass upon whether or not the producers’ price was the original 
market price. 

Mr. Hesetron. And that boils itself down to passing upon what the 
people who are making the contracts have done. If it is within the 
range of what they have agreed upon, what about the effect on the con- 
sumer? There is no power in the Federal Power Commission to do 
anything about it ? 

Mr. Searts. They might reject the price in the contract. They 
might find that the price in the contract is not a reasonable market 
price. They might reject that price. 

Mr. Heseiron. Well, I confess that I think Mr. Bennet’s point is a 
very good one. I cannot understand how you are fixing a reasonable 
price on that basis and then protecting the consumers when you do 
7s _ at the cost and you do not even look at the consumers’ interest 
at all. 

Mr. Sgarts. Well, it is the basis upon which the commodities of our 
country are fixed, and that is in the market place, by the law of supply 
and demand. 

Mr. Heseuron. I read with great interest your excellent statement 
before the Federal Power Commission earlier this year. It was in 
January. 

61557—55—pt. 114 
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Mr. Searts. In January in docket R-142. 

Mr. Hesetron. I noticed that you and your associate represented a 
substantial number of oil and gas interests. 

Mr. Searts. I appeared at that hearing for the Mid Continent Oil 
& Gas Association, one of the trade associations in the industry. 

Mr. Heseuron. Which one is that? 

Mr. Searts. Mid Continent Oil & Gas Association. 

Mr. Hesetton. How many members are there of that association? 

Mr. Searts. I couldn’t tell you, Mr. Heselton. 

Mr. Hesettron. Does Humble belong to it ? 

Mr. Searzs. I am sure they do, and I might say I didn’t get any fee 
for appearing. 

Mr. Heseuron. I am leading up to a question I want to ask you. 
Does Phillips belong to it, do you know ? 

Mr. Searts. I imagine they do, and I think most large producers 
and most small producers in Texas belong to the Mid Continent Oil & 
Gas Association. 

Mr. Hesetron. I have before me a list of 80 oil companies which 
control the gas reserves or control 63 percent of the gas reserves as of 
December of last year, according to the compilation of the consolidated 
natural gas stock. I have a bill which would exempt the small pro- 
ducers and there are some four thousand to forty-five hundred. If 85 
percent of the small producers were exempted, do you feel they would 
be concerned at all about this bill ? 

Mr. Srarts. Yes, sir; I think they certainly would, Mr. Heselton, 
and I say it for this reason. If you are going to control that big seg- 
ment of the gas-producing industry that you mentioned, for the fixing 
of the price for that amount of the production is undoubtedly going 
to fix the price for this minority or smaller amount of the production. 
You couldn’t fix the amount for 65 or 75 percent of the total produc- 
tion without affecting the other, and that would also, I think—I don’t 
know whether you consider it, but I would like to suggest for your 
consideration that it would affect the States in their conservation meas- 
ures if you had part of the industry exempt and part not exempt. 

Under the leadership of such men as Judge Digby, who is now on 
the Commission, and General Thomson, of course a number of meas- 
ures have been adopted such as unitization, where you pool small tracts 
into a larger unit and then one operator sells the gas. Well, you 
couldn’t have part of the gas going at one price, and part at a different 
price. It would have to go at the same price. 

Mr. O’Hara. Would the gentleman yield ? 

I am wondering if that would not be special legislation, subject 
to a constitutional attack ? 

Mr. Srarts. I think it would, and it might be considered, and I 
think it would be an arbitrary classification, and in violation of the 
Constitution. 

Mr. Heseuron. Can you tell me what the general practice is? Do 
the producers drill for oil or do they drill for gas? Is it not a fact 
that they drill primarily for oil and gas is a byproduct ? 

Mr. Srarts. Not necessarily. It depends upon the particular area. 
Sometimes they know they are drilling just for gas. They know the 
particular area is a gas area. Now, they always hope to get oil; there 
is no doubt about that. But you cannot say gas is a byproduct where 
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it is casing-head gas and it is produced along with oil; oil is the pri- 
mary product. 

Many times they drill for gas because they are drilling in what they 
consider to be a gas area. 

Mr. Hesexuron. That is all. 

The CHarrman. Mr. Hale. 

Mr. Hate. Mr. Searls, would it not be to the advantage of the con- 
sumer of bread, to treat the wheat grower as a public utility ? 

Mr. Searts. No, sir, I don’t think it would be. 

Mr. Hate. Why not? 

Mr. Searts. Because I think the consumer wants that producer to 
produce the wheat and to have an adequate supply of bread. I think 
that the consumer is willing for that producer of the wheat to get a 
reasonable market price for his wheat. 

Mr. Hate. Is there any essential difference between the two sit- 
uations ? 

Mr. Searts. No, sir; I don’t think so. 

Mr. Hate. Actually we tell the wheatgrower that he has to get 90 
percent of parity. Is that advantageous to the consumer ? 

Mr. Searts. Well, you mean it would increase the price to the con- 
sumer, but you think it is essential in order to get the supply of wheat ? 

Mr. Hate. In other words, the question of whether the policy of the 
law is to favor a producer group or favor a consumer group happens 
to be the way one looks at it at a particular time; is that correct! 

Mr. Searts. That undoubtedly 1s true. 

Mr. Hate. I just wanted to ask you this: I think it is important 
to have in the record, and I don’t think it is in the record now; I 
would like to know just what happened practically in the business 
when the Phillips decision came down. What did the Federal Power 
Commission do, and what did the producers do, and what happened ? 

Mr. Srearts. Very soon after that decision on June 7, and I think 
it was about July 16 of last year, the Federal Power Commission is- 
sued its order 174 to regulate the producers, Of course, it caused a 
great deal of turmoil in the industory. That turmoil still exists in 
the industry. If you read the record that was referred to by Mr. Hesel- 
ton on the hearing in January before the Federal Power Commission 
you will see evidence of that fact. Such men as the vice president of 
the First National Bank of Chicago appeared and said they would 
not loan any more money to producers of natural gas, and the same 
thing with the vice president of the Prudential Insurance Co., and 
producers appeared who said that their loans had been called, and 
they found themselves in a difficult position on account of the uncer- 
tainty that exists, and they didn’t know what they were going to get 
for their products due to Federal regulation. 

That was all developed very fully in this hearing before the Federal 
Power Commission in January, and I think that shows the condition 
that has existed in the industry since the Phillips decision. 

Mr. Harz. Actually, as I understand it, the Federal Power Com- 
mission has not done any regulatory work beyond freezing the price 
of gas to the gatherer and to the producer ? 

Mr. Sears, Yes, sir; they were frozen as of June 7, 1954. 

Mr. Hare. And they are still frozen ? 

Mr, Searus. Yes, sir. 
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Mr. Hate. That is irrespective of the field in which the gas is pro- 
duced ? 

Mr. Sears. Yes, if the gas moves in interstate commerce, the price 
is frozen as of June 7. 

Mr. Hate. That cannot make any sense, can it, because does it not 
cost more to produce gas in some areas than in others ? 

Mr. Searus. Yes; but I guess they thought the thing to do was to 
freeze the price as of the date of the Phillips decision, and then try 
to work out a solution for the matter if they were going to have to 
exercise control over production of natural gas. 

Mr. Hate. Now, you told us something about these excalator and 
most-favored-nation clauses. Is it not true that if you were operating 
this industry on the basis of 1-year contracts, there would not be any 
necessity for having these elaborate provisions designed to protect the 
producer? Is that right ? 

Mr. Sears. That is correct; there would be no reason to have them 
whatsoever. 

Mr. Hate. But I think if I were elected to Congress for a 20-year 
term, I would probably want an escalator clause in my contract. It 
would have made the position of the Congressman much easier if 
there had been such a thing. 

Now my attention has recently been called to this paragraph in Pres- 
ident Truman’s veto message of the Kerr bill: 

Accordingly producers and gatherers are finding, and I am sure will continue 
to find, strong incentives to search out new sources of natural gas and to sell 
their gas in interstate commerce. I believe the production and sale of natural 
gas will continue to grow rapidly, to the benefit of consumers, and of all of the 
businessmen concerned with serving them. I see no danger to that growth in 
the continuance of the authority of the Federal Power Commission to regulate 
sales of gas to interstate pipelines, 

Would you comment on that ? 

Mr. Searts. Well, we know that that has not proved to be true be- 
cause we know that the discovery of new reserves has not kept pace 
with the production and consumption of natural gas. 

Mr. Macponatp. Will the gentleman yield at that point ? 

Mr. Hate. Just let me finish, will you? Is it not true, Mr. Searls, 
that when you start out to legislate in favor of the consumer against 
the producer you often end up by diminishing the supply; and con- 
versely if you start out to legislate in favor of the producer you very 
often fail to help him because you diminish the consumption and con- 
tract. Is that not correct ? 

Mr. Searts. I think that is the result of a regulated economy. 

Mr. Hate. In other words, production and consumption are regu- 
lated by certain natural laws of supply and demand, and when you 
go to meddling too much with either producers or consumers you are 
likely to make trouble for both groups; is that not true ? 

Mr. Searts. Yes, sir. 

Mr. Hate. I wanted to ask you one question on this draft. If you 
will look at the Harris bill on page 2, line 22, 

The Commission shall consider whether the price of natural gas is reasonable 
considering certain things. 

I would like to ask you whether in your opinion the word “determine” 
in line 22 would not be better than the word “consider” ? 
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Mr. Searts. I would thing that the word “considered” would be bet- 
ter because it gives the Commission broader discretion. 

Mr. Hane. Yes; but is not the Commission actually exercising a ju- 
dicial function? I do not want to quarrel with you too much “about 
the verbiage, but actually what you want the Commission to do is 
more than consider. You want it to make an adjudication as to 
whether the price is reasonable ; do you not ? 

Mr. Searrs. I think the point is that this is something for them to 
consider in reaching a determination. That is whether they are going 
to allow this increase in the expense of the pipeline company. So 
what they are determining is whether or not the expense is to be al- 
lowed, and in reaching that conclusion they consider these matters 
referred to in the bill. T might say that word “consider” is used in the 
President’s Advisory C ommittee report, and it is taken from that. 

Mr. Hare. I will not argue with you about it; it just occurred to 
me. Thatisall. 

The Cuarrman. Mr. Staggers? 

Mr. Straccers. I have just a couple of observations, and one question. 
I did not intend to ask any questions until Mr. Hale brought up a sub- 
ject which intrigued me. That is that 90 percent of parity, and I do 
not know whether you answered it in any way on the question or not. 
But the people who grow sugar have passed bills and put them on our 
books here to protect their industry in this United States. I wonder 
if you would care to comment at all on that as to whether it is right 
or wrong. That is control; is it not ? 

Mr. Searts. You might say it is a benefit to the producer, isn’t it? 

Mr. Sraccers. I - just asking you. Another thing we have pro- 
tection here for wheat, 90 percent of parity, it isa sliding scale now; 
and which I voted ie ‘the last time. But should we have : any kind of 
parity on our products, and should they be free and depend upon what 
we call supply and demand ? 

Mr. Searts. Well, I prefer to see it on a supply and demand basis, 
but I am getting a little beyond my field getting into these other 
products. 

Mr. Staccers. I would not think so. You have developed a theory 
or I thought you did about this thing of supply and demand. I know 
it has been brought up by the members here that if we regulate one 
thing sooner or later we are going to have grain and other products 
regulated. It looks to me like when a man has cotton in his district 
or he has corn or he has some other product and he wants some pro- 
tection on it, that is not bureaucracy; that is just helping him. 

Now, I would like to ask you this: I was not here when you started, 
but your position was that you do represent the gas industry in Texas? ? 

Mr. Srarts. I represent certain pipelines and producers. 

Mr. Sraccers. That is what I thought. We have not — from 
any of the consumers yet, and that is all that I have to sa 

Mr. Srarts. Thank you. 

The Cuarrman. Mr. O’Hara. 

Mr. O’Hara. Mr. Searls, we do not have the custom they have in 
courts of having recesses and I am still human enough to wonder if 
you would not like to sit down ? 

Mr. Searts. That is all right. 

Mr. O’Hara. You have been a long time on your feet and I appreci- 
ate as a lawyer you feel you think better on your feet. I suppose that 
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is true. Let me say to you, Mr. Searls, I think you have made a 
splendid witness, not that I mean by that that I agree with you on 
every Viewpoint you have expressed, but that you have done so candidly 
and ably. 

Mr. Searts. Thank you very much. 

Mr. O’Hara. I would like to call your attention, laying aside if you 
will, please, the consideration of your suggested amendments to sub- 
section (b) which begins on page 2 and runs over to page 3. Is there 
any question in your ‘mind but what subsection (b), eliminating your 
proposed amendment, is all to be considered together, and the latier 
part on page 3 commencing with the semicolon— 
and the Commission shall allow the natural gas company to charge as an operat- 
ing expense— 
and so on, that that is in connection with the previous part of that 
section, and must be construed together ? 

Mr. Sears. Yes, sir. 

Mr. O’Hara. Now, let me comment briefly upon your first proposed 
amendment on the bottom of page 2 where you have added “whether 
such price has been competitively arrived at.” I listened very closely, 
Mr. Searls, to your explanation of what you intended to mean by 
that. To clear it up in my own mind, is the purpose of that that the 
Federal Power Commission shall have the right whether or not there 
was any competition in the contract between the producer and the 
pipeline, for instance, they have a right to go beyond that? It might 
be a situation where the pipeline came in and said “Look, I will pay 
you 10 cents,” and the man said “All right, I will take 10 cents,” and 
now perhaps in an adjoining field they are paying 8 cents we will sav. 

Does the Commission still have the right to say “Well, 8 cents is 
sufficient” or must they regard that as a noncompetitive bid; or what 
is the exact intention of that language ? 

Mr. Searts. I think that language would just show one factor to be 
considered. It is not a factor to be controlling. The amount of the 
weight the Commission would have to give to it would be a matter for 
them to determine. 

Mr. Harris. What is that? 

Mr. Searts. The weight they might give it. They might give it: 
lot of weight or a small amount of - ‘weight depending upon the facts 
in the particular case. 

Mr. O’Hara. Calling attention to your proposed subsection (c). 
which reads: 

The Commission shall determine upon application made by a natural gas 
company whether the price or prices to be paid under such new or renegotiated 
contract meet the foregoing provisions of subsection (b) of section 5. 

Now let me give you an illustration of what bothers me about that 
amendment, Here is a pipeline company that operates as they all 
do through perhaps a number of fields. Pipeline goes to field B and 
he says “How much gas reserve do you have?” And he says “2 million 
cubic feet” or whatever it may be. Then he says “Whi at will you sell 
it to me for?” And the man will say “10 cents.” 

The pipeline does not buy, and it goes on down 50 or 100 miles, and 
he can get there a field that has 3 million cubic feet, a much larger 
reserve and he says to the owner of that field “what will you sell to 
me for?” And he will say “14 cents.” That is because he wants 
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the bigger reserve and perhaps he has some other ulterior motives as 
to the first field B. | 

Suppose he buys the 14-cent gas and he goes to the Commission 
without disclosing that he had an offer to buy a large supply of gas, 
not as large, but a large supply of gas, and he makes no disclosure of 
it, and as I understand it under the rules of the Commission or under 
the law there is no requirment of the pipeline company giving notice 
to the people to whom he is selling, the distributors, of any notice of 
that hearing. 

Now, would not that amendment work an injustice not only upon 
the consumer but also upon the distributors who are customers of 
his line? 

Mr. Searts. I have found, Mr. O’Hara, that the Federal Power 
Commission makes very thorough investigations of all matters that 
are brought before it for determination. 

For instance, on gas reserves, if you come in with expert testimony 
that you have so much gas backing up a pipeline, they a lot of times 
will go to the field and they will make their own examination of the 
basic data to determine that that is true. 

So I would not think that it would be a mistake for the Federal 
Power Commission to make its own investigation of what gas is being 
offered in the particular area. I am not too sure in that situation, 
Mr. O’Hara, whether or not notice would not be given so that the 
Public Service Commissions, the distributing companies would have 
an opportunity to be heard. In fact, it would be my assumption that 
the Commission would publish notice of such a hearing and probably 
publish that notice. 

Mr. O’Hara. It is my understanding that there is no requirement 
of them under present rules and under present law, unless I am misin- 
formed. There is no requirement of the Commission to give such 
notice in that sort of a situation. 

Mr. Searts. Well, I don’t know that we have ever had this particu- 
lar situation presented by this subparagraph (c) before which we 
have here. Now, when you institute a proceeding before the Commis- 
sion for a certificate, for instance, notice is given and published in 
the Federal Register. That is on applications for certificates. I 
would think that the Commission in case there is an application for 
approval of a price, would do so. 

Mr. O’Hara. Do you not think it would be a wise provision to have 
in this law, with the peculiar situation which exists—and I recognize 
the practicality of your suggestion and your suggested amendment; 
I think it is perfectly practical—but should there not be required 
where such a situation exists that at least notice be given to the dis- 
tributors, and those who might be affected by the ratification of he 
proposed contract that is presented by the pipeline company to the 
Commission ? 

Mr. Searts. I would see no objections to that, but I am sure that 
under the regulations of the Commission notice would be given, and 
if the present regulations do not provide for notice in this character 
of a case, since they don’t have this kind of a case before them, I feel 
confident that the Commission would promulgate regulations provid- 
ing for notice for all parties, because that is the practice they have 
followed in the past on all hearings. 
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Now, you could require it if they didn’t do it; you might not want 
to enlarge upon the bill to provide for it but, of course, I cannot make 
any objection to it because I think notice should be given. 

Mr. O’Hara. That is all, Mr. Chairman. 

Mr. Bennett. If you will yield for just one question on that point. 

Is there any special reason why the language in section B was not 
repeated in section C with respect to what the Commission would con- 
sider? That is in finding a reasonable market price ? 

Mr. Searts. It was just to shorten subparagraph (c), and refer 
back. 

Mr. Bennett. I am not referring to your amendment, Mr. Searls; 
Tam referring to the original bill, to the Harris bill. 

Mr. Searts. Oh, yes, I see. 

Mr. Bennett. Is there any reason why the language which appears 
in section B as to the factors the Commission may consider are omitted 
in section C ? 

Mr. Searts. I think it was probably omitted intentionally for the 
reason that they felt that where a gas pipeline company owns its own 
reserves the only factor to be considered would be the reasonable 
market price of such natural gas in the field. 

Mr. Bennert. Would these other factors not come into play there 
as well? 

Mr. Searts. They might. 

Mr. Bennett. That is the assurance of supply and reasonableness 
of the provisions, and so on ¢ 

Mr. Searts. Yes. 

Mr. Bennetr. As they relate to existing and future market field 
prices ? 

Mr. Searts. Frankly I don’t see any objections to embodying the 
same language in paragraph C, and I don’t know whether some of 
the others who appear before you would. 

Mr. Bennett. On page 3, on line 5, should not the word “reason- 
able” be ahead of the word “market price”? Is there any reason why 
it was omitted there, the word “reasonable” ? 

Mr. Srarts. I think it says “such market price” and that refers back 
to “reasonable market price.” 

Mr. Bennetr. You feel that language was intended to mean “such 
reasonable market price” ? 

Mr. Searts. Yes, sir. 

Mr. Bennett. That is all. 

Mr. O’Hara. I have just one question following Mr. Bennett's 
question and I had intended to ask that question myself. It is your 
interpretation that subsection (c) in the original Harris bill follows 
and refers to subsection (b) in the interpretation which you have 
placed on it, without the repeating of the language which is contained 
in subsection (b) ? 

Mr. Searts. No. I believe that subsection (c) must stand alone and 
the reasonable market price of such natural gas in the field does not 
incorporate the language of subsection (b). That was your conclusion, 
wasn’t it, Mr. Bennett ? 

Mr. Bennerr. That was my question as to why it should not be. 
My question was why should it not be included, and why should the 
same language not be included in section (c) ? 
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Mr. Srarts. I don’t believe I can successfully reason why it shouldn’t 
be. 

Mr. O'Hara. Let me ask you one other question. 

On line 13, on page 3, I notice it is a “fair gathering charge.” It is 
fair gathering charge; is that intended there to be the same as the 
reasonable gathering charge, or is that a peculiar language applicable 
to the gas business ; or why ‘should it not be reasonable ? 

Mr. Searrs. I don’t believe there is any difference between a rea- 
sonable gathering charge and a fair gathering charge; no, sir. 

Mr. O'Hara. Have the courts generally, do you know, construed it 
that way ? 

Mr. Searts. I don’t know that the courts have made any difference ; 
it would be my conclusion that it would mean the same. 

Mr. O'Hara. Very well, that is all. 

The CHarrMan. Mr. Williams? 

Mr. Witx1aMs. I have no questions. 

Mr. Kxern. I have just one question. We have apparently cast the 
Supreme Court here in the role of the villain in this piece because of 
their decision in the Phillips case. Would you agree, Mr. Searls, that 
if the Congress felt, as is our responsibility, that something along those 
lines should be done that Congress could at this time, if it felt that 
way, amend the Natural Gas Act to provide specifically that the pro- 
ducers and gatherers of natural gas should come under this regulation ? 

Mr. Searus. Certainly the Congress could do that. Of course, I 
think we would not be acting in the public interest if they did that. 
As you know from my position, certainly I think the questions is of 
such importance that either the Congress should do one or the other. 

The Cuatrrman. Would the gentleman yield ? 

Mr. Harris. That is precisely what Mr. Justice Douglas said in his 
dissenting opinion. 

Mr. Sears. That is correct. 

Mr. Kier. I have just one question, and I think you have cleared 
thisup. I — say that you have been very helpful, Mr. Searls. You 
represent, : s I understand it, both producers and transmission com- 
panies ? 

Mr. Srarts. Yes, sir. 

Mr. Kietn. Do you say of your own knowledge—and I believe you 
have said and I would like to have you repeat it, if that is the case— 
that there is honest and fair competition in the fields for that gas? 

Mr. Searts. Absolutely. It takes months, many times, to negotiate 
some of these gas-purchase contracts on account of trading and dealing 
and dickering ‘back and forth. 

Mr. Kern. Is there much difference in the price between different 

producers, would you say, or is it usually along about the same amount ? 

Mr. Srarts. Due to competition the price ‘tends to level out, which 
of course is our experience in any basic commodity. 

Mr. Kier. The producers never get together and agree on fixing 
any price as to what the price should be ? 

Mr. Srarts. Not in my experience. 

Mr. Ktrern. Not that you know about, and you would not be a party 
toit. Thank you. 

The Cuarrman. Mr. Wolverton. 
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Mr. Wotverron. I assume that because of the questions that have 
already been asked, if I asked all of the questions I have in my mind 
to ask it might appear to be repetitious. I would be inclined to ask 
some even if they were repetitious for the reason that I am not satis- 
fied that the answers that were given went to the real issue that the 
question was supposed to convey. 

In the first place, may I ask whether you drew this bill ? 

Mr. Searts. No, sir; I did not. I prepared these amendments. I 
did not see the bill until it had already been introduced in the Congress, 

Mr. Wotverron. The pride that you take in it would indicate to me 
that you might have been the father of the baby. 

Mr. Searts. No, sir. 

Mr. Wotverton. Mr. Chairman, I think that the suggestion that 
was made by Mr. O’Hara has some merit. It may be that this wit- 
ness would like to have a few minutes of relaxation. 

The Cuatrman. The Chair agrees fully, and will without asking 
him—knowing that he possibly does—at this moment order a 5-minute 
recess. That isso that the witness may at least stretch. 

(Whereupon, a brief recess was taken.) 

The CuHarrMan. We will proceed. 

Mr. Wotverron. Mr. Searls, my interest in this legislation leads 
in large measure to the best interests of the consumers. It has been 
my privilege to be on this committee a great many years. I partici- 
pated in what was probably the most outstanding study of petroleum 
that has been made by any committee of the Congress. I refer to the 
Cole committee; that covered 8 volumes. It was a very sincere search 
after the truth. It was to be a basis for legislation that would prove 
helpful to one of our greatest national resources. At that time it re- 
sulted in legislation known as the Connally hot oil bill. 

I merely mention that to indicate that my interest in the subject 
is based upon a long period of years, in which different phases of the 
industry have come before this committee in one form or another. 

I hope that whatever position I have taken with reference to any of 
that legislation has been of a constructive character, so that while I 
may seem to be unreasonable in the judgment of some, as a result of 
my opposition to this bill as it has been presented to us it is not be- 
cause of any feeling other than that I am certain that there is some- 
thing that must be done in addition to what this bill does to protect 
the consumer interest. 

It was very disappointing to me to hear your answer when some- 
one asked what could be done in this bill by way of amendment to 
more adequately protect the consumer interests. I am not certain 
whether it was in answer to that question or another that you rather 
quickly, although it might have seemed to some facetiously, yet I 
— it was really sincere on your part, you said “pass the Harris 
vill. 

I wish I could answer it that easy, but I cannot. I recognize that 
you have had the great background of experience. You have said 
that your testimony here today is the result of conversations, con- 
ferences, which you have had with producers and with pipeline peo- 
ple. It did not include any conversations with consumer groups, or 
at least you did not mention such. 

Therefore, it may be because of that fact that you have given the 
answer that you have, that you would not know how to suggest a more 
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adequate provision to protect the consumer interest than that which 
appears in this bill. 

I am hopeful that some witness will come before us who will be able 
to, to some extent, understand the problem that exists with respect to 
those who come from the consumer districts and that it will be pos- 
sible for them, after conferences with all of the elements that are in- 
volved, find some way that some amendment or amendments or 
changed provisions can be suggested that will give better assurance to 
some of us who at the present time do not have it, that the consumer 
interest is adequately protected. 

Yesterday I asked General Thompson shortly before he left the 
stand what I considered rather basic questions. Much of the question- 
ing has resolved itself around those questions. 

Speaking for myself only the answers that have been given to those 
that have been referred to have not been sufficient. 

For instance, when reference was made to a spiral escalation clause, 
even you out of your wide experience and great knowledge stated that 
you did not know what was meant by that. 

I merely mention that to indicate how unsatisfactory some of the 
answers have been to what I consider basic questions. 

I start with the premise that is referred to in the opinion of the 
Phillips case in which the Court said : 
rather we believe that the legislative history indicates a congressional intent 
to give the Commission jurisdiction over the rates of all wholesale of natural 
gas in interstate commerce whether by a pipeline company or not, and whether 
occurring before, during or after transmission by an interstate pipeline company. 

There can be no dispute that the overriding congressional purpose was to plug 
the gap in regulation of natural gas companies resulting from judicial decisions 
prohibiting on Federal constitutional grounds a State regulation of many of the 
interstate commerce aspects of the natural gas business. 

I will not read all of it. That is sufficient to indicate what was in 
the Court’s mind. There may be some difference of opinion according 
to interests involved as to whether they correctly stated the position 
ornot. Thus, it goes on to say: 
thus we are satisfied that Congress sought to regulate wholesale of natural gas 
occurring at both ends of the interstate transmission systems. 


Then there is a further point: 


Regulation of the sales in interstate commerce for resale made by a so-called 
independent natural gas producer is not essentially different from regulation 
of such sales when made by an affiliate of an interstate pipeline company. In 
both cases the rates charged may have a direct and substantial effect on the 
price paid by the ultimate consumers. 


Now there are these words: 


Protection of consumers against exploitation at the hands of natural gas com- 
panies was the primary aim of the Natural Gas Act. 


Tocontinue: 


Attempts to weaken this protection by amendatory legislation exempting inde- 
pendent natural gas producers from Federal regulation have repeatedly failed, 
and we refuse to achieve the same results by a strained interpretation of the 
existing statutory language. 

Now, there is difference of opinion as to what the intent of Congress 
was. But I do not take it that there is any difference of opinion that 
- protection of consumers against exploitation was in this instance 
the basic reason for the passing of the legislation. Preliminary to 
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the passage of this legislation there had been a most extensive study 
made by the Federal Trade Commission and it was largely as a result 
of what that investigation revealed that brought about finally the pas- 
sage of the Natural Gas Act. I was a Member of Congress at the 
time. 

Now we have come down to a point where the question arises as to 
what was the intent of Congress. It has always been a very interesting 
subject to me to hear arguments about what is and what is not the 
intent of a legislative body. I have served in a State legislative body 
as well as in this national body. However, that may be, pr roperly differ- 
ences of opinion can arise. 

Now, it is because of that difference of opinion that we are here 
with this legislation today. The producer is vitally interested and the 
consumer is vitally interested. The producer feels that his interests 
should be protected. The consumer feels that his interests should be 
protected. The connecting line between the two is the transmissjon 
line. 

Now I would like to ask a question at this point that has not been 
referred to today, that I have knowledge of. That is, why should not 
gas transmission lines be considered on the same basis as oil pipelines’ 
In other words, as common carriers and thereby under the jurisdiction 
of the ICC. 

Do you see any difference in the two that would necessitate or make 
advisable a difference in treatment ? 

Mr. Sears. Yes, I do, Mr. Wolverton. I think there are two basic 
reasons. 

One is the difference in the commodity, the difference between oil 
and gas, gas being in effect a vapor that is transported under pressure 
ina pipeline and there has to be a continuous movement. You can- 
not take it to a terminal and put it into a tank and then ship it from 
those tanks by tank truck or tank car which you can do in the case of 
oil. 

There is another reason that is a more important reason in the public 
interest, too, and it is by reason of the consumer that I mention this: 
That is that these pipelines that operate through the northeast, and 
I am referring to those that go up through Pennsylv ania, and New 
Jersey and New York, all operate at a very high load factor basis year 
around. That is made possible because of the storage fields in the 
east, as you know, and that has brought about a lower cost for gas. 

So they don’t have any access space in their lines. That is to take 
additional gas that might be tendered them. Now they have that gas 
in effect, you might say it is dedicated for a certain purpose. In other 
words, take the Texas-Eastern Transmission Corp. and the Trans- 
Continental Gas Pipe Line Corp. which serves the Public Service 
Company of New Jersey. They are delivering large quantities of gas 
to that utility, that distributing company. That distributing com- 
pany is counting on getting that gas, and so they have all of the con- 
nections with these householders. 

Now, if you had some large producer in Texas come te those two 
pipelines and say “I am hereby tendering you 100 million cubic feet to 
deliver to an industry in Philadelphia”, “and both of them do go into 
Philadelphia, then they have to make room for that 100 million cubic 
feet by cutting down the amount that they are going to deliver to the 
Public Service Co. of New J ersey, or any other distributing company: 
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What that means is that those consumers who were ——— upon 
the Public Service to deliver gas to them aren’t going to get the gas. 

These pipelines operating on that high load-factor basis do not have 
any room to take more gas and they have to cut down what they are 
giving to some distributing company. That distributing company 
can’t change its plans overnight because it has made the connections 
with all of these consumers. 

I don’t think it would ever be in the public interest for natural gas 
pipeline companies to be common carriers. 

I don’t see how it could work out from a practical standpoint. The 
distributing companies just aren’t going to get gas they are depending 
upon. 

Now you might say “Well these consumers might agree to sell to 
some distributing company.” If they have to take it there, they have 
to cut down on gas it 1s going to give to some other distributing com- 
pany. In other words, the pattern is set, the distributing company 
is depending upon that interstate pipeline company for a certain 
quantity of gas and they know just how they are going to take it 
throughout the year, and they have gone out and made connections 
with these heating customers and those consumers are depending upon 
getting the gas. 

If the interestate pipeline company falls down in delivering gas to 
the distributing company because it has to take some other gas tendered 
to it, then the consumers aren’t going to get the gas they expected to 
get. I just don’t believe it would ever work out. 

Mr. Wotverton. I am sorry that I cannot agree with you on the 
reason that you have given. The pipeline, the gas pipeline has the 
right of eminent domain, has it not ? 

Mr. Searts. Yes, sir. 

Mr. Wotverton. That is on the basis that it has a public interest, 
is it not ? 

Mr. Searts. Yes, sir. 

Mr. Wotverron. Therefore, does it not seem as it is chargeable with 
a public interest that it lends itself to regulation as to the price and 
as to the use of it, who can use it and under what considerations it shall 
be used, 

Mr. Searts. It certainly is subject to regulation, as to price and-—— 

Mr. Wotverton. Who regulates it as to price ? 

_ Mr. Sears, Federal Power Commission; are you talking about the 
interstate pipe line ? 

Mr. Wotverton. And do you provide for that in this bill ? 

Mr. Srarts. Sir? 

Mr. Wotverton. Do you provide for that in this bill ? 

Mr. Searts. For certificates, you mean, in section 3; yes, there is 
provision made for it. 

Mr. Wotverton. And you make provision that the Federal Power 
Commission can pass on the price ? 

Mr. Srarts. In issuing a certificate of public convenience and 
necessity 

Mr. Wotverton. What provisions are there in this bill, then, that 
would protect the distributing company and finally the consumer from 
the effect of an escalator clause ? 

Mr. Srarts. From the effect of an escalator clause ? 

Mr. Wotverton. Yes. 
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Mr. Searts. Well, on all new and renegotiated contracts. 

Mr. Wotverron. But prior thereto when the original contract is 
entered into, which fixes a price now, 3 years from now, and 10 years 
from now, and 15 years from now; is there anything that can deter- 
mine the reasonableness of those contracts # 

Mr. Searts. Those increases under existing contracts, you mean? 

Mr. Wotverton. The contracts now in existence that have those 
clauses, have they been subject to approval by any national body? 

Mr. Srarts. Those contracts have all been offered in evidence in 
certificate cases, and they have been before the Commission and the 
distributing companies and the consumers have been represented. 

Mr. Wotverron. I guess I did not make it plain. I am merely ask- 
ing you is there any regulatory body that passes on the reasonableness 
of those contracts before they are entered into ? 

Mr. Searts. I don’t think so. 

Mr. Wotverton. In view of the fact that the charges that are made 
in those contracts are reflected, including subsequent increases, to the 
consumer, do you not think that the consumer interest is therefore 
entitled through some body, some agency of government, to have it 
determined whether that agreement is in their interest ? 

Mr. Sears. With respect to the existing contracts, Mr. Wolverton, 
they have all been subjects of certificate cases before the Federal Power 
Commission. The consumer interests have been present, the public 
service commissions have been present in these certificate cases and 
they were familiar with the terms of the contracts, and so were the 
distributing companies. They were advocating, representing to the 
Commission that certificates should be granted. 

I will say this, in the certificate cases that I have been in before the 
Federal Power Commission I have never heard any of the consumer 
interests object to a favored nations provision, or a distributing com- 

any object to it in a certificate case. They were asking that the 

ommission grant its certificate based on those existing contracts. 

Mr. Wotverton. Well, you can hardly use that as an argument, it 
seems to me, unless you are willing to assume that because nobody 
appeared, the producers did not appear against the Natural Gas Act, 
and therefore it was satisfactory. 

Mr. Searts. You mean back in 1938 ? 

Mr. Wotverton. Yes. 

Mr. Searts. The producers did not think it applied to them, and 
the Congressmen representing the producers did not think it did. 

Mr. Wotverton. But you have said they did not appear. 

Mr. Searts. They did not appear because they thought it was clearly 
provided it did not apply to production and gathering. 

Mr. WotLveERTON. f do not know whether it was that or because they 
had confidence that the regulatory body would act appropriately and 
promptly, the same as we have been made used to the Interstate Com- 
merce Commission, and all of the other regulatory bodies. When the 
Interstate Commerce Commission was first inaugurated as a regulatory 
body of the railroads, it was looked upon as the falling of the heavens 
almost, because of what could result from regulation. But we have 
found over a period of years that it has been very beneficial to the 
public, and I think when you express fear of public regulation in this 
instance you discount or discredit the character of the Federal Power 
Commission, either now or in the future. 
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I do not think that there has been anything in the past on their part 
that would indicate the reason for lack of confidence that they would 
act in the public interest. 

Mr. Searts. No; my experience with the Commission has been very 
satisfactory. But that is not the point with respect to the producers, 
because they know that they are going to be subjected to public-utility 
regulations, that they are not going to be able and are not going out 
and undertake to discover natural gas as they have done in the past. 

Mr. Wotverton. You do have a provision in this bill, however, by 
which they do pass on the price, do you not? 

Mr. Searts. Indirectly they do; not from the standpoint of passing 
on it on a public-utility basis, but for the purpose of preventing run- 
away prices. 

Mr. Wotverton. When you say that it is not on the basis of a pub- 
lic-utility basis, you mean that by the language of this bill you change 
the basis on which they can consider it? That is instead of what would 
erdinarily be the public-utility basis, is that not true ? 

Mr. Searts. No, Mr. Wolverton, no jurisdiction is given over the 
sroducers under this bill. They are not required to come before the 
Commie and get certificates of public convenience and necessity, 
and they are not required to file rate schedules, and the only control 
exercised is that the pipeline company cannot charge as an expense a 
price over and above a reasonable market price. In that way, indi- 
rectly it does limit the price of the producer. 

Mr. Wotverton. Under the law as it is today, assuming a contract 
has been entered into that has the escalator clause in it, is it possible 
for any consumer interest to object to that increase on the basis that 
it isnot a reasonable rate ? 

Mr. Saris. Those existing contracts, as I say, have already been 
the subject of certificate hearings, and I think the consumers and dis- 
tributing companies have had their day in court. That is with respect 
to those particular contracts. 

Now, as I mentioned in answer to some of the other questions, I think 
that the controlling prices in the new and renegotiated contracts are 
going to have a direct effect upon any favored-nations clause in exist- 
ing contracts. The way they express it, it is triggered off, or it becomes 
effective by reason of some new price or some renegotiated price. 

Mr. Wotverton. Do you know of any clause in any of these con- 
tracts that provides for any decrease in the future or do they only 
apply to increases ? 

Mr. Sgarts. It is only in regard to a pipeline company claiming an 
additional expense, by reason of paying an increase. 

Mr. Wotverton. The contracts are so drawn that when that date 
has been arrived at, they automatically go into effect without any 
further consideration by any Federal body, is that right ? 

Mr. Searts. Under the existing contracts, you mean ? 

Mr. Wotverton. Yes. 

Mr. Srarts. Yes, I think that is true. 

_ Mr. Wotverton. Do you think that under that circumstance that 
Is adequately protecting the interests of the consumer, we will say 
10 years from now ? 

Mr. Srarts. I think that since you are going to have control over 

the prices paid under new and HaigbeTNtAd contracts to see that they 
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are not more than a reasonable market price, you are indirectly con- 
trolling the price to be paid under those most-favored-nations clauses, 
and that gives a protection to the consumer. 

Mr. Wotverton. Would that prevent, or that clause that you have 
now spoken of, prevent an increase under a contract that is in existence 
that provides for an increase 5 years from now or 10 years from now? 

Mr. Sears. You mean a fixed amount, no, it would not. 

Mr. Woxverton. If there was a reason for a Federal body to pass on 
it originally, in the granting of a certificate as you have said, do you 
not think that the same reason would exist why at the end of 10 years, 
for instance, some regulatory body would have the right to review or 
consider it and determine whether it is a just and reasonable rate at 
that particular time? 

Mr. Searts. Well, the only thing, Mr. Wolverton, is that these pro- 
ducers have gone out and drilled wells relying on the fact that they 
were going to get those prices in these contracts. 'They have borrowed 
money from the banks, and they have financed the drilling of wells, 
and now if the price is to be changed it places them in a very precarious 
position, not only from the standpoint of their own expenditures but 
also their relationship with their various financial concerns. 

Mr. Wotverton. Do these contracts at any time, to your knowledge, 
provide that if there is an increase in the field price above what it was 
when the contract was entered into that that price becomes effective 
on the contract that is already in existence ? 

Mr. Searts. If it is an increase in the field price paid by the pur- 
chaser of the gas, many of them provide for that. 

Mr. Wotverton. So there can be an increase in the price provided 
in the contract even without waiting for 5 years or 10 years to obtain 
that increase automatically. It could arise as the result of an in- 
creased price in the field in the meantime, am I right in that? 

Mr. Sears. Some contracts provide for that. Now, this particular 
contract I referred to, that could not take place because the increase 
can only take place at the end of the 5-year period. Many of the con- 
tracts follow that. But some of the contracts do have provisions such 
as you refer to. 

Mr. Worvertron. Do you not think that that should be a proper sub- 
ject of regulation ? 

Mr. Sears. Well, I think those contracts are already before the 
Commission in certificate cases. 

Mr. Wotverton. The condition that brings about the increase was 
not before the Commission when it passed on the conract. Those who 
entered into the contracts for 20 years, it is true, were taking a leap in 
the dark, so to speak, and it might be determined after 5 years or 10 
years that their fear of increased prices was unjustified, or would be 
unnecessary. Is there nobody in the public interest that can pass on 
that subject ? 

Mr. Srarts. Well, of course, the Commission will pass upon the 
condition that brings about that increase, because that conditions the 
price in a new or renegotiated contract. That is what brings about 
the increase under the favored-nations clauses of the existing contracts. 

Mr. Wo tverton. I am not speaking of a renegotiated contract as 
you have defined it in your testimony. I am speaking of whether 
under the contract as it is, whether they would not be responsible for 
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the increase where the field a has increased. That is regardless of 
the price that was fixed in the contract. I understood you to say that 
there were some instances of that kind. 

Mr. Sears. But the field price is increased by reason of executin 
new contracts, and renegotiating contracts, and that is what you wi 
have jurisdiction over under this bill. 

Mr. Wotverton. What, in your opinion, is the justification for the 
provision in these contracts that permit increased prices over a period 
of years? I would just like to get it as definitely as I can in your 
thought in that matter. 

Mr. Srarzs. That is it, Mr. Wolverton. The producer was selling 
his gas for 20 years, and he did not know what price he should get 
for his gas, and he was not willing to take a price existing in 1948 for 
20 years because he did not know what it was going to be in 1958, and 
1968. So he tried to put a provision in the contract, just like the Sec- 
retary of Interior does in the Government leases, that would keep his 
rice abreast of the market. Now, it is going to lag behind the market 
put there was no other way he could do it. He would prefer to sell 
his gas on a month to month or year to year basis, and he does not want 
tosell his gas on a 20-year basis. 

Mr. Wotverron. How does he know what the market price will be 
10 years from now ¢ 

Mr. Srarts. He does not know, and that is why he puts the favored- 
nations provision in there. 

Mr. Wotverton. He protects himself, and as you feel justifiably. 
What about the consumer? If his thought of increase has not mate- 
rialized, what protection does the consumer have ? 

Mr. Searts. Whose thought of an increase has not materialized? 
You mean the producers ? 

Mr. Wotverton. Yes, the producer. You say he does not know 
what the price is going to be 10 years from now, and it may be higher, 
and therefore he protects himself against that. Now, what agency of 
Government protects the consumer in the event that that situation does 
not arise, that influenced the producer to see he was to get a larger 
price at a later period? 

Mr. Srarts. Of course, if the price does not go up, then the field 
price does not go up and the price is not going to go up under any 
favored-nations provision. 

Mr. Wotverton. I thought you said the provision in the contract 
was that at the end of 5 years, or 10 years, or whenever it would be, 
it would be 1 cent more or 2 cents more. 

Mr. Searts. That is another provision. 

Mr. Wotvertron. That is not tied to the market, is it ? 

Mr. Sears, That is entirely different. That is a fixed escalation. 

_Mr. Wotverron. That is the point I am making; it is a fixed escala- 
tion, but after it has been entered into and if the facts do not material- 
ze that justify the thought of the individual who required that escala- 
tor clause, then what is there to protect the consumer ? 

Mr. Szarts. Actually, that fixed escalation was not put in with a 
thought that the market price is going to be at a point where it 
escalates to. That is only the favored nation clause that is used for 
that purpose. That is just a way of arriving at a price. It is kind 
of like a man buying something on an installment plan. He might 
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agree to pay or he might increase his payments as he goes along, 
They could have agreed instead of agreeing to increase 1 cent every 
5 years, they could have agreed on only 1 price, and just averaged it 
out for 20 years. 

Mr. Wotverton. With a right to have the price reviewed under it 
by either party ? 

Mr. Srarts. Yes, but instead of having 1 price for 20 years, they 
escalated a cent every 5 years, but it would come out about the same 
as if they had taken 1 price for 20 years, and taken an average of the 
4 prices. 

Mr. Wotverton. Perhaps it would, and perhaps it would not. | 
do not know. I am speaking from that standpoint theoretically, 
You speak positively, and I do not think that you are justified in 
doing so when you say that an increase of 1 cent now, and another 
cent in 5 years from now, and so on, will at the end of the 20 years 
justify itself because it will probably work itself out that way. I do 
not know how you can say that. It seems to me that with these escala- 
tor clauses, they are drawn undoubtedly for the benefit of the pro- 
ducer. There is no doubt about that, is there ? 

Mr. Searts. There is no doubt about it ? 

Mr. Worverton. Well, they are drawn in such a way that I think 
that you might speak of them facetiously, from the producers stand- 
point he has a case of “Heads I win, and tails you lose.” 

He cannot lose at all. He is sure to win, either way. There is no 
provision for the other side that has to pay the bill. That is the point 
Iam making. It seems to me that there should be some basis on which 
the effect of these escalator clauses, as we will know more about it 
as these hearings continue, protection should be given against undue 
raises in price. 

Now, the consumer is dependent upon the distributor. The dis- 
tributor is dependent upon the transmission line price. And the 
transmission line is dependent upon the producer. It looks to me as 
if this thing is so arranged that by the time you get to the consumer, 
he does not have anybody to look after his interests at all. No one 
will dispute that a distributing company is entitled to base its charges 
to a consumer on what the gas has cost. It is not a question of field 
price with him. It is a question of what he has to pay for it. When 
he takes that gas, it is offered to him at a price, and he has to pay that 
rice. He has no recourse against the price that is demanded of him 
by the transmission line that supplies him with his gas. He takes it. 
There is nothing else for him to do but to put it as an element of cost 
that is chargeable to the consumer. ah 

Now when you get back to the transmission line, the same thing }s 
pretty fairly true, too. He is dependent upon what he has to pay. 

Now he makes these contracts for increases in the future, I wonder 
sometimes if they would do that unless they had to do it to get gas. 
The demand for gas is such that he might decline to enter into con- 
tracts of that kind with an escalator clause even though it was unfair, 
in order to be certain that they were going to get their gas. 

And the assumption it all seems to be drawn on is the fact thal 
there is a reserve of gas that is limited, and that there is no more 
except that which is known at the present time in existence. Nov, 
when that argument is made, and it has been made here today, 
always have in my mind the illustration that is so outstanding in the 
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oil or petroleum industry, and that is the East Texas field. Geol- 
ogists told them at that time there was no oil there, and yet it turned 
out afterwards that it was the greatest oil field in the world that had 
been discovered up to that time. 

It is the same way when we speak of this depletion of gas. While 
it is appropriate that we should take into consideration the fixed 
amount that we have knowledge of at the present time, when you go 
90 years into the future and keep increasing prices with the idea that 
there is a growing deficiency in supply and an increasing demand, and 
that raises prices, I think it lends itself very readily to some regula- 
tory or examining body that will protect the consumer. That does 
not mean that you are going to take protection away from the pro- 
ducer and it does not mean that the transmission line is not going to 
be protected by an agency of the Government. 

The ICC, is seems to me, has demonstrated through its 70 or 80 years 
of existence that regulatory bodies can work to the best interests of 
the regulated body, as well as to the public. I am not arguing at this 
moment. It might seem that my mind was so definitely made up there 
would be no use to talk to me, that my mind was made up. That is 
not the case so far as I am concerned. I am seeking information. I 
see a problem, and I see a need, and I am groping fearfully in the 
dark most of the time because of lack of knowledge as to how we can 
meet this situation which it seems to me in justice to all, the consumer 
as well as the producer, we must find some solution for. 

Now, it has become rather late, and I do not know how long the 
chairman wants to keep the committee. Most of our committee have 
gone. Now these five questions that I have prepared yesterday and 
submitted were given with a great feeling of sincerity. I would hope, 
it may not be that I have time day to do it, with the plans of adjourn- 
ment, but with a man of your background and experience even though 
your testimony is limited to the thoughts that have been expressed to 
you by producers and by pipelines, I nevertheless would like to have 
your opinion with respect to those matters. Of course I would always 
be able to take into consideration, if you wish to, the fact that you 
were speaking for the two interested parties that you have referred 
to, and I might say I think they have selected a most excellent advo- 
cate to come here and present their viewpoint. 

Mr. Srarts. Thank you, sir. 

Mr. Worverton. I hope it does not seem presumptious on my part 
to disagree with someone of so much greater knowledge on the subject 
than I have myself. 

Mr. Srarts. I would not say that, Mr. Wolverton. I had the 
pleasure of appearing before you when you were chairman of this 
committee in 1947, and I know of your great experience in this field. 

Mr. Wotverton. That is very kind. I appreciate that. I was not 
fishing for any nice words to be said, but I have tried to be sincere in 
all of these matters, because these are very important matters to 
economic as well as individual welfare of our nation and its people. 

Now, a question has come to me, as I have studied this matter, as to 
this situation: It involves as to what is meant by a third party escala- 
tion clause. 

_ For instance, pipeline company A purchases gas from producer B 
Ina certain area. tf the spiel tia company C comes into that area and 
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pays a higher price to producer B, pipeline company A, from some 
things I have read, indicate that he must immediately match that price. 

Mr. Szarts. There is a third party most-favored-nation provision 
in some of these contracts. I referred to one earlier where you take 
the three highest prices that are paid by others but this does not operate 
immediately. It operates only once every 5 years under this particu- 
lar contract I referred to. But it isa third party favored nation clause, 

The price paid by a third party because of an increase in the price. 

Mr. Wotverton. It does not seem to me that there is any justification 
for that whatsoever any more than a person who buys steel today and 
pays a price for it, and somebody else later on pays a higher price to 
require the first fellow to come up and match what the later one has 
paid for his steel. I just cannot follow that line of reasoning. 

Mr. Sears. I think, Mr. Wolverton, it is based upon the principle 
that that is establishing the market price. Now, if the purpose of 
the favored-nation clause is to keep a price abreast of the market price, 
you would have to look to the prices paid by others in the field. 

Mr. Wotverron. I could understand that if it related only to the 
time that the agreement was entered into, or at least he could under- 
stand it more readily. But I cannot understand it where it was in 
effect, we will say, 5 years afterward. 

To that extent it adversely affects the consumer because whatever 
increase there is must be passed along eventually to the consumer who 
pays the bill. 

I understand in the State of Texas at the present time there is legis- 
lation pending that would fix a minimum price. That is price fixing, 
is it not? 

Mr. Searts. It is, and I might say that that has been up in the last 
five sessions of the Texas Legislature, and it has been defeated each 
time. I am hopeful it will be defeated this time. 

Mr. Wotverton. Well, you would not want to carry the analogy 
of its being up five times and defeated to apply to this legislation, 
would you? 

Mr. Sxarts. No; but I will say that we all thought that legislation 
was dead, but it has been revived by reason of the Phillips case. 

Mr. Wotverton. In Texas, you mean ? 

Mr. Searts. Yes, because it was based on the principle that if the 
Federal Government is going to fix a maximum price, the proponents 
of that legislation were urging we ought to fix a minimum price down 
here in Texas, but I am hopeful it will be defeated again. 

Mr. Wotverton. How does that account for the fact that Oklahoma 
and Texas have passed such a law before the Phillips case ? 

Mr. Searts. You mean Oklahoma and Kansas. 

Mr. Wotverton. Yes, they fixed that before there was any decision 
in the Phillips case. In other words, we have so frequently presented 
to us inconsistencies in life. The producers are opposing this legisla- 
tion because it is yoo fixing, foal yet the very same people that op- 
pose this, many o 


them, come here from Oklahoma and Kansas, and 
they have already advocated and passed in their State a price limita- 
tion bill. We have before us the fact that such is also being offered 
in Texas at the present time. 

Mr. Szarts. I do not know of a large producer in Texas that favors 
that minimum price bill. I know of many independents who are also 


opposed to it. 
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Mr. Wotverton. I can see under present conditions that it is not 
as necessary as it might have been at some other time. Now, what 
have you to say to this situation: The present bill exempts sales by 
the producer, but it is alleged to protect the consumer by giving the 
Federal Power Commission the right to determine whether the price 

aid by the transmission line is a fair price, but the language of the 

ill limits the Federal Power Commission only to determining whether 
the price paid is a reasonable market price. In view of the escala- 
tion and most-favored-nation clauses of contracts which is claimed 
have the effect of pushing all prices to the highest price paid, what 
protection is there to the consumer ? 

Mr. Searts. I think the protection is that which I mentioned, that 
increases under favored-nation clauses are brought about by reason 
of prices in new contracts, and renegotiated contracts, and those con- 
tracts will be subject to the jurisdiction of the Commission under the 
language of the Harris bill. 

Mr. Wotverron. I wish there were more time at our disposal as I 
have many other questions that I wished to go into, but time is not 
available. It would not be appropriate for me in this time available 
to do so. 

Are the pipeline companies in favor of this legislation ? 

Mr. Searts. Yes, sir; the interstate pipeline companies are, with 
the amendments. 

Mr. Wotverton. Have we heard from them, from the pipelines? 

Mr. Harris. There will be witnesses from them. Mr. Wane of 
the El] Paso Natural Gas Pipeline Co. 

Mr. Searts. And Mr. Merriam of Northern Natural Gas Co. and 
he is president of one of the pipeline associations, and I think that 
they favor the bill with the proposed amendments. 

Mr. Wotverton. Do you have in mind any other case throughout 
our entire history with reference to regulatory bodies where a regu- 
latory body has been required to include some artificial price in mak- 
ing up the operating costs on which rates will be based ? 

Mr. Searts. I do not know what you mean by some artificial price. 

Mr. Wotverton. When you fix the market price in the area, is that 
different from cost ? 

Mr. Searts. No; I think that is the real price, that is not an arti- 
ficial price, that is the price determined by competition. 

Mr. Wotverton. Is there any provision under this bill by which the 
question of the market price is justified by the cost of production ? 

Mr. Sears. Oh, no, it is not related to cost; it is just like the sale 
of any other commodity, basic commodity. It is determined by the 
law of supply and demand, and it is determined by the market price. 
It is determined in the market place. 

Mr. Wotverton. But we are speaking now of the basic principle on 
which a regulatory body fixes rates. Now the illustration you have 
given is much different in my opinion than what this is. This isa fixed 
rate that we are interested in, and you say that the regulatory body 
in determining that must take into consideration what the market price 
ls without regard to what the cost is. 

Mr. Srarts. I don’t say they must take into consideration the mar- 
ket price. I say that they should not allow any increase in price if the 
price the pipeline company is paying to the producer—they should 
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not allow it as an expense, if the price is above the reasonable market 
price. 

In other words, they shouldn’t permit any artificial prices. They 
shouldn’t permit prices that are noncompetitive, and are not deter- 
mined in the market place. 

Mr. Wotverton. Does it not occur to you that there are times when 
the market price is above or beyond or different from the cost, and in 
fact, it might be less ? 

Mr. Sears. It might be less. That is true. 

Mr. Wotverton. Why do you select that market price as the basic 
element on which you determine its justification ? 

Mr. Sears. Because the economy of this country has been built and 
expanded by allowing the producers to obtain the market price for 
products, by allowing the manufacturers to obtain the market price, 
because the law of supply and demand has been the very basic theory, 
and the cornerstone of free enterprise in this country. 

Mr. Wotverton. Well, of course, supply and demand does not have 
the free expression where you have a limitation such as this and have 
a very definite transmission line which alone can transmit that gas toa 
consuming community. I don’t think that is a good illustration at all. 
It is too circumscribed, and it is too fixed, and what I cannot under- 
stand yet from anything that has been said is why the basic is changed 
from cost to market value. 

You say market value is a reflection of cost. I say it is not neces- 
sarily so. 

I am asking you why you changed that basic element in determining 
rates from what we have usually understood to be the basic in 
ratemaking ? 

Mr. Searts. I don’t think we are changing it. I am just saying the 
producer should not be regulated on a public-utility basis. If he is not 
going to be regulated on a public-utility basis, then he should be al- 
lowed to obtain the reasonable market price for his product. 

Now, we have an established market and you know these interstate 
pipeline companies are not the only people buying gas. We have 
some large consumers in Texas, and Dow Chemical uses between 250 
and 200 million cubic feet a day at Freeport, Tex. The Aluminum Co. 
uses 50 million cubic feet a day. One of the synthetic rubber plants 
uses 75 million cubic feet daily. They are all in the market buying gas, 
and we have a strong interstate market for the natural gas. It is 
not a market of the producer just having 1 route he can go through 1 
pipeline. These large consumers, the petrochemical industry and the 
refining industry are all down there. It is as well as these interstate 
lines. They are competing for natural gas. 

Mr. Wotverton. What is the price that is charged to industry in the 
State of Texas, as compared to the price that is charged to trans- 
mission lines? 

Mr. Searts. I wouldn’t give you that price. It depends upon when 
the contract was executed, Mr. Wolverton. If it were executed 10 
years ago, of course, it is going to be much lower than the going price 
today. 

Mr. Wotverton. Are there escalator clauses in those contracts? 

Mr. Searts. Absolutely. I have negotiated contracts for a large 
consumer down there, and there is a fixed escalator clause, and also a 
favored-nation clause in the contracts negotiated in the last few years. 
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Mr. Wotverton. I would gather from your testimony that you have 
had experience both from the local industrial commercial standpoint, 
as well as from the transmission-line standpoint. Yet you say you 
do not know whether there is any difference in price. 

Mr. Searts. I don’t know whether today there is. We have to pay 
the going price at the time. 

Mr. Wotverton. You knew the going price at a particular time for 
industrial use, and evidently you would: know the price charged to 
transmission lines, and I am asking you, could you tell me whether 
there was any difference ? 

Mr. Sears. I could not tell you whether there was any difference. 
I don’t think there was any difference when we were negotiating the 
last contract. We were bidding against another line on one contract 
that we negotiated. Another line was in there trying to get that gas, 
and we got it for this large consumer in Texas, and the first contract 
we had for this consumer, we had no favored-nation clause and they 
were executed in 1948. 

We did have an escalation clause, that escalated every 5 years in each 
of those contracts. But then contracts were executed along in 1950 
and 1951 and we had to put favored-nation provisions in them. 

Mr. Wotverton. In all of those provisions there is only a provision 
for the price going up and never for going down ? 

Mr. Searts. That is right. 

Mr. Wotverton. No basis for it being subject to a review ? 

Mr. Srarts. It is not subject to any review. 

Mr. Wotverton. I have a question a bit different from what I have 
been asking. Suppose I am a producer of gas and I offer it for sale 
toa transmission line, and I am not satisfied with the price that they 
are willing to give. Would there be any way that I could force that 
transmission line to take my gas and take it to a point where they 
would give me the price ? 

Mr. Szarts. No, sir, because it is not a common carrier. 

Mr. Wotverron. If it was a common carrier, it could be ? 

Mr. Searts. You could. 

Mr. Wotverton. So that it would seem to be then in the interest 
of the producers in your State, if they had a common-carrier theory 
inconnection with transmission lines, would it not? 

Mr. Searts. They are not interested in it, Mr. Wolverton, because 
they want to sell their gas down in Texas, and they are not interested 
In coming up to New Jersey or Philadelphia, and trying to sell gas 
up here. They would rather let the pipeline companies handle that. 
They want to make the sale down there and not make the sale in the 
East. 

Mr. Worverton. I take it that they would sell it wherever they 
could get the price that they wish. The only difficulty is they might 
not be able to have it transported to the place where they could get 
the price that they wished. , 

Now, General Thompson said yesterday in a situation like that they 
would just be stubborn and would not sell it if they did not get the 
price. You give us an explanation that they would sell it locally. I 
stippose even that, assumes that they get a price that they would be 
satisfied to sell it locally ? 

Mr. Srarts. Yes, I think they would sell their gas. 
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Mr. Wo tverron. Well, the basic thoughts that I have in mind, of 
course, all stem from what I consider to Se the necessity of protecting 
a consumer interest, and that would relate to the distributor in loca] 
communities, and it.would relate to the transmission line, protection 
for both of those agencies, and at the same time recognizing the pro- 
ducer but not letting him dominate it, and not letting the transmission 
line dominate it, and of course, the local distributing company cannot 
dominate it because of the several State laws of a regulatory character 
in all of our States, I assume. 

But there is something in there, in that stretch from the producer 
to the consumer that seems to me has not been given the consideration 
that it is entitled to have in passing legislation of this kind. I hope 
that what I have said will be impressive enough that it will create the 
thought in somebody’s mind—I hope I have convinced some that at 
least it is justified in the thought that I have—and I hope it will create 
the thought that there should be some additional provisions in this 
bill that will eliminate some of this uncertainty that concerns so many 
of us who have come from consuming areas. 

Mr. Searts. I would like to make this additional statement, if I 
may, Mr. Wolverton. I believe that representatives of the distributing 
companies who are present here will agree with me that it would not 
be in the interest of the consumers to convert these interstate pipelines 
to common carriers. It would so upset their arrangements to make 
deliveries, and their plans to get certain quantities of gas, and the fore- 
casts that they have to make, that it would upset them and also upset 
their consumers. It would absolutely work contrary to the public in- 
terest. 

Mr. Wotverton. Maybe that is true, and you are evidently not tes- 
tifying on that because that is not in our bill but when the committee 
gets down to considering the bill they are not bound by the language 
that is in the bill, and they will give consideration to the amendments, 
for instance, that you have mentioned today. The committee will give 
consideration to amendments that are offered by distributors and pipe- 
lines, and by producers, or on the consumer side of it. 

_ That will all come before us sooner or later when we come to a de- 
cision. 

Now, I think that I stated yesterday about as fair as I could that 
my feeling when I said, “What can or should be provided in this 
proposed legislation that will give protection to consumer interests 
short of declaring or considering the production, gathering, process- 
ing, and transmission of gas as a public utility service.” 

Mr. Searts. Yes. 

The CuHarrman. Mr. Harris. 

Mr. Harris. In view of the lateness of the hour, and the fact that 
this witness has been before this committee for a long time this after- 
noon, and certainly he has been very generous with his information 
and responding to questions, I certainly am reluctant to proceed fur- 
ther. 

I do feel, however, in view of what has been said and I wish to 
join other members of the committee, Mr. Searls, in highly compli- 
menting you for the very fine presentation you have made, and the 
forthright answers that you have given. 

Mr. Searts. Thank you, sir. 
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Mr. Harris. You certainly have demonstrated that you know this 
business, and certainly it seems to me that you have demonstrated 
that you representing the industry here, as you have indicated today, 
you have not only the interest of your own industry that you repre- 
sent at heart but the consuming public that your industry serves. 

We are certainly considering a commodity here that is in great 
demand. The demand has been increasing. 

In 1954, I think probably the records show some 25 percent of the 
total energy fuels used by the consuming public of this country came 
from natural gas. Would you say that is about right? 

Mr. Searts. I would say I think that sounds about right. 

Mr. Harris. Certainly that demand has gone up and we find that 
in the last 4 years or last 5 years, the supply in the market has gone 
from some 4 trillion cubic feet of gas to about 8.7 trillion cubic feet of 
gas, Which is one of the most remarkable growths of any commodity 
that has ever gone so far as I know to the consuming public. 

I can recall just a few years ago when gas was flared in the sky. I 
can recall sleeping in the light of a gas well in the Smackover field 
that went off into the air, millions upon millions of cubic feet of gas 
every day. It was a waste of a great resource. 

I can recall within recent years when the people in these fields that 
had this gas, there was no demand for it and there was no market 
for it, and they could not give it away. You could not get 2 cents for 
it. There was no way to get it to the consuming public that wanted it 
so badly. 

Now, the ingenuity of a great industry has come here and given 
to the American consumers this product that has meant a great deal 
to them. It is meaning more every day. Certainly the interest of 
the producers must be considered here, and certainly I join with my 
colleagues that the interest of the consumer must be protected here. 
There certainly was that very basic principle in mind when I intro- 
duced this bill. 

Sometimes in our enthusiasm, and maybe overly enthusiasm in 
trying to do something for the protection of someone, we may do them 
a great injury. I know the people in the industry tell me that they 
want more of this gas to go into the market because the consumers in 
New Jersey, and in Massachusetts, and in Wisconsin, and in Chicago, 
and other places, are demanding that they have an opportunity to 
utilize this resource as the people in other sections of this country. 

I think they certainly have a right to make that demand. Cer- 
tainly, I wish that there might be some way that we could say down 
in my part of the country that the radios have not gone up so high 
from the prices where they were 5 or 10 years ago, the automobiles 
from Detroit might not be costing twice as much now as they were 
10 years ago. 

The prices of commodities all over this country have gone up and 
the consuming public is paying those prices. This is no different. 
To my way of thinking, this is no different from any other com- 
modity of the consuming public. 

I just felt that I wanted to say that because I know there is a sincere 
feeling in the minds of people who have different viewpoints about 
this. Some people feel that perhaps if every producer in this country 
would be a utility, it might reflect to the best interest of the consumer, 
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but I am one of those who feels that it would be certainly against the 
best interest of the consumer. 

I have a feeling as you have so well said, “If a supply is not pro- 
vided, then the people who want to use this fuel are not going to be 
able to get it.” How well do I know, and most of us here in Congress, 
and the American people, what happened during the OPA days. They 
had a governmental restriction on everything almost in the country, 
from the producing end on through to the consuming end. 

Sometimes in an intricate and difficult industry I have a feeling it 
is a lack of understanding that brings about these differences of views, 
There is a lack of understanding of the problem. I do not know any- 
thing about how to make an automobile. I do not know anything 
about how to make a radio, or how to make some of these commodities 
that come from other sections of this country. But we use them. 
Anyone in New York or New Jersey, or any other part of this coun- 
try, can go to the Williston Basin, or Texas, or Mississippi, or Ar- 
kansas, or any other State in the Union, and put a hole in the ground 
and try to find gas or oil if he so desires. 

It takes an understanding to be successful at it. The ingenuity of 
the great oil and gas industry has brought this resource to the point 
where it is being transported now and being brought to the consum- 
ing public in increased volumes. 

I just felt that I wanted to say that because I have listened to so 
much of this, and I realize the sincerity of each member of this com- 
mittee that has tried to go into these problems. 

To answer the question that Mr. Wolverton asked yesterday, and 
again today, I have tried in this bill, I say to my colleagues, I have 
tried to bring to the committee and to this Congress this protection 
that you are asking for in consideration of this legislation. I will 
say it is the first time that an industry, since Mr. Searls has testified 
here that they are supporting this bill with the amendments they 
propose, it is the first time that I know of that the industry has ever 
been willing to bring itself under the control of a governmental 
agency, and that is precisely what is done here. 

Some have the position, and some feel, I think owing to a lack of 
understanding, that this would free the industry from further regu- 
lation. It doesnot atall. It has no purpose at all to do that. 

It maintains the regulatory authority in the governmental body 
that was set up by this act in 1938. It will under the provisions of 
this act have that authority to determine whether or not these prices 
are reasonable and have been arrived at in the regular way as all other 
commodities of this country. 

I should like to ask you for clarification just about three questions. 
It has been so long you may not remember, but back there some time 
ago there was a comment made about the procedures used in setting 
a reasonable rate. 

You mentioned it some time ago. It was mentioned as the pro- 
posed market-price theory of this proposed legislation. If I recall 
correctly, you stated that frequently dry holes were drilled and hence 
the producers felt it necessary to get more than a limited rate of 
return. 

Certainly this disposition could be understood. But you did not 
mean to imply, I believe, that the Federal Power Commission does 
not allow dry-hole expense in considering the interstate rates; did you! 
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Mr. Searts. No, no, sir. 

Mr. Harris. I wanted to clear that up. 

As I understood your interpretation of 5 (b) of the proposed bill, 
the Federal Power Commission, in regulation of these contract prices 
will come to what amount they will allow a pipeline company to in- 
clude as operating expenses. 

Now, if we assume that a given case, the Federal Power Commis- 
sion allowed an amount to be included in operating expenses of a given 
company which is less than the contract price, which the pipeline has 
agreed to pay a producer, then what would happen to that pipeline ? 

Mr. Searus. In other words, the Federal Power Commission finds 
that the price is below the contract price and the market price, then 
the pipeline company cannot charge that as an expense. That is the 
difference between the reasonable market prices found by the Com- 
mission and the contract price. 

Mr. Harris. And consequently 

Mr. Sears. Custansenes the producer’s price has got to be reduced. 

Mr. Harris. Well now, suppose there is an existing contract, and 
we have talked about existing contracts, that the pipeline company has 
a fixed contract with the producer, and the interstate line then goes 
and asks for an increase in rates in order to comply with that contract 
price. 

And suppose the Commission were to set that price or the rate less 
than the contract price, that the pipeline must pay the producer under 
the contract. Dou you understand what I mean ? 

Mr. Sears. Yes, sir. 

Mr. Harris. Then what would happen to the long lines? 

Mr. Srarts. They could not charge that as an expense. 

Mr. Harris. And somebody would lose; would they not? 

Mr. Searts. That is right. 

Mr. Harris. Well, it would be the interstate line; would it not ? 

Mr. Srarts, Under those facts, yes, which you state. 

Mr. Harris. Would not that bring about a very difficult situation 
as this interstate line is then trying to serve the distributor at the city 
gate ? 

Mr. Searzs. Certainly it would, and that is why we have suggested 
this amendment, that the determination of a price in accordance with 
provisions of existing contracts which operated at a different price 
would not constitute a new or renegotiated contract. 

Mr. Harris. That is the danger of going back and trying to nullify 
the existing contract ? 

Mr. Searts. That is right, yes, sir. That is because it might destroy 
the financial solvency of some of these pipeline companies which are 
serving the public. 

Mr. Harrts. Do you believe that the Federal Power Commission 
should have the authority to determine that situation ? 

Mr. Searts. No, I don’t think they should have authority to reduce 
those prices below the contract price. That is under existing con- 
tracts. That is because if they did, and if the pipeline company had 
to bear that loss, either out of its capital, it would be a serious loss to 
the pipeline company which is serving the public. 

_ Mr. Harrts. And thereby it would be an injury to that company, as 
it tries to serve the consuming public ? 

_ Mr. Searts. That is right, and which would not be in the public 
interest. 
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Mr. Harris. Now, your proposed amendments, I have had time now 
to look over some of them, and it is not altogether clear in my mind 
what some of them mean. 

An I understand, the first one, the language, “where such price has 
been competitively arrived at,” is merely suggested because it was in 
the report of the Cabinet Commission of the President ? 

Mr. Sears. That is correct, the exact language in that report. 

Mr. Harrets. Had it not been in that report would it have been de- 
sirable in this legislation ? 

Mr. Searts. I don’t think that I would have suggested it. 

Mr. Harris. Now, considering the first part of paragraph b, with 
the second part, there is a criteria here which the Commission must 
follow in making a determination as to what is a reasonable market 
price. That isthe first part and the second. 

Mr. Sears. Yes. 

Mr. Harris. Now, it provides, the Commission shall allow an 
operating pipeline to charge as an operating expense for the natural 
gas purchased under the contract only such market price, which relates 
back to the reasonable market price. 

Mr. Searts. That is correct. 

Mr. Harris. Now, suppose we would have this type of a situation 
which was brought up by Mr. Bennett yesterday. Suppose we would 
have a contract that was less than the market price, reasonable market 
price in the field. 

As an example, suppose we have a contract, a valid contract of 6 
cents, and the Commission in determining an increased rate for the 
interstate line would make a determination that in that particular 
field, that is where this particular gas comes from, that the reasonable 
market price was 9 cents. 

Now, would not under the language here, would not then the Com- 
mission be required to permit this company to charge as an expense 
then that 9 cents in place of the 6 cents which the contract provides 
for? 

Mr. Searts. No, they would have to take the contract price. 

Mr. Harris. Well, would they? That is the reason I am asking you. 

Mr. Searts. Yes, I think it is clear. 

Mr. Harris. Well, look at the language. 

Mr. Searts. It provides that the Commission, just above that, 
When an increase in any rate or charge of a natural-gas company is based in 
whole or in part upon any new or renegotiated contract for the purchase of 
natural gas from a person other than an affiliate, the Commission shall consider 
whether the price at which the natural-gas company has contracted to buy. 

It is the price they have contracted to buy. Does it meet the 
standard? 

Mr. Harris. Then they shall consider that in arriving at what is a 
reasonable market price in that field. 

Now, that is the criteria by which the determination is made. Is 
that not true ? 

Mr. Searts. That is right. 

Mr. Harris. Now, they come to that determination, and say that 9 
cents is the reasonable market price in that field, after they considered 
this contract and all other things. 





NATURAL GAS 231 


Mr. Srarts. They are not interested in what the price is, the original 
market price is over and above the contract price. Under this language 
it is only important to know, does the contract price come within the 
reasonable market price. 

Mr. Harris. Well, the point I am raising, and I know it is highly 
technical, but does the language do just’ what we think it will do? 

Mr. Sears. As I understand the purpose of this bill, in no event 
could the producer get more than his contract price. 

Mr. Harris. That was the intention but some have raised the ques- 
tion that possibly it might be a windfall, and certainly we don’t want 
that. 

Mr. Szarts. It is not intended, I am sure, and that is not the way I 
construe it. 

Mr. Harris. Thank you very much, and let me again compliment 
you on the very fine presentation, and I personally have gotten a great 
deal out of it. 

Mr. Srarts. It has been a pleasure to me to appear before the com- 
mittee. Am Ito be Tockaven’ Mr. Chairman ? 

The Cuatrman. Mr. Searls, I want to thank you very much for your 
patience, and I might say for your stamina in standing here all day 
before the committee. 

Some day before these hearings are over, the chairman has a few 
questions he wants to ask, but he would certainly not at this time ask 
those questions of you, Mr. Searls. 

I have tried to be as generous as possible with my colleagues on the 
committee, and I shall reserve my questions for some future date, and 
I want to thank you again for your appearance, and for the forthright 
manner in which you have answered questions that have been shot 
sometimes fast and furiously during the day. 

Mr. Searts. Thank you, sir, it has been a pleasure to be here. 

The Cuarrman. You may be excused. 

The committee will adjourn to meet again at 10 o’clock tomorrow 
morning in this room, at which time we will first hear some Members 
of Congress, and then we hope to proceed during the morning with 
Dr. Boatwright. 

The committee is adjourned. 

(Whereupon, the committee adjourned at 5:35 p. m., to reconvene 
at 10a. m., Friday, March 25, 1955.) 








NATURAL GAS ACT 
(Exemption Of Producers) 


FRIDAY, MARCH 25, 1955 


House OF REPRESENTATIVES, 


COMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D.C. 


The committee met at 10 a. m., pursuant to adjournment, in the 
Caucus Room, Old House Office Building, Hon. J. Percy Priest (chair- 
man) presiding. 

The CHarrMAN. The committee will come to order. 

This morning was set aside earlier in the plans in connection with 
the hearings, to hear some additional sponsors of bills. 

The Chair notices that Mr. Boggs, of Louisiana, is present. He 
has a bill before the committee. 

Mr. Boggs, will you come forward at this time? 


STATEMENT OF HON. HALE BOGGS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF LOUISIANA 


Mr. Boces. Thank you, Mr. Chairman. 

The CuarrMan. Mr. Boggs, you have a bill before the committee 
and we will be very happy to hear you at this time. 

Mr. Sprrncer. Mr. Chairman, may I ask if we can have a copy of 
the bill? 

The CuHamrmMan. Yes. I will ask the clerk to distribute copies of 


Mr. Boggs’ bill, H. R. 4168. 
(H. R. 4168 above referred to is as follows :) 


(H. R. 4168, 84th Cong., Ist sess.] 


A BILL To amend the Natural Gas Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the Natural Gas Act is 
amended by adding at the end thereof the following new subsection : 

“(d) Notwithstanding any other provision of this Act, the Commission shall 
have no jurisdiction over any sale of natural gas at or prior to the point of 
delivery thereof into the interstate transmission facilities of a natural-gas com- 
pany transporting natural gas in interstate commerce beyond the producing 
field; but where such a sale is made to a natural-gas company by a person con- 
trolling, controlled by, or under common control with, such natural-gas company, 
and where natural gas is produced by such natural-gas company, the rate or 
charge, subject to regulation under this Act, demanded or received by such natural- 
888 Company when it thereafter sells such gas shall be determined by including 
4s an operating expense in the rate base for such gas an amount equal to the 
fair commodity value of such gas in the field where produced.” 
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Mr. Boces. Mr. Chairman and members of the committee, as the 
chairman pointed out, I am the author of one of the bills pending 
before the committee. 

This bill, H. R. 4168, is identical with the one introduced by Con- 
gressman Ikard, of Texas. It is a very short bill. Both of these bills 
were drawn to accomplish their purpose in the simplest and most direct 
manner possible. I certainly would like to point out that I have no 
pride of authorship and I am certain that Congressman Ikard does 
not either, but I would like to say that there is very much appeal to 
me in the brief and concise manner in which these bills would provide 
a solution to the problems created by the misinterpretation of what 
Congress intended when it enacted the Natural Gas Act of 1938. 

That act was not passed by Congress in a hurried or slipshod man- 
ner. Every clause, every word.in it, was carefully studied and 
weighed. ‘The basic purpose to be served was stated many times to 
fill what has been referred to as a gap between national and local 
agencies in the overall regulation of a business, only a portion of 
which is interstate in nature. 

There can be no question that the framers of the language that was 
finally adopted as the Natural Gas Act clearly recognized that the 
segments of the industry, production, gathering, distribution, which 


are strictly local functions, were never intended to be covered by its 
provisions. 

The type and scope of the rules and regulations formulated and 
adopted by the Federal Power Commission after the passage of the 
act offer further compelling evidence that it was not designed to apply 
regulation to any pre of the business except that part engaged in 


the transmission of natural gas in interstate commerce for resale. 

There is certainly no need for me to take up the time of the commit- 
tee now to review the events which have transpired during the past 
several years and which have led to the current deplorable state of 
affairs. I know that those matters have been very thoroughly covered 
and I know that the members of the committee are quite familiar with 
the developments. In my opinion they have taken us far—much too 
far—toward centralization of power and control over purely local 
matters by the Federal Government. 

The time has now come, however, for Congress to assert itself ina 
manner that will put this whole regulatory picture in the proper per- 
spective. Unless we do so, and do it now, the responsibility is ours for 
permitting to be torn down the last vestige of the rights of the respec- 
tive States to maintain effective control over the strictly local opera- 
tion of production and gathering of gas in the interest of conservation 
and the public welfare generally. 

I.am not at all concerned with the methods to be used or the precise 
language to be employed, or whose name is on the bill to accomplish 
what, in my opinion, is absolutely essential if the public interest is to 
be best served in this situation. My sole purpose in appearing here 
at this time is to earnestly urge the enactment of adequate legislation 
that will spell out in unequivocal terms that can never be susceptible 
of misinterpretation that Congress does not want the business of pro- 
ducing and gathering natural gas, or the prices at which it is sold in 
the field, under the control of fhe Federal Power Commission or any 
other Federal agency. I have given a lot of time and a lot of col 
sideration to this subject. I am convinced beyond a shadow of doubt 
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by my study of the facts involved that unless this Congress acts 
promptly to remove the threat of utility concept price control from 
all producers and gatherers of natural gas, the public is going to pay 
a horrible price in the form of a drastic curtailment of the supplies 
of this fuel. 

Perhaps that is precisely what some of the proponents of the policy 
of rigid Federal control of this highly competitive and risky business 
would like to see occur. The record of events which have taken place 
during the years since the Natural Gas Act was considered and passed 
by Congress contains > eee evidence that this may be true. This, 
in my judgment, would be a tragedy, and I do not believe that some 
of the well-meaning groups and organizations who have appeared or 
will appear, as representing the consumers want this to happen. 

I believe that if they had a real understanding of the nature of this 
great American business they would vigorously be opposing these 
forces who, for strictly selfish reasons, would like to see its forward 
progress forever ended. 

As I see it, there is but one fundamental and all-embracing question 
involved in the legislation to amend the Natural Gas Act with respect 
to the producing and gathering phase of the business which you are 
now considering, and it is this: Shall a business that provides a tre- 


mendously vital and important commodity to millions of Americans, 
and it has been developed by the efforts and through the investments of 
many thousands of our fellow citizens, be wrecked through the folly 
of trying to apply to it a paralyzing set of regulatory rules under 
which it cannot possibly survive? It is just that, gentlemen, and I do 
not believe that this Congress is going to fail to enact the necessary 


legislation to prevent such a catastrophe in the economic life of this 
Nation. 

I feel that my bill will solve the problem. It clearly frees produc- 
tion and gathering from regulation and assures that all producers be 
given the same treatment. The Flemming Cabinet Committee report 
has been issued since my bill was introduced. I have read it a number 
of times. The one thing that stands out above all. else in, my mind 
about it is the clear recommendation it contains that, in order to assure 
an ample supply of gas for the Nation, it is essential that all produc- 
tion and gathering of natural gas be free of any restraint by the Fed- 
eral Government. There are certain other recommendations which, to 
my mind, if adopted would impose indirect restraints or regulation on 
the producer. Because I firmly believe that the natural and basic laws 
of supply and demand will insure proper pricing of gas to the con- 
sumer, 

I have not reached a point in my thinking that any such artificial 
restraints are necessary. I am just as firmly of the opinion, however, 
that the interests of all parties concerned oan be carefully consid- 
ered and that a full opportunity should be afforded them to make 
known their views on every aspect of this matter, and I know that this 
committee, of course, will make that opportunity available to the 
various groups. 

I have the great honor of representing one of the districts of the 
State of Louisiana in this Congress. That State ranks second in known 
natural gas reserves, and for a number of years has been second in 
total annual production of natural gas. I have literally lived with 

61557—55—pt. 116 
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these problems. For some years I served as general attorney for the 
Louisiana Department of Conservation, which is our State regulatory 
agency. In that capacity I was closely associated with such outstand- 
ing leaders in the field of conservation as Gen. Ernest O. Thompson, 
Mr. O. C. Bailey, and many others whose views on the subject now 
being considered are in complete accord with mine, and well known 
to you. I believe both of them fully appreciate the necessity for this 
Congress enacting remedial legislation at this time. 

I know that all of you will examine very carefully every proposal 
now before the committee. 

I should like to urge that you keep before you at all times the 
cardinal need—that is, legislation that will provide the necessary in- 
centive for a full exploration and for the development of the gas re- 
serves of this Nation. I believe you realize that this can only be accom- 
plished by the passage of measures which will clearly remove, direct 
or indirect, Federal regulation of the price to be received for gas pro- 
duced in the field, regardless of who produces such gas. 

I am certain that you will inspect with great care any proposal which 
purports to regulate the use of gas or to place a minimum on its sale 
price. Such measures, no matter how innocent they may appear on the 
surface, are fraught with grave danger to our system of free interprise 
and to the right of a free choice of product or service which our people 
now enjoy. 

Thank you, Mr. Chairman. 

The CHamman. Thank you very much, Mr. Boggs. 

Your last statement there is in keeping with the feeling that I have 
had about this subject, that it actually is much broader than simply 
a yes or no answer on the regulation at the wellhead. It involves, [ 
think, as you pointed out—and I think the committee and all mem- 
bers of the committee are fully aware of it—it involves many other 
elements that relate to a free enterprise economy. 

Thank you for your statement, Mr. Boggs. 

Mr. Boees. Thank you, Mr. Chairman. 

The CHarrman. Are there any questions? 

Mr. Sprincer. Mr. Chairman. 

The Cuarrman. Mr. Springer. 

Mr. Springer. Mr. Boggs, you were for how many years general 
counsel for the Louisiana Conservation Commission ? 

Mr. Boggs. About 2 years, Mr. Springer. 

Mr. Sprrncer. In my particular area, which happens to be central 
Illinois, there are and will be, I think, when this legislation gets 
better known, will be two problems presented. First we are somewhat 
of a producer in southern Illinois—not great—but we are a producer. 

During the period 1946 to about 1952, we had a very difficult time 
getting a supply of gas to take care of the consumers in Illinois. That 
same situation existed largely over the Middle West. 

We do not want to go back to that time when we could not get gas. 

Now, I am not talking price. I am talking about getting some gas. 
That is No. 1. 

I want to ask you what the effect, in your opinion, based upon your 
experience as counsel for your own conservation commission in the 
State of Louisiana; based upon that experience; what do you believe 
would be the effect of the Supreme Court’s decision in the Wisconsin 
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case, upon giving the Federal Power Commission the right to regulate 
the producers of natural gas? 

Mr. Boees. Mr. Springer. 

Mr. Sertncer. I am asking you what about the supply; I am not 
asking you about anything else, but what in your opinion would hap- 
pen during the next 10 years on the question of supply. 

Mr. Boaes. Well, I think your question goes to the very heart of the 
problem. 
| The business of exploring for oil and gas is a very hazardous bus- 
iness and if the producers and the people in the business are subjected 
to the most minute type of regulations, which are implied, if not spelled 
out in that Supreme Court decision, then, the risks being what they are, 
I think the exploration for new reserves would fall off tremendously 
and the problem that you had in southern Illinois, rather than being 
mmtovel as a result of that type of regulation, in my judgment, would 
become even more acute, because the supply of gas rather than increas- 
ing, which would be the ultimate solution of our problem, would 
decrease. 

Mr. Springer. Are you familiar with the United States Supreme 
Court decisions upon the margin of profit, that is considered a fair 
return upon investment, where the Federal Power Commission has 
the right to regulate ? 

Mr. Boaes. Well, I cannot say that I am anything like an expert 
on that subject, Mr. Springer. 

Mr. Sprrncer. Let me ask you this, Mr. Boggs. As counsel, you 
must be familiar with the Supreme Court decisions, beginning with 
the Holmes case, back 30 years ago which in effect fixed 6 percent as 
a fair return. 

Mr. Boees. I am familiar with the 6 percent figure, generally. I 
think that is pretty general in its application. 

Mr. Harris. For the utilities ? 

Mr. Boces. For the utilities. 

Mr. Springer. This is not a utility. I understand the distinction 
you made, 

Now, let us apply the 6 percent figure to the producers of natural gas. 

Now, I am talking about the people who get the gas out of the 
ground, just the producers. 

If you were to limit their profit to that figure—and I think that is 
what the Supreme Court of the United States decision did—what do 
you think the effect of that would be upon the supply of natural gas 
available to the public for use ? 

Mr. Boges. I think it would be disastrous. In the first place, I do 
not see how you could arrive at the 6 percent figure. 

The cost varies from well to well; from field to field; from location 
to location. 

In the case of applying a 6 percent figure to a utility, there is no 
particular problem. There is the invested capital. The figures apply 
to something that you can see and feel and you can look at the cost 
sheets and the accounting records and know how much money is in- 
vested; but here you have got a wasting natural resorce, where condi- 
tions vary from one location to another, and to try to set forth an arbi- 
trary standard would be impossible. 
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As a matter of fact, in one field, you might have one well that is giy- 
ing a very splendid return and might have a half a dozen others that 
not only are not producing a 6 percent return, but may be losing money 
and, you have a large amount 

Mr. Srrincer. Let me ask you this. There has been a great dea] 
before this committee about what the cost is going to be. 

If you apply those Supreme Court decisions on what a company is 
entitled to earn, it would of necessity be incumbent upon the Federal] 
Power Commission to guarantee any producer of natural gas 6 per- 
cent, would it not, no matter what the cost would be to the public? 

Mr. Boees. Well, who could the Federal Power Commission 
guarantee ? 

Mr. Sprineer. Well, let me ask you this. 

Mr. Boces. How could they do that, unless they had some subsidy? 

Mr. Sprincer. Well, if they are guaranteed that right, and entitled 
to get 6 percent, they could show that they are not making 6 percent 
and they ought to have a right to charge more, even if it is necessary 
to raise the price to the consumers, so that they could get 6 percent. 

Mr. Boees. Well, of course, Mr. Springer, what you are really say- 
ing is that when you go into this sort of a business, you virtually open 
Pandora’s box and you do not know where it ultimately leads. Con- 
ceivably that could develop, although I cannot see how the Govern- 
ment could guarantee a return. 

Mr. Springer. It could not. What I am saying is if you start in 
regulation of prices at the wellhead then of necessity you would have 
to give a price sufficient to allow them to earn a return. 

Mr. Boges. Probably. 

Mr. Sprincer. Would they not? 

Mr. Boaes. Surely, otherwise you would be taking their property. 

Mr. Sprincer. And it is just as easy to believe, is it not, that you will 
be guaranteeing some companies who are not making that figure now 
that they will receive it and that the price would go up under those cir- 
cumstances, would it not ? 

Mr. Boggs. I think that would be a logical assumption. When you 
take any commodity out of the basic law of supply and demand and 

ut it under the tightly developed regulatory agency, then a whole 
tock of new rules apply and the idea that that necessarily is going to 


result in the common good, in my opinion, is fallacious, because what 
po must remember is that the gas is a highly competitive enterprise. 
tisnota menopeny A a utility. 
i 


Mr. Sprrncer. s is the first time, is it not, in the history of this 
country, that it has ever been decided by the Supreme Court of the 
United States that it would be necessary for a Federal agency to 
regulate a business of this type or nature? 

r. Boaes. As far as I know, it is. 

Mr. Sprincer. Do you believe over a long period of time, that it 
would be in the best interest of this country—I am talking about a 
10- or 15-year period of time—that it would be in the best interest of 
this country for the Federal Power Commission to regulate the pro- 
ducers of natural gas? 

Mr. Boces. No, sir; I believe just the contrary. 

Mr. Sprincer. The two other prominent sources of fuel supply are 
coal and oil. 

Mr. Boses. That is right. 
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Mr. Sprincer. Neither one of those sources of fuel are regulated in 
any way by the Federal Power Commission ? 

Mr. Boaes. That is correct. 

Mr. Springer. Are you familiar with the Natural Gas Act? 

Mr. Boees. Generally. I am not an expert on it, Mr. Springer. 

Mr. Sprrincer. Are you familiar with the provisions in the act by 
which the Supreme Court interpreted that the Federal Power Com- 
mission had the power to regulate ? 

Mr. Boees. Well, I think that is a strange interpretation. That is 
my opinion of the matter. I do not claim to be a constitutional lawyer. 

Mr. Sprincer. Mr. Boggs, have you reviewed the record at the time 
the Natural Gas Act was under debate in the House ? 

Mr. Boaes. Well, I have reviewed it, but not as thoroughly as I 
would like to; certainly not as well as you have. 

Mr. Sprrncer. Let me ask you this. Were you a Member of this 
Congress when that was passed ? 

Mr. Boges. No; I first came to the House in 1941. 

Mr. Sprincer. I believe that is all, Mr. Chairman. 

The CaarrMan. Are there any other questions? 

Mr. Harris. Mr. Chairman. 

The CuHarrman. Mr. Harris. 

Mr. Harris. Let me ask you. I believe that your bill is an identical 
bill to that introduced by Mr. Ikard. 

Mr. Boaes. Yes, sir. 

Mr. Harris. There are a number of other proposals here, and I 
appreciate the statement that you made where you said you were not 
too much concerned about the particular language, but what you want 
isa bill that will meet the problem ¢ 

Mr. Boees. What I want is legislation. What I want is legislation 
that will clearly define this problem. 

Mr. Harris. Mr. Hinshaw and I have introduced identical bills 
that approach it in a little different manner, in which we provide in 
the future for gas that comes into interstate commerce, for the con- 
sumer, in order that the consumer may be amply protected, have pro- 
vided for that. Have you had occasion to look over those bills? 

Mr. Boees. Yes, I have. 

Mr. Harris. Would you indicate whether or not you believe it might 
be advisable to have this consumer protection section of the bill, in 
view of the circumstances ? 

_ Mr. Boees. Well, you ask me a question, and I think I should answer 
it. Frankly I do not think so. 

Mr. Harris. I realize that is the viewpoint of a lot of people. 

The representatives of the industry here yesterday said they were 

supporting it because they thought, in view of the recommendations 
tothe White House, this was the best they could do. 
_ Mr. Boses. If you advance on that theory, on the theory of what 
is politically feasible, then I presume that is all right; but as a matter 
of principle I do not think it ought to be in the bill, and I will go a 
little further and say, by reading of it, I do not know quite how to 
Interpret it as it is now written. 

For instance, you take in renegotiated contracts and new contracts. 

I think definitions which spell those things out would be required 
to perfect that language. 





240 NATURAL GAS 


Mr. Harris. I think that is right. 

Mr. Boces. Do not misunderstand me; I am not being critical. 

Mr. Harris. I want you to tell us frankly what you think about it, 
because it is very important, and I agree with you that probably these 
definitions should be a little more explicit. 

That is all, Mr. Chairman. 

Mr. Wotverron. Mr, Chairman. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. Mr. Boggs, one thing that appealed to me greatly 
in your bill is its simplicity. 

Mr. Bocas. Thank you, Mr. Wolverton. 

Mr. Wotverron. It certainly pinpoints what I think it the real 
purpose of all of this legislation. 

While some of the other bills may have treated it in different 
phrases and more words, yet fundamentally I think those bills are 
seeking the very thing you are seeking in your bill, and you have 
stated it in a very simple, plain, understandable way. 

Mr. Boaes. Thank you, very much. I hope you will vote for it. 

Mr. Wotverton. I never knew when one Member of Congress was 
trying to be complimentary of another Member that that obligated 
him to support him. 

In your bill, there is a phrase used that is a bit different from that 
which is in the so-called Harris bill and the Hinshaw bill, and some 
of the others. 

During the hearings considerable time has been taken up in queries 
as to wh: at should be the basis of determining a fair price. 

Now, in your bill you use the term “fair commodity value.” That 
is the first time that phrase has appeared in any of the testimony be- 
fore us up to this time. 

Mr. Harris reminds me that Mr. Kuykendall used it. I was prob- 
ably out at the time. At least I did not hear it. 

Now, in Mr. Harris’ bill, he uses the term “reasonable market 
price” and amendments were offered yesterday by the witness, Mr. 
Searls, that included the phrase “where the price therefore has been 
competitively arrived at,” and then we are of course familiar, in all 
ratemaking, with the basic elements of cost, which is the usual element. 
And then we have evidence with reference to the escalator clause, the 
spiral escalator clause, the favored-nation’s clause, all of which have 
a very direct effect on the question of price. 

In view of what I have just said as to the testimony that has pre 
ceded yours, would you explain just what you have in mind by the 
use of the words “fair commodity value”? “And in what way that is 
to be defined and considered similar to the language that has been 
used by the others to which I have referred. 

Mr. Boees. Well, I think basically it means the same thing as the 
language used in Congressman Harris’ bill. Frankly a reasonable 
price would probably mean the same thing. 

In the field, the price is one that is determined generally by compe: 
tition. 

Now, some years ago, Mr. Wolverton, when there was not too much 
of a market for natural gas, the price, particularly in my State, was 
much lower than it is today. 

With gas, even though it has been discovered and although you have 
a well in the g ground, if vou do not have a market for it, for all practical 
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purposes until you get the pipelines and get it in the pipelines and head 
it toward a burner, it is not worth anything. 

Now, the law of supply and demand works in this field just like 
anywhere else. Today there is a splendid market for natural gas and 
there is competition and very keen competition, pricewise. 

Now, I think a fair commodity price would vary from area to area. 
Cost of production would determine it. If you had to drill a well, 
what it cost to drill a well and so forth and so on, would determine it, 
but I think it means, basically, the same as Mr. Harris’ bill. 

Mr. Wotverton. I take it that when particular language is used in 
legislation that is to be taken to have a particular meaning, different 
meaning, I should say, so that when the term “fair commodity value” 
is used, I would take it that that would have some different meaning 
than what the language of “reasonable market price” would have, or 
there would be no reason to have used the different language. 

Now, I will not press the question on this point at this time, although 
I think there is much that I would like to inquire about it, but to do 
that it would be necessary to bring up what has been testified to by 
witnesses who preceded you and that would take a great deal of time. 

I would prefer to leave it to you, after you have thought this over, 
as to whether you would care to make a more extensive explanation of 
the use of that term, or the reason for it, that you have given this 
morning. 

Mr. Boces. I will be very glad to file a statement with the committee, 
Mr. Chairman. 

(The following information was later received from Mr. Boggs:) 


CONGRESS OF THE UNITED STATES, 
HOousE OF REPRESENTATIVES, 
Washington, D. C., April 28, 1955. 
Hon. PERCY PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Percy: Reference is made to my letter of April 13, in which I enclosed 
a brief statement in connection with the request of Congressman Wolverton 
that I elaborate on the question of “fair commodity value.” 

I know that the record has not yet been printed. I would therefore appre- 
ciate it if you would withdraw the statement which I sent you on April 13 and 
incorporate the enclosed statement. Since writing to you on April 13, I have 
had an opportunity to study the hearings further and feel that a more lengthy 
statement is required. 

I would appreciate your attention to this matter. 

Sincerely, 
HALE Bocas, Member of Congress. 


In response to the request of Congressman Wolverton made at the time I ap- 
peared before your committee on March 25, I am pleased to transmit to you 
herewith the following statement which it will be appreciated if you will place 
in the record of the current hearings on amendments to the Natural Gas Act: 

H. R. 4168, the bill which I have introduced to amend the Natural Gas Act, 
recognizes the necessity of according fair treatment to all producers of gas, in- 
cluding transmission companies owning producing properties, and producers 
Who sell to affiliated companies. In order to accomplish this, it is necessary to 
Seta standard for establishing the value of the gas produced by transmission 
companies or purchased by them from affiliates. 

rhe expression “fair commodity value of such gas in the field where pro- 
duced” was utilized primarily because of the fact that it is simple, understand- 
able language and, as such, consonant with the other language employed in draft- 
ing this bill. 
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Its meaning, to me, is clear. It would serve adequately, in my opinion, to 
reiterate Congress’ intention when it passed the Natural Gas Act that natural 
gas should be treated as a commodity in the field where produced and not as a 
utility service. The term “fair commodity value” is a clear and concise method 
of describing the market value of natural gas which, like coal, oil, and other 
forms of fuel, is a commodity in the true sense of the word, the value of which 
cannot be arbitrarily arrived at on a cost or other utility concept basis. 

In further connection with this matter it seems appropriate that I should make 
the following observations at this time: 

Because of the pressure of other duties, I have not been able to attend the 
recent hearings held by your committee on the Natural Gas Act amendments 
to the extent I would like to have. On account of my intense interest in the 
subject, however, I have kept abreast of the proceedings through the daily trans- 
scripts of the hearings. 

The nature of the testimony of witnesses Farnand and Lee in connection with 
the treatment of the production of natural-gas companies and their affiliates, 
makes it imperative that I put something in the record that should serve to 
specifically reveal the utter and complete unsoundness of their testimony on this 
vital question. 

As was stated by me in my appearance before your committee, this is a sub- 
ject to which I have given a great deal of earnest study and consideration over 
the years. In the light of my knowledge of the business of producing oil and 
gas, I can say without equivocation that there just simply isn’t any reason what- 
ever why all production of natural gas should not be treated alike so far as 
determining its value in the field is concerned. 

No matter what the Federal Power Commission has tried to do about it in 
the past, the logic of the position just stated is so overwhelming and so clearly 
in the public interest that the Commission was bound, sooner or later, to recognize 
its validity. This it has done, as you are of course aware, in at least two rate 
cases decided within the past year or so. 

So far as I have been able to determine, the record of these hearings does not 
contain the Federal Power Commission’s Opinion No. 269, in which is set forth 
very complete and irrefutable proof of the soundness of this proposition. This 
point is covered under the heading, “Treatment of Panhandle’s Gas Supply,” 
which in my copy begins on page 8 and extends through page 36. Because it does 
the best job I have been able to find of exposing the fallacy of the contentions of 
those who would apply a utility concept of ratemaking in determining the value 
of a commodity, I am attaching a copy hereto and ask that it be placed in the 
record. 

In conclusion I would like to urge that every member of your committee give 
earnest consideration to the very compelling and logical statements that are con- 
tained in the above-referred-to FPC Order No. 269. It sets forth beyond a 
shadow of a doubt that a continuation of the policy of treating the production 
of natural gas owned by pipeline companies or their affiliates or subsidiaries as 
utility functions will drive such pipeline companies out of the producing business. 
I wish to take this occasion to state with all the emphasis at my command that 
such a result cannot possibly be in the public interest. It is therefore obvious 
to me that no amendment to the Natural Gas Act to give relief from the effects 
of the Phillips decision to the production segment of this great industry can pass 
the test of being in the public interest if it does not recognize this fundamental 
principle. 


TREATMENT OF PANHANDLE’S GAs SUPPLY 


At the outset we take up what is perhaps the most basic and controversial 
issue in this case—namely, the treatment which should be given for ratemaking 
purposes to the commodity which Panhandle transports and sells. Because of 
the importance of this matter, and misconceptions regarding it which have been 
widespread, we shall go into the subject at some length, so that our analysis of 
the problem and our conclusions concerning its relations to the public interest 
may be clearly understood. 

Of the total supply of natural gas available to Panhandle for interstate 
transmission and sale during the test year (1952), less than one-fourth came 
from its own production, about one-fourth was purchased under a cost-of-service 
formula prescribed by this Commission from its subsidiary, Trunkline, which 
in turn bought all of its requirements from unaffiliated suppliers in the gulf 
coast area, and more than half was purchased by Panhandle from independent 
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producers at the well head or the outlet of gasoline plants in the Panhandle and 
Hugoton fields of Texas, Oklahoma, and Kansas.’ Neither Trunkline’s rates to 

Panhandle nor its gas-purchase payments to its suppliers are at issue in these 
proceedings. Likewise, no one in these proceedings has questioned the reason- 
ableness of Panhandle’s arm’s-length gas-purchase contracts; in aecordance 
with the custom in such circumstances, the staff proposes to allow, and we in- 
clude, the full amounts of the payments estimated to be made by Panhandle for 
such purchased gas (amounting to $13,070,446, or 7.7457 cents per M e. f.) * 
among Panhandle’s operating expenses which enter into its recoverable cost of 
service. 

It is regarding the gas which Panhandle itself produces—comprising less than 
one-fourth of the total which it transports and sells—that differences arise be- 
tween the method of valuation proposed by Panhandle and that contended for 
by the staff and certain interveners. 

In valuing the natural gas which Panhandle itself produces, the staff would 
have us adhere to the method which the Commission has traditionally followed 
in treating pipeline-produced gas for rate-making purposes, and which for con- 
venience may be termed the “rate-base” approach. Under this method, the 
natural gas in place and the properties and equipment utilized in producing it are 
included in the rate base, along with the transmission, compression, and other 
facilities employed in transporting and selling it to the customers, at the net 
investment which they represent, i. e., their original cost less the reserves which 
have been accrued to cover their depletion and depreciation. In addition to a 
return thereon equal to the rate of return found reasonable for the pipeline op- 
eration overall, there are included in the recoverable costs of service upon which 
the charges to jurisdictional customers are based, all operating expenses charge- 
able to production, including such uncapitalized exploratory and developmental 
outlays as delay rentals geological surveys, and the expenses of drilling dry 
holes. Thus all of the costs and risks incurred in the search for gas by a pipe- 
line are shifted from the stockholders to the customers of the pipeline. In addi- 
tion, all expenses associated with the extraction of liquid hydrocarbons, such as 
natural gasoline, are also included among the allowable operating expenses, but 
corresponding production credits are made of the revenues from the sale of such 
products. Thus the “cost” of the natural gas varies inversely with the fluctuat- 
ing and unregulated prices of such products as natural gasoline, which in this 
ease is taken as 6.4 cents per gallon. Finally, under the rate-base approach al- 
lowances for taxes on the production property are made in accordance with the 
actual payments made, thus transferring to the ratepayer all the savings of 
Federal income taxes permitted by statute to be enjoyed by gas producers through 
the allowances made for depletion‘ and intangible well-drilling expense.®. In 
this case, which is the first in which this issue has been sharply contested, the 
staff’s calculation of Panhandle’s Federal income-tax proposes the total disal- 
lowance of deductions of $1,571,000 for depletion and $850,000 for intangible well- 
drilling. To follow this course would, as we see it, clearly contravene the con- 
gressional policy and intent. 

Panhandle, on the other hand, although it raises no objection to the valuation 
of its pipeline facilities on our usual net investment basis, contends that the 
natural gas which it produces should be accorded its value as a commodity, rather 
than being treated as a mechanical facility employed in furnishing a conven- 
tional utility service to the public. It argues that such gas should be treated 
just the same as the similar gas which it purchases from others, both produced 


? The figures are as follows (exhibit 550) : 


Thousand Percent of 


Source of gas cubic feet ! total 





Gas produced 22.6 
Gas purchased from Trunkline 25.3 
Gas purchased from others 52.1 


100. 0 


1 At 16.4 pounds, except for small production in Michigan at 15.025 pounds. 
‘ “exhinte 550, schedule B—2—a—-R as adjusted for Kansas gas measurement order (infra, 


‘ nual Act of 1926; Internal Revenue Code, secs. 23 (a) and 114 (b) (3), and (4). 
5 Treasury Department, Regulations III, secs. 20.23(M)—16 
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and purchased gas sometimes coming, through partnership arrangements, from 
the very same wells. To effect this result Panhandle proposes that all of its gas 
reserves and production property be excluded from the rate base, that all pro- 
duction expenses be eliminated from the operating accounts for purposes of rate- 
making, and that it both assume the costs involved and enjoy the tax advan- 
tages provided for by law in connection with the exploration, development, and 
production of natural gas. 

*anhandle contends—and its evidence is not contradicted by any facts on this 
record—that the staff’s approach would allow its investors less than nothing at 
the wellhead for each M e. f. of the natural gas which it produces in the South- 
west. At the wellhead the staff shows total cost of service of $3,399,165, operat- 
ing expenses of $1,957,817, depreciation, depletion, and’ amortization totaling 
$548,263, and taxes of $269,799, or total operating revenue deductions of $2,775,- 
879, and a return of $623,286, or 0.85 cent per M ec. f.°. With the elimination of 
the tax benefit on account of the depletion allowance, amounting to $537,524, de- 
leted by the staff, however, the net return is reduced to $85,762, or 0.12 cent per 
Me. f.’ And, with the further deduction of $993,306 for extraction or production 
credits proposed by the staff, this figure is converted into a deficit of $907,544, or 
minus 1.24 cents per M ec. f.2. Thus, on this basis it might be said that, rather 
than earning a fair return on its production properties, Panhandle would incur 
a penalty for owning and operating them. This penalty would tend to increase 
with the passage of time as its reserves for depreciation and depletion are built 
up or if its net revenues from the extraction of hydrocarbons should rise. 

In lieu of the staff approach, Panhandle would have us apply to its production 
the weighted average arm’s length prices of gas at the wellhead in the fields 
where this gas is produced. According to the uncontroverted evidence of record, 
these prices, at a pressure base of 16.4 pounds, were 7 cents in the Panhandle field 
of Texas and in the Hugoton field, 8.4843 cents in Kansas, and 11 cents in Okla- 
homa, before giving effect to escalator provisions in the contracts. We have ad- 
justed the 8.4843 cents base for Kansas to reflect the effect of the change in the 
gas-measurement price ordered by the Kansas Corporation Commission. The 
revised price is 9.4978 cents (Infra, p. 82). Using these averages, the total 
amount applicable to Panhandle’s 70,827,431 M ec. f. of Southwestern natural gas 
production is $5,977,712, or 8.4898 cents per M ec. f.° While this is slightly in 
excess of the weighted average price (7.7457 cents per M ec. f.) estimated to be 
paid by Panhandle during the test year 1952 under its outstanding contracts for 
gas purchases,” it is well below the rates of royalties concurrently paid by Pan- 
handle to its lessors on its own production, which the record shows to be 8 cents 
in Texas, 9 cents in Kansas, and 11 cents in Oklahoma. Furthermore, it is well 
below the 9.4-15 cents and 12-13 cents at which more recent gas purchase con- 
tracts have been negotiated in the Hugoton field in Texas and Kansas, respec- 


® Exhibit 551, schedule B—1-R, basis IV, p. 14. For purposes of this computation, the 
staff used a rate of return of 6 percent on the production property of Panhandle, rather 
than the 5% percent for which the staff contended on brief or the 5% percent overall which 
we determine herein to be fair and reasonable under all the circumstances of this case. This 
difference (between 5% percent and 6 percent on production and other excluded property 
representing a net investment of $15,205,789 (exhibit 531) would amount to an adjust- 
ment of $38.014.48, or about 0.012 cent per M ec. f. on Panhandle’s 1952 sales. Further 
inconsequential adjustments would also have to be made to reflect the minor changes in 
income tax calculations occasioned by this discrepancy. 

7 Exhibit 578. 

8 Ibid. 


® Computed as follows in staff brief, appendix IT: 


Produced gas @ M af 4 Price per M ec. f. | Amount 


Panhandle field, Texas situ a . | 35, 373,015 | 7 cents_--- | $2,476, 111 
Hugoton field, Kansas Shane a ---| 26,520,001 | 8.4843 cents >....| 2, 250, 044 
Hugoton field, Oklahoma cpekiuel 8, 934, 325 | 11 cents | 982, 776 


Total 70, 827,431 | 8.0603 cents.....| 5, 708, 931 


* Michigan production of 2,177,936 M ec. f. excluded. C. f. Note 2, supra. 
> Before adjustment for Kansas gas measurement order. 

10 Analysis of Panhandle’s reports to this Commission discloses that much of the gas 
purchased by it from other producers in 1952 was bought under old contracts at prices 
well below this average, while that bought under contracts made in 1951 averaged 11.1 
cents. 
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tively, and the reported recent ranges of price from 11% cents to 15 cents and 20 
cents per M ec. f., respectively, in the Panhandle field of Texas and in the Gulf 
coast area, both at a pressure base of 14.65 pounds, as shown on this record. 

To this conservative measure of the commodity value of the gas which Pan- 
handle produces, adjustments must be made to permit a valid comparison be- 
tween the results of this method and those of that advocated by the staff. These 
include the deduction of wellhead production costs, amounting to $1,631,494, de- 
preciation, depletion, and amortization in the amount of $492,196, taxes other 
than Federal income tax applicable to wellhead, $259,134 ; credit for loss on B. t. u. 
through extraction of gasoline and liquified petroleum gas, $123,779, and that 
portion of the 5% percent fair return which would otherwise be applicable to 
production, $592,845. Offseting items are an increase in Federal income tax 
amounting to $1,534,709 and $256,987 to adjust for the effects of escalator clauses 
in certain gas-purchase contracts." These adjustments bring the total difference 
between the methods proposed by the staff and by Panhandle to $4,169,052, of 
which 85.66 percent, or $3,571,448, is attributable to jurisdictional sales totaling 
975,052,339 M ec. f. On this basis the method proposed by Panhandle yields an 
overall result which is 1.3 cents per M ec. f. higher than a rate based on the cost 
of its own produced gas as computed by the staff—a differential of less than 5.3 
percent of the estimated average wholesale price per jurisdictional M c. f. to 
be paid under the rates herein prescribed for Panhandle as just and reasonable. 
If the comparison were limited to the difference between the two methods of 
pricing the gas, without the further adjustments for tax benefits, which is really 
a separate question, this differential would be only about 0.6 cent per M c. * pe 

In arguing strenuously that we should follow its rate-base approach in pricing 
the gas which Panhandle produces, the staff gives but scant attention to the 
economie aspects of the question or to the long-run economic consequences of 
the course which it advocates. Rather, it seems to stand primarily on the fact 
that this has been the Commission’s long-established policy, which has been 
sanctioned by the courts, including the Supreme Court of the United States. 
That such has been the Commission’s practice is not disputed, although it may 
be pointed out that here for the first time we have before us in a rate case a 
complete record which fully sets forth the results of the two methods of gas 
pricing now at issue.” To urge this as an adequate reason to continue the 
practice in the face of what is to us a convincing showing that it should be 
abandoned, however, approaches the contention that the doctrines of stare decisis 
or res adjudicata have application in the field of administrative ratemaking. 
But this is far from being the case. As Mr. Justice Frankfurter, speaking for 
the Supreme Court, has said: 


See table 1, appendix III. 

“If this entire differential were to be exactly reflected to residential customers, in say, 
the city of Detroit, at the extreme end of Panhandle’s pipeline transportation system in 
the United States, the difference in cost to the typical householder, who uses an annual 
average of 18.7 M c. f. of natural gas montly for cooking, water heating, and space heating, 
would be but 24.33 cents per month, or 1.6 percent of his gas bill. 

%In the first rate case to reach the Supreme Court under the Natural Gas Act, when 
the practice was first employed by the Commission, the company had not protested the 
use of the rate-base method, so long as it was limited to reproduction cost, although it did 
take issue with some of the elements which were not allowed, Natural Gas Pipeline 
Company of America and Texoma Natural Gas Company (2 F. P. C. 218 (1940); F. P. C. 
v. Natural Gas Pipeline Co. (315 U. S. 375 (1942)). In the Hope case the company 
contended that all its properties should be taken into the rate base at their reproduction 
cost or a trended original cost estimate, but did not object to the inclusion of its production 
property therein, Hope Natural Gas Company (3 F. P. C. 150 (1942)); F. P. CO. v. Hope 
Natural Gas Co. (320 U. S. 591 (1944)). The Commission considered only evidence as 
to the original cost of production property in determining the rate base in the Colorado 
Interstate-Canadian River case, Canadian River Gas Company et al. (3 F. P. C. 32 (1942)); 
at Gas Co. v. F. P. C. and Canadian River Gas Co. v. F. P. C. (324 U. S. 
a 340) ). 

The Commission has sustained an examiner’s ruling excluding all evidence as to field 
prices in Panhandle Eastern Pipeline Co. (3 F. P. C. 273 (1942)); Panhandle Eastern 
Pipeline Co. v. F. P. O. (324 U. S. 635 (1945)).; and in City of Pittsburgh vy. Pittsburgh 
and West Virginia Gas Company (7 F. P. C. 112 (1948)). In a recent rate case the com- 
pany contended, not for a current commodity valuation of all the natural gas which it 
produced, but that this Commission was bound, as a matter of law, to follow the minimum 
attribution price fixed by the Kansas Corporation Commission, Opinion No. 228, Northern 
Natural Gas Co., issued June 11, 1952. In its rejection of this unsound contention the 
Commission was sustained by the Court of Appeals for the 8th Circuit, — Fed. 2d — (July 
-”, 1953) ; certiorari denied January 4, 1954. 
an the instant case the Commission sustained rulings by the examiner admitting into 
this record comprehensive evidence relating to the question now under discussion. 
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“The process for ratemaking is essentially empiric. The stuff of the process 
is fluid and changing—the resultant of factors which must be valued as well as 
weighted.” * We ourselves have recently pointed to the importance and desirabil- 
ity a continuing effort on our part “to develop—and improve—methods of alloca- 
tion which would most properly apply to the natural gas industry activities sub- 
ject to our jurisdiction in the matter of rates * * *. Further experience and 
knowledge gained since the time of our [earlier] decision * * *—continuing 
study of this troublesome question—and the facts in evidence in this proceeding 
disclose the need for further departure from methods of allocation previously 
applied if results are to be obtained which are equitable, * * *”” Surely we 
should be no less willing to continually study the problem and strive to improve 
our handling of it in any other important phase of ratemaking. 

It is a fact that the Commission’s use of the rate-base method of pricing 
pipeline-produced gas has received judicial “sanction”—in the sense that it has 
been held by the Supereme Court not to constitute an abuse of administrative 
discretion—although, when the circumstances and language next discussed are 
fully understood, it is an overstatement to contend that it has been given unquali- 
fied judicial “approval.” 

In the first rate case to reach the Supreme Court of the United States under 
the Natural Gas Act the Commission had included production properties located 
in the Southwest at their “present value” in the rate base of a pipeline com- 
pany for the purpose of fixing interim rates. The company had not objected to 
this, although it did take issue with the refusal of the Commission to include 
certain elements therein, such as its claim of $8,500,000 for a going-concern 
value.” The case turned essentially on the constitutionality of the act, the 
validity of the interim order, and the scope of judicial review, as was made 
abundantly clear in the concurring opinion of Mr. Justice Frankfurter, when 
he said: 

“But while this historic controversy over the constitutional limitations upon 
the power of courts in rate cases is not presented here, if it be deemed that courts 
have nothing to do with ratemaking because that task was committed exclusively 
to the Commission, surely it is a usurpation of the Commission’s function to tell 
it how it should discharge this task and how it should protect the various inter- 
ests that are deemed to be in its, and not in our, keeping.” “ 

The question was involved somewhat more directly in the Hope case, where 
the company had adduced evidence as to the reproduction cost and trended 
original cost of all its physical property, upon which the Commission had 
refused to place any reliance or to give it any probative value, using instead 
a rate-base computation based on actual legitimate cost. Here again, however, 
the company had not objected to the inclusion of its relatively high-cost produc- 
tion properties in the rate base. In sustaining the Commission’s order, the 
court, speaking through Mr. Justice Douglas said: 

“It is suggested that the Commission has failed to perform its duty under 
the act in that it has not allowed a return for gas production that will be 
enough to induce private enterprise to perform completely and efficiently its 
functions for the public. The Commission, however, was not oblivious of those 
matters. It considered them. It allowed, for example, delay rentals and explora- 
tion and development costs in operating expenses. No serious attempt has been 
made here to show that they are inadequate. We certainly cannot say that they 
are, unless we are to substitute our opinions for the expert judgment of the 
administrators to whom Congress entrusted the decision. Moreover, if in light 
of experience they turn out to be inadequate for development of new sources 
of supply, the doors of the Commission are open for increased allowances. This 
is not an order for all time. The act contains machinery for obtaining rate 
adjustments.” * 

The opinion pointed out that: 

“Congress * * * has provided no formula by which the just and reasonable rate 
is to be determined. It has not filled in the details of the general prescription of 
section 4 (a) and section 5 (a). It has not expressed in a specific rule the fixed 
principle of ‘just and reasonable’.” * 


14 Board of Trade v. United States (314 U. 8. 584, 546 (1942)). 
. o No. 225, Atlantic Seaboard Oorporation (issued Apr. 25, 1952 (mimeo. ed. 
16 F. P. OC. v. Natural Gas Pipeline Co. (315 U. 8. 575 (1942)). 
x, Ibid. 815 U. S. 575, 609, at p. 610 

18 F. P. C. v. Hope Natural Gee Co. (320 U. 8. 591, 615 (1944)). [Emphasis supplied.] 
19 Ibid., at pp. 600-601. 





NATURAL GAS 247 


Several dissents to that opinion were filed, including Mr. Justice Jackson’s 
extended analysis of the economic issues involved in the application of the rate- 
base approach to the pricing of pipeline-produced gas. He disclaimed “this im- 
puted approved with some particularity because [he] attach{ed] importance at 
the very beginning of Federal regulation of the natural-gas industry to approach- 
ing it as the performance of economic functions, not as the performance of 
legalistic rituals.”” He made it clear that he took no issue with the application 
of the prudent investment rate base to facilities employed in furnishing public 
utility or transportation service, but pointed to its shortcomings when applied to 
the “elusive, exhaustible, and irreplaceable” natural gas itself. And he explained 
that : 

‘“Hope’s business has two components of quite divergent character. One, while 
not a conventional common-carrier undertaking, is essentially a transportation 
enterprise consisting of conveying gas from where it is produced to point of 
delivery to the buyer. * * * A rate base calculated on the prudent investment 
formula would seem a reasonably satisfactory measure for fixing a return from 
that branch of the business whose service is roughly proportionate to the capital 
invested. * * * 

“The other part of the business—to reduce to possession an adequate supply 
of natural gas—is of opposite character, being more erratic and irregular and 
unpredictable in relation to investment than any phase of any other utility busi- 
ness. A thousand feet of gas captured and severed from real estate for delivery 
to consumers is recognized under our law as property of much the same nature 
as a ton of ocal, a barrel of oil, or a yard of sand. * * * 

“* * * But gas fields turn this [rate base] method topsy-turvy. Gas itself is 
tangible, possessible, and does have a market price in the field. * * * Gas is 
what Hope sells and it can be directly priced more reasonably and easily and 
accurately than the components of a rate base can be valued. Hence the reason 
for resort to a roundabout way of rate base price fixing does not exist in the case 
of gas in the field.” ™ 

Recognizing the economic functions of price as a tool of conservation or means 
of encouraging or discouraging both production and consumption,” he concluded 
that, while the Commission “is entitled to its own notion of the ‘public interest’ 
and its judgment of policy must prevail”, nevertheless— 

“The Commission is free to face up realistically to the nature and peculiarity 
of the resources in its control, to foster their duration in fixing price, and to 
consider future interests in addition to those of investors and present con- 
sumers. * * * This problem presents the Commission an unprecedented oppor- 
tunity if it will boldly make sound economic considerations, instead of legal and 
accounting theories, the foundation of Federal policy. I would return the case 
to the Commission and thereby be clearly quit of what now may appear to be 
some responsibility for perpetuating a shortsighted pattern of natural gas regu- 
lation.” 

Similarly, Mr. Justice Frankfurter, dissenting, referred with approval to the 
pertinent analysis of Mr. Justice Jackson, and concluded that “the objection to 
the Commission’s action is not that the rates it granted were too low but that 
the range of its vision was too narrow.” ™ 

The issue between the rate-base approach and a different method of pricing 
pipeline-produced gas was squarely presented to the Supreme Court in the Colo- 
rado Interstate-Canadian River case, and again the Commission’s rate order 
was sustained. The language of the opinion, by Mr. Justice Douglas, is however, 
particularly significant : 

“Congress of course might have provided that producing or gathering facilities 
be excluded from the rate base and that an allowance be made in operating ex- 
penses for the fair field price of the gas as a commodity. Some have thought 
that to be the wiser course. But we search the act in vain for any such mandate. 
** * We do not say that the Commission lacks the authority to depart from 
the rate-base method. We only hold that the Commission is not precluded from 
using it.” 


628, at pp. 628-629. 
648, 


U. 8. 591, 6 
* Colorado Interstate Gas Co. v. F. P. O. and Canadian River Gaa Oo. v. FP. P. OC. (324 
U. S. 581, 601 (1945). [Emphasis supplied. ] 


56. 
Emphasis supplied. 
Poe aty OT 
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And again: 

“Hence, we cannot say as a matter of law that the Commission erred in inelud- 
ing the production properities in the rate base at actual legitimate cost. That 
could be determined only on consideration of the end result of the rate order, a 
question not here under the limited review granted the case..” * 

Justices Roberts, Reed, and Frankfurter joined with Chief Justice Stone in 
the view that: 

“* * * the Federal Power Commission, in making the rate order here under 
attack, exceeded its jurisdiction and reached a result which must be rejected 
because unauthorized by the applicable statute.” They argued that the Com- 
mission’s rate-base approach “thus subjected petitioner’s production and gather- 
ing property to the same regulation as that which the statute imposes upon 
petitioner’s property used and useful in the interstate transportation and sale of 
gas for resale. This, we think, the Natural Gas Act in plain terms prohibits,” * 

In these expressions the four dissenting members of the Court closely ap- 
proached the analysis of Mr, Justice Jackson in his dissent in the Hope case. 
He, however—pointing out that, although still adhering to that dissent, the 
principles laid down in that case are “the law of this Court, and I do not under- 
stand that any majority is ready to reconsider it” “—saw no alternative than to 
concur in what, by his action, became the position of the majority. Continuing 
he stated that: 

“T cannot fairly say that the Commission exceeded its jurisdiction in obtaining 
this evidence and making these calculations, even though the evidence related to 
production and gathering of gas. But I do think it is a fantastic method of fixing 
a ‘just and reasonable’ price for gas.” 

And, after pointing out that ‘These cases vividly demonstrate the delirious results 
produced by the rate-base method,” ™ he concluded : 

“T should like to reverse this case, not because I think the rate reduction is 
wrong, but because J think the real inwardness of the gas business as affects the 
future has been obscured by the Commission’s preoccupation with bookkeeping 
and historical matter. Such considerations may be relevant to rate-base theories, 
but will not be very satisfying to a coming generation that will look back and 
judge our present regulatory method in the light of an exhausted and largely 
wasted gas supply.” 

Thus, it will be seen, five members of the Court effectively questioned either 
the lawfulness or the wisdom of the Commission’s rate-base approach to the 
pricing of pipeline-produced gas, while the opinion of the Court sustaining the 
Commission’s action was careful to point out that under the statute the Com- 
mission was free to depart from that method, holding only that it was not pre- 
cluded from employing it. In the Panhandle case, decided on the same day, 
although the point was raised by the company on appeal, it had not been included 
in the application for rehearing before the Commission and hence was not within 
the scope of the review permitted by section 19 (b) of the act.” It was on this 
point. solely that Chief Justice Stone and Justices Roberts, Reed, and Frankfurter 
concurred.” The majority again emphasizeé that : 

“Federal Power Commission v. Hope Natural Gas Co. (320 U. 8S. 591), holds 
that the Commission is not bound to use any single formula for the fixing of 
rates. It is not precluded from using actual legitimate cost as it did here.” * 

In the light of all these statements emanating from the Supreme Court it is 
clear that the question has always been an open one to be disposed of by the 
Commission in the exercise of its administrative discretion under the Natural 
Gas Act. The issue is not a legal one; the Commission is plainly free, as a matter 
of law, to deal with this economic matter in accordance with its experience and 
best judgment as to what constitutes sound public policy. Nor is it a new problem. 
It has been repeatedly recognized by various members of the Supreme Court: it 
was explored extensively in the Commission’s Natural Gas Investigation (docket 
No. G-580), 1945-48. The question here presented is what method of pricing 


* Thid., at pp. 605-606. [Emphasis supplied.] 

27 Thid., 324 U. S. 581, 615. 

8 Thid., at p. 616. 

* Thid., 324 U. S. 581, 608, 609. 

® Thid., at p. 611. [Emphasis supplied.] 

1 Thid., at p. 610. 

% Tbid.. at p. 615. [Emphasis supplied.] 

38 Panhandle Eastern Pipeline Co. v. F. P. 0. (824 U. 8. 635 (1945) ). 
* Thid., 324 U. S. 635, 650. 

% Tbid., 324 U. S. 635, 649. 
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pipeline-produced gas will, under present-day realities and in the light of the 
facts of record in this case, best serve the ultimate public interest. It is to this 
phase of the matter that we shall next turn our attention. gy ot 

It may not be surprising that, with its background of actual legitimate original 
cost determinations for licenses under the Federal Water Power Act and of efforts 
to regulate interstate wholesale electric rates under part II of the Federal Power 
Act.” the Commission should at the outset of its regulation of rates under the 
Natural Gas Act have followed a similar approach. And, in view of certain mis- 
interpretations which have been given currency,” it should be emphasized that 
we do not here propose, or even consider, any departure from that standard of 
valuation for the property and facilities employed by pipeline systems in that 
part of their business which Mr. Justice Jackson likened in the Hope case to a 
transportation enterprise. In respect of the ratemaking treatment of natural 
gas produced by such pipeline systems, however, we are convinced that the time 
has come when the practice heretofore followed by the Commission should be 
reexamined in the light of its economic impacts and our experience with it. 

Some of these impacts were foreseen with clarity and vision by Mr. Justice 
Jackson in his opinion in the Hope case, when he wrote: 

“* * * Let us assume that Doe and Roe each produces in West Virginia for 
delivery to Cleveland the same quantity of natural gas per day. Doe, however, 
through luck or foresight or whatever it takes, gets his gas from investing 
$50,000 in leases and drilling. Roe drilled poorer territory, got smaller wells, 
and has invested $250,000. Does anybody imagine that Roe can get or ought 
to get for his gas’5 times as much as Doe because he has spent 5 times as much? 
The service one renders to society in the gas business is measured by what he 
gets out of the ground, not by what he puts into it, and there is little more rela- 
tion between the investment and the results than in a game of poker. 

“To regulate such an enterprise by undiscriminatingly transplanting any body 
of rate doctrine conceived and adapted to the ordinary utility business can serve 
the ‘public interest? as the Natural Gas Act requires, if at all, only by accident. 
Mr. Justice Brandeis, the pioneer juristic advocate of the prudent investment 
theory for manmade utilities, never, so far as I am able to discover, proposed its 
application to a natural gas case. On the other hand, dissenting in Pennsylvania 
v. West Virginia, he reviewed the problems of gas supply and said, ‘In no other 
field of public service regulation is the controlling body confronted with factors 
so baffling as in the natural gas industry; and in none is continuous supervision 
and control required in so high a degree’ (262 U. S. 553, 621). Jf natural-gas 
rates are intelligently to be regulated we must fit our legal principles to the econ- 
omy of the industry and not try to fit the industry to our books.” * 

We are aware that this, like some of the other passages quoted above, are 
from minority opinions of the Supreme Court. We are aware also, however, of 
the fact that the famous opinion of Mr. Justice Brandeis in the Southwestern 
Bell case, which has come to be regarded as the classic defense of the net invest- 
ment rate base now used for the valuation of true public utility property in most 
Federal and State jurisdictions, was likewise at that time a dissent.” Further- 
more, in the light of the views expressed by the several members of the Court 
in the Canadian River case,” it is by no means clear that a majority of the Court 
really approved the results of the Commission’s traditional approach to the pric- 
ing of pipeline-produced gas in that instance. What would be its position were 
we to use the same method in the case now before us is something which, of 
course, we would not presume to predict. But the prophetic character of Mr. 
Justice Jackson’s opinion appears very strikingly in the following passage from 
his dissent in the Hope case: 

“Two-thirds of the gas Hope handles it buys from about 340 independent pro- 
ducers. It is obvious that the principle of ratemaking applied to Hope’s own gas 
cannot be applied, and has not been applied, to the bulk of the gas Hope delivers. 
It is not probable that the investment of any two of these producers will bear 


-_ 


*E. g., Brief of Federal Power Commission, Amicus Curiae, in Railroad Commission v. 
Pacific Gas & Electric Co. (302 U. S. 388 (1938) ). 

“E. g., Senate Committee on Interstate and Foreign Commerce, hearings on H. R 
4051, 80th Cong., 2d sess., p. 153 ff (1948) ; G-2085, Northern Natural Gas Co., Dissent 
to Opinion No. 247 (mimeo. ed.), p. 22 (issued Apr. 23, 1953). 

a Supra, 320 U. S. 591, 628, at pp. 649-650. [Emphasis supplied.] 

989 (gas) Bell Tel. Co. v. Public Service Commission of Missouri (262 U. S. 276, 

“ Supra, 324 U. S. 581. 
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the same ratio to their investments. The gas, however, all goes to the same use, 
has the same utilization value and the same ultimate price.” “ 
And again in the Colorado Interstate-Canadian River cases: 

“To let rate-base figures, compiled on any of the conventional theories of rate- 
making, govern a rate for natural gas seems to me little better than to draw 
figures out of a hat. These cases confirm and strengthen me in the view I stated 
in the Hope case that the entire rate-base method should be rejected in pricing 
natural gas, though it might be used to determine transportation costs. These 
cases vividly demonstrate the delirious results produced by the rate-base method. 
These orders in some instances result in three different prices for gas from the 
same well: The regulated company is a part owner, an unregulated company is 
a part owner, and the landowner has a royalty share of the production from cer- 
tain wells. The regulated company buys all of the gas for its interstate busi- 
ness. It is allowed to pay as operating expenses an unregulated contract price 
for its coowner’s share and a different unregulated contract price for the royalty 
owner’s share, but for its own share it is allowed substantially less than either. 
Any method of ratemaking by which an idential product from a single well, 
going to the same consumers, has three prices depending on who owns it does not 
make sense to me. 

“These cases furnish another example of the capricious results of the rate- 
base method in this kind of case.” * 

The facts of record in the instant proceeding fit precisely into the situation 
above described as producing a “delirious” and “capricious” result. Not only is it 
contended by Panhandle, as pointed out earlier, that the rate-base approach would 
produce a minus valuation of 1.24 cents per M ec. f. at the wellhead on the natural 
gas produced by it, but in certain instances Panhandle’s partners in particular 
wells earn after all expenses and taxes from 5 to 5.6 cents, receiving a price of 
8 to 9.8 cents, while lessors and royalty owners are paid for gas produced from 
the same well at the rate of 9 cents per M ce. f.“ To us this is a situation of 
multiple pricing of gas from the same well and going to the same consumers 
which just does not make economic sense. 

Even if we were to adopt the Staff’s contention—which we reject—that Pan- 
handle’s calculations showing that the Staff’s method results in a valuation of 
minus 1.24 cents per M. ec. f. on that portion of its gas supply which Panhandle 
itself produces is a false claim based on mere “figure juggling,” “ the fact still 
remains undenied that the Staff’s own “cost” approach results in valuing such 
gas at a maximum of 0.85 cents per M. c. f.,* as compared with the average of 
7.7457 cents per M c. f. estimated to be paid by Panhandle for gas purchased from 
others in 1952 and the 8.4398 cents per weighted M c. f. average price applying in 
the same fields. With Panhandle’s more recent gas purchase contracts carrying 
still higher prices, it is masifestly clear that the basis contended for by Pan- 
handle is conservatively below the costs incurred by it for gas purchased under 
recent contracts. 


41 Supra, 320 U. 8. 591, 628, at p. 649. 

42 Supra, 324 U. S. 581, 608 at p.610. [Emphasis supplied.] 

48 Exhibit 578; Tr. pp. 13947-13948. Specific illustrations from exhibits 569 and 570 
are as follows: 

Panhandle’s partner in the Phillips No. 1-16 well earns 5.102 cents per M ec. f. net, com- 
pared with minus 1.337 cents for Panhandle; in the Parson’s No. 1—4 the comparable 
figures are 4.952 cents and minus 1.336 cents, respectively ; in the two Dunn & Hoffman 
wells they are 5.446 and 5.639 cents, respectively, as compared with minus 1.24 cents and 
minus 0.88 cent, respectively, for Panhandle (Tr. pp. 13915-13921). 

In a well owned 81.25 percent by Panhandle and 18.75 percent by a partner, Panhandle 
pays its partner 9.8 cents per M ec. f. for his share of the production which yields him 4 
net income of 5.497 cents per M ec. f., while Panhandle, under the Staff’s theory, would 
receive net income of minus $415, or minus 0.1626 cent per M c. f., for its share of the 
gas produced (Tr. pp. 18921-13924). 

44 Staff brief, p. 56. 

* Exhibit 551, Schedule B—1—R, Bases IV. 
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These differentials and price relationships are shown graphically in the charts 
below. Although some price differentials will undoubtedly remain under any 
arm’s length contracts negotiated at different times and places and under vary- 
ing circumstances, we see no sound reason why we should arbitrarily treat the 
natural gas of some producers according to a completely different method from 
that used in the case of natural gas produced by others. 

Apart from the economic incongruity of such a price situation, there is the 
fundamental and paramount question, whether such result would be in the public 
interest, and whether it would even be in the ultimate interest of the consumers 
who have come to rely increasingly upon natural gas as a major source of their 
expanding energy requirements.” Obviously an arbitrarily depressed price, 
related to What may truly turn out to be a “vanishing rate-base,” would tend to 
both accelerate the consumption and fail to encourage the discovery and develop- 
ment of this limited and irreplaceable natural resource. In other words, it does 
not promote that conservation in both the production and the use of natural gas 
which is in the national interest. 

Finally, as we see it, the interest of the public definitely lies in the direction 
of natural-gas production by pipeline systems themselves, as distinguished from 
their complete dependence for gas supply upon purchases from other producers. 
There are several reasons why, in our judgment, it is very much in the interest 
of pipelines, and of the public served by them, that such systems produce them- 
selves a substantial portion of the natural gas which they transport and sell. 
In the first place, such production strengthens their bargaining position in nego- 
tiating gas-purchase contracts with independent producers. While this record 
does not contain the data which would be necessary to permit specific compari- 
sons on this score, we are convinced that companies not wholly dependent upon 
arm's length purchases for their entire supplies are generally able to buy gas 
more advantageously. This advantage must ultimately redound to the benefit of 
their customers through lower gas-purchase prices and cost of service than would 
otherwise obtain. Secondly, by utilizing their own production to take the swings 
of pipeline—throughout in response to seasonal and other fluctuations of con- 
sumer demand, such pipeline systems are able to take their purchased gas at 
relatively uniform volumes and high load factors which, under the usual pro- 
visions of gas-purchase contracts having minimum take clauses, likewise ordi- 
narily results in lower purchased-gas and service costs, with concomitant rate 
advantages to their customers. And thirdly, it seems too obvious to require 
demonstration that it is much more in the interest of consumers in interstate 
markets remote from the major areas of natural-gas production that the pipe- 
lines serving them continue to control supplies adequate to give them service 
reasonably adequate to meet their needs, than that low rates be available to 
them on paper or in theory without the gas supply being actually present for 
purchase by them thereunder. No policy which, while immediately leading to 
somewhat lower rates, fails to create an atmosphere favorable to the explora- 
tion for natural gas by pipeline systems and the minimization of its flaring 
in production or waste in its utilization promotes the sound conservation of this 
irreplaceable natural resource, which is in the long-run interest of the Nation. 

Yet it is an established fact that this Commission cannot compel natural-gas 
companies subject to its jurisdiction to engage in exploration, drilling, and re- 
lated developmental activities or to acquire and attach gas reserves discovered 
by others; indeed, it is at least doubtful that the Commission can require pipe- 
line systems to retain reserves which they already own, although under certain 
circumstances it has endeavored, unsuccessfully, to do so.“ If there is to be 
nitural-gas exploration, development and production by pipeline systems them- 
selves, therefore—with resultant benefits to the public interest—it follows that 
this must result from regulatory policies designed to encourage, rather than to 
penalize, such activities. 

In support of its contention—that the Commission’s practice of pricing for rate- 
haking purposes pipeline-produced gas with no regard whatever for the worth of 
CVC 


“In the past 30 years natural gas has risen from a position where it supplied only about 
4 percent of the total energy requirements of the United States, and then largely on-a local 
or regional basis, to its present use in all but 5 States of the Union, meeting more than 
one-fifth of our very much larger national energy needs. (Based on data published by 
the T . S$. Bureau of Mines.) 

“ Federal Power. Commission v. Panhandle Eastern Pipeline Co. (337 U. S. 498 (1949))-; 
Docket No. G-1618, Northern Natural Gas Company (opinion No. 230, issued June 24, 


25 spispoenet No. G-2085, Northern Natural Gas Company (opinion No. 247, issued April 
«0, 1953), 
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such natural gas as a commodity, has had the effect of discouraging the pipelines 
from engaging in the search for and attachment of gas supplies of their own— 
*anhandle introduced in this case considerable evidence pointing to the marked 
decline in the ratio of pipeline-produced gas to the total transported and sold by 
interstate pipelines since the effective date of the Natural Gas Act, as amended, 
A considerable portion of the staff brief is devoted to an effort—in our view 
largely unsuccessful—to refine and modify this statistical approach, and thus 
diminish the weight of this evidence. 

When we look to the overall situation, we cannot but be struck by the fact that 
no new major pipeline which has been certificated since the Commission’s pricing 
practice was first established—including some of the largest systems serving 
enormous new markets—produces any significant portion of its total supply. 
That the ratio of pipeline-produced to total gas transported and sold in interstate 
commerce has declined markedly is clearly apparent from the facts of record. 
This trend is the important thing; the precise amount is a relatively unimportant 
detail. For Panhandle itself this record shows that the ratio has fallen from 
52.4 percent in 1942 to about 30.6 percent in 1951.~ And we are unable to adopt 
the position taken in the staff brief that there is no validity in the claim that the 
rate regulatory policies of this Commission have been a factor contributing to 
this undesirable result. 

For all the foregoing reasons, we have concluded that, as a matter of sound 
public policy, we should reexamine at this time the treatment which the Com- 
mission has heretofore accorded pipeline-produced gas in ratemaking. We are 
convinced, from our analysis of all the facts of record, that the ultimate public 
interest will be better served by permitting the pipeline to receive for the gas 
which it produces a price reflecting the weighted average arm’s-length payments 
for identical natural gas in the fields (and sometimes from the very same wells) 
where it is produced than through the application of the “rate-base” method to 
this commodity. We find that the uncontradicted evidence introduced by Pan- 
handle in this proceeding represents a reasonable basis for such pricing. Obvi- 
ously, to so treat for ratemaking purposes the gas produced by Panhandle will 
require no bookkeeping entries or revisions of the figures shown on its books of 
account. In this respect, the item is no different from any other adjustment, 
such as the volume of sales, which we have made in computing the rates pre- 
scribed herein. Since this conclusion logically carries with it, as pointed out 
above, the adjustments for giving full effect to the statutory tax provisions re- 
garding depletion and intangible well-drilling expense relating to natural-gas 
production, it will not be necessary for us to give further or separate considera- 
tion of those factors herein. 

We are, of course, not unaware of the fact that since its inception in 1930, Pan- 
handle has charged to operating expenses, for abandoned leases, delay rentals, 
and nonproductive drilling, a total of $7,110,779.10, of which slightly more than 
$5,600,000 has been expended since 1938, when the rate provisions of the Natural 
Gas Act became effective. It might be argued with some plausibility that a sub- 
stantial portion of such sum has been recovered from its jurisdictional customers 
who might, therefore, be said to have underwritten to that extent this phase of 

,anhandle’s operations, and for which they will now receive no credit. Similarly, 
Panhandle’s rate base has heretofore included, in plant held for future use, un- 
developed gas reserves which, between 1930 and 1952 have been carried on its 
books at an average annual balance of $1,082,578, and which will now, of course, 
be excluded from the rate base“ on which a fair return on the jurisdictional busi- 
ness of the system is to be allowed. 

Strictly speaking, and to achieve complete theoretical equity, Panhandle’s 
customers might be said to be entitled to some slight downward adjustment of 
the rates herein prescribed on account of these past items. To do so, however, 
would require a retroactive determination of the fairness of past net earnings 
under rates prescribed by this Commission, as well as an assumption of precise 
accuracy in ratemaking which would be widely contrary to fact. Even if we 
were to attempt an adjustment of such doubtful character, any impact which it 
would have on present rates would be insignificant.” In the circumstances this 


48 Exhibit 542. In 1952 this figure fell to 22.6. 

4 The amount excluded from the rate base is $1,216,775. : 

%* If, for example, the entire $5,600,000 of exploratory costs which have in the past been 
charged to operating expenses were to be treated as customer contributions—and credited 
in its entirety to Panhandle’s jurisdictional business—the resulting adjustment on the 
basis of a 5%-percent return would be only $322,000 or less than 0.1 cent per thousand 
cubic feet on Panhandle’s 1952 sales. 
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must be regarded as an incidental consequence of the Commission’s transition to 
a more realistic approach to the pricing of pipeline-produced gas than it has 
taken in the past. 

Mr. Harris. Will the gentleman yield ? 

Mr. Wotverron. I have concluded. 

Mr. Harris. Will the gentleman yield at that point ? 

The CuatrmMan. Does the gentleman desire recognition ? 

Mr. Harris. Just to further attempt to clarify that point. 

Is it not a fact that that is language that the Federal Power Com- 
mission used in its decision the Panhandle Eastern case 4 

Mr. Boaes. That is my understanding. That was one of the first 
cases. 

Mr. Harris. And consequently they had, of course, in that decision, 
the same question, and instead of using the language “fair market 
price” they used “fair commodity price,” which was intended to be 
the same thing. 

The CuatrmMan. Are there any further questions ? 

Mr. Hate. Mr. Chairman. 

The Cuarrman. Mr. Hale. 

Mr. Hare. Mr. Boggs, just one question that I would like to ask. 
It is shightly hypothetical, of course. 

But, suppose I were to take $200 million of my own money and go 
down into Louisiana or Texas and use it to build a pipeline to New 


York, Chicago, San Francisco, or all over the country, and then I were 
to say, “These Hale pipelines are common carriers and will take any- 
body’s gas anywhere, for an appropriate charge.” 

Now, would it physically be possible for me to conduct that opera- 


tion, assuming I had the money and all the rest of it. 

Mr. Boges. You are asking whether or not you could run a natural 
gas pipeline as a common carrier; is that what you are asking ? 

Mr. Hate. That is what I want to know; yes. 

Mr. Boaes. My answer would be definitely, “No.” 

Mr. Hate. That is just what I wanted to find out. 

Mr. Searls touched on that yesterday and I wanted to know why. 

Mr. Boaes. Well, because of the nature of the commodity and the 
nature of the way it goes from the well to the consumer. 

As I pointed out a minute ago, gas in a reserve or in the discovered 
reserve, or at the wellhead, is, for all practical purposes, worthless. 
It must go into a pipeline and must ultimately go to the consumer, 
residential consumer, or industrial consumer. 

Now, it is not like transporting oil. As you know, you have com- 
mon carriers for oil, but the difference is, 1 can deliver X barrels of 
oil to Y pipeline, and that comes out at some given point, and then 
the pipeline can either pump it into a barge or put it into a storage 
tank, or put it into a tanker. 

Mr. Hatz. And anybody in the world drives his car up and “fills 
her up?” 

Mr. Boces. Well ultimately, but in the case of gas, even in this long 
pipeline that you mentioned, contracts are made with the distributing 
companies at the city gates of these various cities that are served by 
that line. . 

Now, if I had to take 100 million cubic feet of gas from Congressman 
O’Hara tomorrow morning and put it in that pipeline, then in the 
hrst place, I might not have the capacity and in the second place, if 
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I had the capacity at the moment, I might need that additional capac- 
ity, if the weather suddenly gets cold in Washington, where the 
quantity would have to be increased. 

Actually the pipeline is simply a part of the process of producing 
that gas and getting it to the consumer. It bears no resemblance to a 
common carrier. 

Mr. Hare. Thank you very much. 

The Cuamman. Any further questions ? 

Mr. Bennett. Mr. Chairman. 

The Cuarrman. Mr. Bennett. 

Mr. Bennett. I would like to ask my friend from Louisiana if his 
bill is not intended to regulate the price that pipelines may charge for 
their reserves, but places no regulation whatever upon the price the 
independent producer may charge. 

Mr. Boces. Well, I suppose you have read the bill. Have you read 
the bill? 

Mr. Bennett. I have read the bill and that is the way I under- 
stand it. 

Mr. Boggs. I think that fundamentally is correct. 

Mr. Bennerr. Pardon me? 

Mr. Boaes. What it really does, it takes the field operation, pro- 
ducer, and then, they by definition are then excluded from Federal 
Power jurisdiction. 

The only fundamental difference between this bill and Mr. Harris’ 
bill is Mr. Harris provides, as I understand it, that one other step there 
in the case of consumer interest. I do not exactly know how it works. 

Mr. Harris. Will the gentleman yield ? 

Mr. Bennett. Yes. 

Mr. Harris. It gives the Federal Power Commission jurisdiction 
over new and negotiated contracts under the criteria that are set up. 
Otherwise there is no difference. 

Mr. Bennetr. I think I understand what Mr. Harris’ bill would 
do, but as I read your bill, it sets a standard and gives the Federal 
Power Commission the authority to regulate the price of gas owned 
er produced by natural-gas company or a company, in other words, 
that transports gas in interstate commerce. 

So that there you give the Commission the right to set their price, 
their field prices, at fair commodity value but in respect to me, if I 
happen to be an independent producer or not a gas company or a pipe- 
line company you say that the Federal Power Commission should 
have no control over the price ? 

Mr. Boces. That is substantially correct. 

Mr. Bennett. Now, if that is true, then the effect of the bill is to 
regulate the price so that it is a fair price when owned by the pipeline 
company, but to leave what the traffic will bear as far as the price 1s 
concerned, for independent producers. 

Now, that has the effect, the definite effect, of increasing the price of 
gas to the consumer, where it is purchased from independent producers, 
does it not ? 

Mr. Bocas. No; not necessarily, because, you see what you eliminate 
from your thinking is just the natural competitve aspect. You go in 
and bid on the price of that gas. And, the suppliers naturally are going 
to try to get the lowest prices they can. 
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Mr. Bennett. Well that may be so, but there is no limit under your 
bill to what an independent producer may charge for the commodity. 

Mr. Bocas. No; I donot think there should be any limit. 

Mr. Bennett. Pardon me? 

Mr. Boaes. No; and I do not think there should be any limit, any 
more so than there should be a limit on what you get for the price of 
aton of coal, or a barrel of oil. 

Mr. Bennett. I know that the gentleman is interested in the con- 
sumer as well as the producer. 

Mr. Boaes. I certainly am. I think this bill will help the consumer. 

Mr. Bennerr. It would not help as far as prices are concerned, so 
far as the cost of the commodity is concerned, because, only a small 
fraction of the gas reserves are owned by the kind of utilities which 
the gentleman’s bill will regulate. By far the vast part of gas re- 
serves are owned by other producers who are not utility companies, 
consequently they may charge whatever the traffic will bear under the 
provisions of your bill, and that cost is passed on to the consumer. 
That is the point I am making. So that the effect of your bill, as I 
see it, is to regulate pricewise and protect the consumer only so far as 
a very small part of the gas reserves are concerned, and throw the 
thing wide open for the 90 percent or more of jt. 

Mr. Boeas. Well, of course, Mr. Bennett, where I disagree with you 
is in your basic assumption, that is, by extending regulations through- 
out the industry, that you would thereby protect the consumer. 

I frankly do not believe that. 

And, I do not think there is any evidence to prove that. I think 
quite the opposite would happen. Mr. Springer touched on it there 
a few minutes ago. You will so straitjacket this industry which to- 
day is a highly competitive industry, where you have got the natural 
law of supply and demand working, that only a few people would ulti- 
mately be left in it and sooner or later, the consumer would be the 
fellow who would get it in the neck. 

Mr. Bennerr. What is your objection to regulating a part of the 
gas production and not regulating the whole of it ? 

Mr. Boges. Well, because it covers an area. You see, you have reg- 
ulation on the whole level for the consumer. For instance in my city, 
the commission council, the local authority regulates the price that 
the utility can charge to the consumer. That covers an area which is 
a definite twilight area between local and State regulation. 

Mr. Bennerrt. But your bill relates to Federal Power Commission’s 
jurisdiction. 

Mr. Boaes. My bill relates to removing Federal Power Commis- 
sion’s jurisdiction. 

Mr. Bennett. Pardon me? 

Mr. Boaas. My bill relates to removing the Federal Power Com- 
mission’s jurisdiction ; overcoming the Supreme Court’s decision. 

Your statement was correct, except you put it negatively, as I see it. 

Mr. Bennett. Your bill controls the price on part of the gas and 
frees control on the other. That is why it is difficult for me to under- 
stand, because from a consumer point of view, it does not make any 
difference where the gas comes from which he gets from the utility, 
whether it is the producer’s gas or whether it comes from sources not 
owned by the utility. When he gets it, he has to pay for it and a part 
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of it is regulated and a part of it is not. He is the one who suffers 
as a result of no regulation. 

Mr. Boaas. Well, I do not have the breakdown there, Mr. Bennett, 
on the percentage of that ownership, but I would say ‘that the most 
of it, the vast majority of it, is ow soils the independents. 

Mr. Bennerr. That is all, Mr. Chairman. 

The Cuatrman. Any further questions ? 

Mr. Rogers. Mr. Chairman. 

The Cuarrman. Mr. Rogers. 

Mr. Rogers. I want to compliment you. I think you and I are 
in full agreement on the end results. There may be a little difference 
as to the vehicle to be used to gain it, but there is one question I want 
to ask about your bill and that is, W ho do you anticipate will finally 
determine the fair commodity value of the gas ¢ 

Mr. Boges. Well, I think the Federal Power Commission will have 
to determine it. There is no other agency. 

Mr. Rogers. What I mean is by what yardstick ? 

Mr. Boces. By the same yardstick that was applied in the Texas 
vase, Which is one of the first decisions. I think there is enough. 
They set up a yardstick there, and I think they could use the same 
yardstick. 

Mr. Rogers. My inquiry is prompted by the situation that I think 
would come into it. We may be going too far in one direction to pro- 
tect the consumer and end up by doing great injury to the producer, 
in fixing the maximum price he can receive for his gas, and that is 
the reason I asked the question. That is all. 

Mr. Boces. Well, it is a very difficult problem, Mr. Rogers. I realize 
that and that it is not something that is easily solved; that is why we 
wrestled with it so long. There have been a whole flock of approaches 
to this thing. As I remember, we had the chairman’s bill, Mr. Priest’s 
bill here several years ago, and I think it fundamentally was the same 
as the Kerr bill, was it not ? 

The CHarrman. Fundamentally; yes. 

Mr. Boces. But we have had a whole flock of approaches. 

Now, frankly, I do not know whether my approach is the ultimate 
answer or not. I say I think it is the wate ast approach we have 
devised yet. 

Mr. Rogers. That is all. 

Mr. Beamer. Mr. Chairman. 

The Cuarrman. Mr. Beamer. 

Mr. Beamer. I would like to ask the same question of my colleague 
today that I asked some of the other witnesses, and I do not do it to get 
away from what I consider the basis in this question. 

I think many have said, and I presume you will agree with this, 
that our first problem is to protect the public interest. Would you say 
that is correct ? 

Mr. Boaas. Yes, I would agree to that. 

Mr. Bramer. If you agree to that, then what is the public? I would 
like a definition of the word ‘ ‘public.” 

Mr. Boses. I think it is 160 million Americans. 

Mr. Beamer. Pardon me? 

Mr. Boggs. I think it is all of us. 
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Mr. Beamer. In other words, you would say that the consumer 
probably includes all of us, everybody else. Would you include the 
investors in this too? 

Mr. Bosgas. I certainly would. 

Mr. Beamer. Would you include the producers, the laborers, the 
men who work in the fields? 

Mr. Boaes. I would include them, I would include the industry, and 
the consuming public. 

Mr. Beamer. That is the point that I wish to emphasize Now may 
I ask ay on question? You made a statement a moment ago that 
you felt, or that you did not believe in Federal regulation of gas 
cpio 

Mr. Boges. Yes, sir. 

Mr. Beamer. Is that just as far as gas production is concerned? 
Would you apply the same feeling toward the regulation of farming 
or the regulation of other products, or any other industry ? 

Do you i think that we ought to protect or are protecting the public 
interest from the Federal Gov ernment, against regulation of so many 
of the affairs of the economy ? 

Mr. Boaes. Well, now, I think you would have to look at each 
situation, Congressman. 

You mentioned farming. In the case of farming, now, we have 
support prices on so-called basic commodities; but in each case you 
do not upset the competitive situation. 

The wheat farmer is in the situation, while he is regul: 
there may be lack of wisdom in the present legislation that this Con- 
gress has passed—I do not propose to say —I do not claim to be an 
authority on it. At least, we have attempted to eliminate discrimina- 
tion and we try to do it in a way that will help the farmer. 

Now, this situation is something, i in my judgment, which needs be 
done to help the producer, the investor, or the consumer. 

Mr. Beamer. But you will admit that there has been a very exten- 
sive effort made to maintain a program for the farmers, and, at the 
same time, to protect the consumer. 

So, are you willing to 

Mr. Boges (interposing). I donot know that 

Mr. Nae Let me finish, if I may. 

Mr. Boaes. Wait just a minute. I am not necessarily going to admit 
what you ee amoment ago. For instance—— 

Mr. Bre AMER (interposing). These are analogous, and I wonder if 
you are going to single out the gas industry and say that we cannot 
have Federal regulation there. I understand you are for that, and 
I think that I agree with you. But I also say that there is a basic 
principle. We -annot single out any one particular industry and say 
here we have no Federal regulation and then take another basic com- 
modity and say we must have regulation. 

I wonder if we can console those two philosophies, when our legis- 
lative prerogatives are exercised. 

Mr. Bocas. Well now, in the case of the gas, as a fuel, funda- 
ments -although today it is used for many other things. W e have, 
and I have a plant i in my congressional district making textiles out of 
gas. It makes orlon. And, there are many other uses for natural gas 

But competitively, gas is competing with coal and oil. 


se 
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Mr. Beamer. Oh, yes; but wheat is competitive with all other 
cereals. If we produce too much wheat or too many hogs, or anything 
else, what is the end result? Somebody is going to lose. 

We do not produce enough gas, or produce too much gas, what is the 
end result ? 

May I ask this question, to summarize it? I do not want to take 
too much time. I know that the chairman is anxious to get on with 
other witnesses. 

But, | am wondering whether or not, generally speaking, do you 
feel that we should have very much control over industry? That is 
generally speaking. I know what you think about gas. 

Mr. Boges. Generally speaking, the answer definitely is “No.” 

Mr. Beamer. Well, I am glad to have that statement, because we 
have so many different opinions. 

You see, we do not have gas in our district. We had it once upon 
atime. It was flared away. It was wasted. It was dissipated and 
something happened. 

I wonder if we have touched upon the conservation phase of this 
problem as much as we should touch upon it; conserving it not only 
for the present consumers, but also for future generations, and per- 
haps for the defense program, when we may need it. 

I think probably we have a certain amount of regimentation. I was 
going to say Federal control. May I use that word 4 

Mr. Boaes. Well, I think there is a fundamental distinction bet ween 
conservation and control. 

We have made tremendous progress in my State in conservation. [| 
know exactly what you are talking about when you are talking about 
gas that was flared. We had a tremendous waste, but by the de- 
velopment of markets today, not only for fuel, but for these other 
commodities, which are now using gas as their basic sources, the in- 
cidence of flarings has been greatly reduced, because gas is now worth 
something. 

Mr. Beamer. Well, may I say this, do you feel that you have prob- 
ably helped conservation a great deal by making explorations and 
transportation of the gas produced more readily available and that 
has been a great help toward conservation ? 

Mr. Bocas. There is no question about it, because you see gas in most 
of our wells, particularly in southern Louisiana, gas is the motive 

»0wer which brings the crude oil to the surface. Well, that is flare gas. 
Today we sell that gas. 

Mr. Beamer. You see, by the same token, when we get an over- 
emphasis, for instance, in wheat production, we produce more wheat. 
This is one particular example. 

I am wondering whether you are approaching the same problem 
in the same direction. 

Mr. Boces. Now, Mr. Chairman 

Mr. Beamer (continuing). I do not want to pursue this argument 
too long. I am merely pointing out to the committee. I think it is 
very important that we be conscious of the extreme powers of Federal 
bureaucracy—or Federal controls, whatever you call it. 

That is all, Mr. Chairman. 

Mr. Boaes. I just do not know too much about wheat, Mr. Beamer. 

The Cuarrman. Thank you. 
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Are there any further questions ? 

Mr. Boees. Thank you. 

The Cuarrman. And, you will keep in mind the statement that 
you are to submit for the record in response to Mr. Wolverton’s request. 
Will you prepare that as a part of your statement ? 

Mr. Boaes. Yes, sir. 

The Cuamman. Thank you for your appearance here. 

Mr. Boaes. Thank you, Mr. Chairman and members of the com- 
mittee. ' 

The Cuamman. We will next hear Mr. Staggers, a member of the 
committee. 

Mr. Staggers you may proceed. 


STATEMENT OF HON. HARLEY 0. STAGGERS, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Straacers. Mr. Chairman and fellow members of the committee, 
I believe that legislation dealing with the energy resources of this 
Nation is of vital importance to all Members of Congress, regardless 
of which State they represent. The importance of proper utilization 
and conservation of our energy resources is so well understood that 
it needs no emphasis from me. 

The people of the State of West Virginia have a particular stake 
in the proper utilization and conservation of our energy resources. 
The production and sale of bituminous coal is the most important 
single factor affecting the economy of my State. More bituminous 
coal is produced in West Virginia every year than is produced in any 
other State of the Union. In 1953 some 132 million tons of bituminous 
coal were produced in West Virginia, with an aggregate value at the 
mine in the neighborhood of $683,760,000. More than 100,000 men 
are employed in the bituminous coal mines of West Virginia, with a 
great many more—including transportation workers, retail coal yard 
employees, and local businessmen—dependent on the production of 
bituminous coal. 

In addition to the high stake which the State of West Virginia has 
in the coal industry, the State also has a high interest in the proper 
utilization and conservation of natural gas. In 1953 gross production 
of natural gas in the State of West Virginia amounted to 188 billion 
cubic feet—equivalent to about 7,800,000 tons of bituminous coal— 
with a value at the well of approximately $44 million. The impor- 
tance of natural gas to the people of West Virginia is not confined 
to the producing end, however—in 1953 consumption of natural gas in 
West Virginia amounted to 148 billion cubic feet, and 290,000 resi- 
dential consumers in the State used natural gas. 

I do not intend to burden the record of this hearing with voluminous 
statistics. However, I do wish to show here the trend of coal produc- 
tion, gas production, and gas consumption in the State of West Vir- 
ginia. The following statistics are from official Government sources. 

And, I will present these figures for the record, if I may, and if the 
committee has any questions on them afterward, I will be glad to 
answer them. They are statistics taken from official Government 
records. 

Mr. Harris. They will be included in the record. 
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(The statistics referred to are as follows :) 


Wet Vilas Vi 
Sucti tion of | "|S 
= natural 
natural gas | .° ur 
(million | gas (million 
cubic feet) | Cubic feet) 


inia 

West Virginia 

production of 
coal (tons) 


144, 020, 000 200, 500 100, 733 
176, 157, 000 197, 810 106, 105 
168, 862, 000 208, 000 112, 702 
122, 610, 000 185, 300 111, 802 
144, 116, 000 192, 400 132, 273 
163, 310, 000 193, 000 139, 608 
141, 713, 000 183, 200 146, 153 
132, 000, 000 188, 000 148, 000 


Mr, Sraccers. Assuming a 50 percent rate of recovery of coal de- 
posits, the recoverable coal reserves in the State of West Vi irginia 
amount to approximately 53 billion tons, or enough to last, at the 
present rate of production, in the neighborhood of 250 years. By con- 
trast, the available reserves of natural gas are extremely limited. 
Nevertheless, the production of coal in the State of West Virginia has 
declined an alarming extent in the period since World War II. In 
the same period, the production of natural gas in the State of West 
Virginia declined about 6 percent, while the consumption of natural 

gas in the State increased almost 50 percent. West Virginia is still 
a net exporter of natural gas, but the gap is narrowing “rapidly for 
two reasons—decreased supply of gas and increased demand for gas 

I believe the enactment of H. R. 4943 would be in the public in- 
terest. Section 1 of H. R. 4943 would amend subsection (b) of section 
1 of the Natural Gas Act to give the Federal Power Commission 
jurisdiction over direct industr ial sales of natural gas. At the present 
time the Commission has no such jurisdiction, with the result that 
large quantities of this scarce and valuable natural resource are being 
burned as boiler fuel at prices which are, in some instances, subsi- 
dized by the consumers of gas whose prices are regulated by the Com- 
mission. This inferior use of natural gas accelerates the depletion 
thereof and hastens the day when this valuable resource will not be 
available to domestic consumers or will be available only at premium 
prices. Federal Power Commission regulation would not result in the 
elimination of such sales, but it should result in a more equitable allo- 
‘ation of the cost of producing and transmitting natural gas to the 
consumer, with consequent benefit to the gas consumers. 

It is believed that adoption of this amendment would narrow the 
price differential between interruptible and firm gas, to the benefit of 
domestic users of natural gas. Further, it should enhance the con- 
servation of natural gas because it should discourage to some extent 
the wasteful use of natural gas under boilers. 

The amendment contained in section 1 of my bill has been recom- 
mended by the Federal Power Commission in the past, and is recom- 
mended in the Commission’s 33d annual report to the Congress. 
This amendment is also advocated by the President’s Advisory Com- 
mittee on Energy Supplies and Resources Policy, as shown’ by the 
White House Report on Energy Supplies and Resources Policy, dated 
February 26, 1955. 
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Section 2 of H. R. 4943 would establish statutory standards to be 
followed by the Federal Power Commission in the administration of 
the Natural Gas Act. The proposed standards would require the 
Commission to recognize that the national defense and the Nation’s 
economy require the maintenance of the productive capacity of the 
several domestic fuel industries, and to give effect to sound principles 
of conservation in the utilization of natural gas in order to preserve 
available reserves of this valuable fuel. 

In the past the Federal Power Commission has repeatedly requested 
the Congress to broaden its powers in the field of conservation. The 
Commission now has the general power to effectuate the proposed 
standards, but it has no clear legislative mandate on the subject. The 
extremely limited reserves of natural gas make it imperative that 
Congress clearly authorize and direct the Commission to effectuate 
sound principles of conservation in regulating the utilization of nat- 
ural gas. 

Section 3 of my bill merely contains changes necessary to conform 
the act with the amendment contained in section 1, vesting the Com- 
mission with jurisdiction over direct sales of natural gas. 

Section 4 of H. R. 4943 would define the term “interstate com- 
merce” to include commerce between any point in a State and any 
point in a foreign nation. This proposal has the endorsement of the 
Federal Power Commission. 

Section 5 of H. R. 4943 would require that natural-gas companies 
secure a certificate of public convenience and necessity when seeking 
authority to import foreign gas. At the present time only “an order” 
of the Commission is required. Section 5 would also delete the present 
provision which requires the Commission to grant an import applica- 
tion unless it finds that the importation will “not be consistent with 
the public interest.” The principal objective of this section is to re- 
quire that all import applications be subject to the same provisions 
that govern domestic applications for a certificate of convenience and 
necessity. 

Section 6 of H. R. 4943 would amend subsection (a) of section 4 of 
the Natural Gas Act to prohibit the sale of natural gas at a price less 
than its cost, including the cost of transportation and sale, plus a fair 
proportion of the fixed charges. 

At the present time domestic and commercial consumers of natural 
gas are in many instances required to subsidize the industrial con- 
sumers of gas, because many of the costs involved in the construction 
and operation of the pipeline are allocated primarily to the users of 
“firm” gas as distinguished from the users of “interruptible” gas. The 
proper allocation of costs is a highly technical subject, but it appears 
that the amendment proposed in section 6 of H. R. 4943, together with 
the authority to regulate direct sales as set forth in section 1, would 
result in a more equitable allocation of the costs involved. As pre- 
viously stated, this should result in substantial benefit to the domestic 
and commercial consumers. At the same time it will promote con- 
servation by discouraging the wasteful use of natural gas under 
boilers. This in turn should benefit the coal industry by enabling it to 
better maintain its productive capacity. 

It should be pointed out here that the price of natural gas at the 
well necessarily increases as gas becomes scarcer and more costly to 
find. The domestic consumer of natural gas is already paying a 
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penalty for the past waste of natural gas under boilers. We have per- 
mitted the waste of cheap gas under boilers, thereby accelerating the 
necessity of utilizing the more expensive gas. This process must be 
slowed down as much as possible. I believe the enactment of H. R. 
4943 would accomplish much toward that end. 

Section 7 of H. R. 4943 would give the coal and railroad interests 
the specific right to intervene in rate cases before the Federal Power 
Commission. At the present time the Commission permits coal, rail- 
road, and labor interventions in rate cases only on rare occasions, and 
then on anextremely limited basis. Proper rates, together with proper 
allocation of costs between classes of consumers, has an extremely im- 
portant effect on the ultimate use of natural gas. The public interest 
will best be served if all parties affected are permitted to participate 
in rate cases, to the end that all pertinent data and views will be before 
the Commission. 

Section 8 of H. R. 4943 would amend subsection (a) of section 5 of 
the Natural Gas Act to accomplish the same results contemplated by 
the amendment to subsection (e) of section 4 of the act, contained in 
section 7 of H. R. 4943 as previously discussed. 

Section 9 of H. R. 4943 would require the Federal Power Commis- 
sion to give effect to the conservation standards proposed in section 2. 
In determining whether a certificate of public convenience and neces- 
sity shall be issued, the Commission is at present required to consider 
only whether an applicant is able and willing to perform the proposed 
service and whether such service is or will be required by the present 
or future public convenience and necessity. The willingness of a 
natural gas company to “perform” and the so-called public conven- 
ience and necessity aspects are totally inadequate standards for the 
guidance of the Federal Power Commission in the light of the enor- 
mous growth and expansion of the natural-gas industry and the result- 
ant impact on the overall fuel economy of the Nation. 

For the reasons outlined, I believe that the enactment of H. R. 4943 
would be in the public interest. It would benefit the coal and rail- 
road industries by discouraging the wasteful use of natural gas, there- 
by enabling the coal industry, with its huge reserves, to better compete 
for those markets which should be served by coal—the markets where 
cost of fuel is the only consideration. This will enable the coal indus- 
try to maintain a more adequate productive capacity, so vital to this 
country in the event of national emergency. The transportation ca- 
pacity of the railroads will also be maintained at a higher level. The 
level of employment in those industries will rise, to the benefit of the 
vast numbers of coal and railroad employees. 

The enactment of H. R. 4943 would result in eventual benefit to the 
natural-gas producers, because it would discourage the wasteful use 
of natural gas under boilers and thereby prolong the supply for pre- 
ferred uses for which natural gas can command a higher price—those 
uses where convenience and the other advantages of natural gas are 
much more important than the cost advantage. For the same reason 
H. R. 4943 would result in eventual benefit to the gas transmission 
companies, because it would prolong the business life of such com- 
panies. 

Last, but not least, the enactment of H. R. 4943 would benefit the 
consumers of natural gas. The bill would benefit consumers primarily 
in two ways: (1) Domestic and commercial consumers would be freed 
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of some of the subsidy which they are now paying for the benefit of 
dump-gas users, and (2) the wasteful use of gas for interior purposes 
would be slowed, thereby slowing the exhaustion of this valuable re- 
source and slowing the too-rapid advance up the ladder of scarcity 
rices. 

I believe that the principles contained in H. R. 4943 must be enacted 
for the protection of the peacetime economy and for the maintenance 
of a strong mobilization base within the domestic fuels industry. Ido 
not believe this Congress should enact legislation dealing with only one 
phase of the many problems involved in the proper utilization and 
conservation of natural gas to the best interest of the public welfare. 
For these reasons, I strongly urge that any bill reported by this com- 
mittee to deal with the problem of regulation of independent gas pro- 
ducers also contain the principles contained in H. R. 4948. The proper 
utilization and conservation of this scarce and valuable natural re- 
source is a problem which must be dealt with in its entirety, for the 
benefit of the public as a whole—the producers, the competitors, the 
consumers, and the national security. 

I wish to thank the chairman and my fellow committee members for 
giving consideration to my views. 

The CHatrman. Thank you very much, Mr. Staggers. Are there 
any questions ? 

Mr. Dies. Mr. Chairman. 

The CuatrmMan. Mr. Dies. 

Mr. Dies. I would like to ask my colleague a few questions. I could 
not hear too well. As I understand, the gist of your particular bill 
is to authorize the Federal Power Commission to regulate the indus- 
trial use of gas. 

Mr. Sraccrrs. That is one part of it; yes. 

Mr. Dies. Would you have any objection to an amendment that 
would include coal, permitting the Power Commission to regulate 
coal also ¢ 

Mr. Sraccers. I would not have any objection whatever, but I do 
not think they are really comparable, Mr. Dies. 

Mr. Dies. And that is based on your idea that gas is a more ex- 
haustible and a more limited resource. 

Mr. Staceers. It is based upon many factors. 

Mr. Dies. Well, primarily, it is a conservation measure. 

Mr. Stacoers. That is one of the problems, and, if you will, let me 
explain, that in the Harris bill, and all allied bills, the object is within 
the State boundaries that we free the gas producers. 

Gas goes into interstate lines, and goes across the country. I might 
present to you this picture [presenting illustration]. Here is the gas 
and here are the producers. 

Somewhere along this line here [indicating] the interstate pipeline 
branches off here and into a side line here, that gas goes under a 
boiler and is burned at one-fourth of the cost usually charged to the 
residential consumer ; and it goes into an area where there is no regu- 
lation over gas whatsoever. 

Mr. Dies. Well, let me just make one observation, and I would like 
for the gentleman to comment on it. 

About 1934 or 1935 I was the counsel for a subcommittee of this 
committee investigating the oil industry. We heard a great deal of 
expert testimony at that time. They predicted that the oil reserves 
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would be exhausted in just a few years. They said there was a great 
emergency. 

Well, of course, it has been demonstrated that the experts did not 
know what they were talking about. Since then we have continued 
to discover vast reserves. 

Now, no one knows how much gas there is in the United States. Al] 
of this talk about the estimate of the reserves is just a wild guess. It 
depends upon the initiative of the producer, as to whether he has 
sufficient incentive to go out and discover these gas reserves, and does 
not the gentleman think that when we just assume that there is a lim- 
ited amount of gas, that in the light of past history, with reference to 
oil discoveries , that that is a rather wild guess; and we have just as 
much right to assume that there is tremendous reserves of gas that 
no one has ever discovered ? 

Mr. Sraacers. I would go along with my colleague to this extent: 
1 have set no ceiling on years of reserves of natural gas, because I have 
the feeling as to all of these experts and the statistics that they have, 
that it is like the definition of an expert, who is just an ordinary fellow 
away from home talking to somebody who does not know him. I think 
that is just about as good as anything else. Of course they do have 
theories, and they have better knowledge and understanding of the 
subject and they are the best informed as to the facts that we have, 
that we can have, and come from men who study these things. 

Mr. Dies. But it is possible—— 

Mr. Sraccers. They make mistakes; yes, indeed. 

Mr. Dres. Is it not possible we may ‘have 200 years’ reserves in the 
United States? 

Mr. SraGcers. It is quite possible. We might be able to go down 
to the center of the earth, and find when we go down 20 leagues, we 
might have perpetual gas supplies. Who knows? 

Mr. Dies. And it is ‘possible that long before the exhaustion of gas 
we will have other forms of energy that will make gas obsolete, 
is it not? 

Mr. Sraccers. Certainly. We are off on another subject, because 
my bill has no place in it. I am not talking about the control of 
the producers at any time along the line in any part of this bill. I 
have gas producers, many of them, independent ones, in my ‘district, 
and we have discovered three fairly large fields, in which they wanted 
to turn their gas into pipelines, but since you have brought out this 
thing about industrial use, I would like to give the average for the 
United States—and I would like for all of the committee to hear 
this. 

The average retail cost of gas in the United States to residential 
consumers is 86.5 cents, The average cost of industrial use, under 
the boilers of this Nation is 18.3. 

If we were not dumping this gas under those boilers, we would have 
an adequate supply of gas, and you consumers from "New York and 
other States would also have a sufficient supply. 

Mr. Harris. Will the gentleman yield ? 

Mr. Dres. I will yield. 

Mr. Harris. I wonder if the gentleman is as familiar with the 
operation of the gas industry as he has indicated here. How much 
of the total sales of interstate gas is going into what he refers to 
as use for industrial boilers, or dumping? What percentage? 
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Mr. Sraccers. I can look it up. I have the figures. Do you have 
them in your hands? If so, you might give them to me. I know that 
vou have them. 

* Mr. Harris. Well, the gentleman seems to have done a great deal 
of research on it and my figures might not be correct. 

Mr. Sraccers. I know that you ‘have done a lot of work on it too. 
I would be glad to have your figures. 

Mr. Harris. About 15 percent, is it not? 

Mr. Sraccers. Well, I do not know. Certainly I will take your 
word for that. 

Mr. Harris. Well now, what would happen to your household con- 
sumers up there when it was necessary to maintain the volume of gas, 
for the pressure to be maintained, and a constant flow, if you “cut 
off some of that gas or made some disposition of that gas in the 
offseason, and therefore, reduced the pressure, and then when cold 
weather came on and you wanted the pressure and it would not be 
there, then what would you say to the consumers ? 

Mr. Sraqcers. I would like to give an example of that. In my home 
town, you cannot put in a new gas boiler without permission, and 
I know there have been times when we did not have sufficient pressure 
there. 

Mr. Harrts. Of course, the gentleman did not answer the question 
at all. 

Mr. Sraccers. I know that, but I am giving you an example of 
that, to show what I am talking about. 

Mr. Dies. Well, getting back to my questions. I sympathize, as all 
of us do, with the great problems that face the coal-producing regions. 
It is very serious. 

But, all of the proponents of Federal regulation and control of gas, 
say that the great good it will do will be to ; provide cheaper gas. That 
is what they : are holding up to the American consumers, as a bait. 

Now, if that is true, ‘that: will practically eliminate your coal. In 
other words, if they are going to do what they say they are going to 
do, che “apen the price of gas, then gas will become a much greater 
competitor of coal and worsen your situation. 

Mr. Sraacers. I do not know whether you are talking about the 
producer end, or what you are talking about. I have not one time 
mentioned them in this bill. 

Mr. Dies. I know that you have not; but I say—— 

Mr. Sraceers. You are talking about the ones who are talking about 
the producer regulation. 

Mr. Dries. Yes. 

Mr. Sraccers. I have nothing to do with that. 

Mr. Dies. Do you not agree ‘with that? Do you not agree that if 
that be true, if what the proponents of regulation are saying is true, 
that regulation will cheapen the price of gas, would not that make 

competition that much greater, so far as the coal areas are concerned ? 

Mr. Sraqeers. It could ver ‘y well. 

Mr. Dies. That would not be any solution of the problems of the 
coal people, would it? 

Mr. Sracerrs. I am not talking about that in relation to coal. I 
did not mention that. 

=. Dies. That is all. 


557—55—pt. 1-18 
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The CuHarrman. Mr. Rogers. 

Mr. Rogers. I have no questions. 

The Cuarrman. Mr. Wolverton. 

Mr. Wo xverton. Mr. Staggers, I have been impressed with your 
statement because of the fact that you have reiterated that your bill 
includes many provisions recommended by the Federal Power Com- 
mission and the White House Report on Energy Supplies, Resources 
Policy, “which would give FPC jurisdiction over direct industrial 
sales in interstate commerce, establish a sound national conservation 
policy on natural gas, prohibit dump sales of gas at below cost-of- 
production-prices while charging domestic consumers all the traffic 
will bear, bring the importation of foreign natural gas under the same 
rules of interstate commerce which apply to American suppliers.” 

Now, that in general I think is what your bill seeks to do. 

Mr. SraaGers. Yes, sir. 

Mr. Wotvrerron. Now, the part that impressed me was the stress 
that you lay upon the fact that the principles that are outlined in 
vour bill have been recommended by the Federal Power Commission 
in the past and the White House Report on Energy Supplies and 
Resources Policy with respect to this larger phase of it than the Harris 
bill or these other bills relate to it. 

Now, it would seem to me, if I were in your place, that I would 
support that statement that you have made beyond your mere state- 
ment that that is the case. 

There are none of us on this committee who doubt your word in 
that respect, but for the purpose of the record, I would think it would 
be helpful to you if you would add to your statement extracts from 
those reports of the Power Commission and also from the President’s 
Advisory Commission and then we could, and those who read the 
hearings—as many of our colleagues undoubtedly will do—we could 
see and it would enable them to see the statement that you are making 
and enable them to put into legislative formula recommendations that 
have already had the approval of the Federal Power Commission in 
the decisions they have made. 

Mr. Sraceers. Mr. Chairman, Mr. Wolverton, I certainly thank you 
for the suggestion, and I have all of them itemized and written out 
and can very easily supply them for the Record. 

Ninety percent of the provisions that are in my bill have been 
recommended by the Federal Power Commission and the President’s 
Commission on Resources. 

Mr. Woxverton. That is the reason that I am suggesting to you 
that instead of making that statement, that you make it easy for those 
who will read the hearings to see the reason you make the statement 
which y ou make and the support it has had by previous Commissions. 

Mr. Sraccers. If it is agreeable with the ‘chairman and the com- 
mittee, 7] will do so, and I should like to say again and reiterate what 
my colleague, Mr. Wolverton, has said. This isn’t just covering one 
phase of the Gas Act. This is taking recommendations which have 
been made in the past, by men in authority covering all phases of 
the Natural Gas Act. Thank you very much. 

Mr. Wotverton. I wish to commend the gentleman for the effort 
which he has made to deal with this in a constructive and big way 
rather than in piecemeal fashion. 

Mr. SraGcers. Thank you very much. 
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The CHatrman. Mr. Harris has a question. 

Mr. Harris. In other words, the net effect of your bill, I should 
like to inquire of my colleague, would be that you would extend 
regulatory control over the natural gas industry far beyond what 
the Phillips Petroleum decision provides. 

Mr. Staccers. It would have nothing to do with that decision, I 
think I have put in this bill recommendations made by the Federal 
Power Commission and the President’s Commission to study the over- 
all picture, and which have made these recommendations to the 
Congress of the United States and to the people of the Nation. It 
has nothing to do with the Phillips decision. 

Mr. Harrts. I cannot see how he places that construction on it, 
because the Phillips decision had to do with the jurisdiction of the 
Federal Power Commission over 

Mr. Sraccers. Producers’ rights. 

Mr. Harris. The sales 

Mr. Staccers. In the States. 

Mr. Harris. The sales of the producers, the independent producers 
and gatherers. 

Mr. Staccers. This has nothing to do with it. I believe in States 
rights. 

“Mr. Harris. The gentleman is saying one thing and it is my opinion 
that his bill proposes something else, because you strike out—let me 
pinpoint it for you. 

Mr. Sracoers. All right. 

Mr. Harris. You strike out of the jurisdictional section of the pres- 
ent act, section 1 (b), the words sales “for resale”, do you not ? 

Mr. Staccers. That is right. 

Mr. Harris. Then when you do that, you give the Federal Power 
Commission jurisdiction over all sales: do you not ? 

Mr. Sraccrrs. Yes, but—— 

Mr. Harris. When you give them jurisdiction 

Mr. Wotverton. Wait. “Did you finish your answer ? 

Mr. Sraccers. If he will give me a chance. It is explained, over 
industrial sales. 

Mr. Harris. How can you have control over industrial sales with- 
out having control over the entire sales? 

Mr, Staccers. You can have control over the entire sales, that is 
true. 

Mr. Harris. That is what you have done. 

Mr. Sraceers. They do have at the present time in the overall 
picture. 

Mr. Harris. That is what your bill provides. 

Mr. Sraccers. No, it doesn’t. Let me read to you just one minute. 
I think that is the best answer. 

Mr. Harris. I do not want to belabor the point. 

Mr. Sraccers. I want to answer it. 

Mr. Harris. I was trying to get your interpretation of what it does. 

Mr. Stacaers. Section 1 of H. R. 4943: 


Subsection (b) of section 1 of the Natural Gas Act as amended by striking 
out “for resale.” 


Mr. Harris. Sales for resale. 
Mr. Straacrrs. Sales for resale. 
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Mr. Harris. In other words, you just make it “sales.” 

Mr. Stracerrs. That is right. 

Mr. Harris. Then that gives the Federal Power Commission the 
jurisdiction over all sales. 

Mr. Sraccers. In interstate commerce. 

Mr. Harris. In interstate commerce. 

Mr. Sraccers. I will draw you again the picture that I drew a 
minute ago. 

Mr. Harris. You do not have to do that. The gentleman can just 
answer the question. 

Mr. Sraccers. I would like to do this for you. 

Mr. Harris. I will help you out. Here is a sheet which probably 
would help you in your explanation. 

Mr. Sraccers. Along that line anywhere in interstate commerce, 
without—— 

Mr. Harris. That will help you with your example. 

Mr. Sraccers. Without any ‘public utility. We are not trying to 
regulate the public utility in the cities, not at all. That is under the 
States by their own regulation and by the statutes that announce 
that it is. 

Mr. Harris. I did not ask the gentleman about that. I asked the 
gentleman about all sales in interstate commerce. 

Mr. Sraacers. Would you allow me to answer it, then? 

Mr. Harris. Sure. 

Mr. Sraccers. I still want to draw for you the picture of any sales 
made along this interstate pipeline When the sales are made to any 
of the utilities in the different States, they are regulated, as you know 
and I know. You are trying to put words in my mouth which are not 
right, and you know that. 

Mr. Harris. I do not wish to do that. It the gentleman feels that 
way about it, I assure him I have no intention to do that. 

Mr. Sraccers. I want to straighten out with you how I interpret 
this. Before these sales are made to the public utilities, the interstate 
pipeline under the present act have now the right to tap that interstate 
pipeline for industrial use without anybody regulating them, when 
it goes into State public utility lines they are regulated, you know 
that and I know it. That is part of this bill, FPC, control over the 
industrial sales from interstate pipelines. 

Mr. Harris. We already have control over sales for resale. 

Mr. Sraaccers. Why, certainly. That has nothing to do with this 
problem. 

Mr. Harris. The gentleman also admits that the provisions of his 
bill would tend to make the cost of natural gas to the consumer go up, 
because it is very confusing. 

Mr. Sraccers. I do not. I specifically said that the cost to the con- 
sumer would certainly come down, because the industrial sales would 
have to bear, as it says in the bill and sets out very specifically, a fair 
part of the cost of produc tion and transportation and the other costs 
that go into supplying gas to the industrial consumer, whereas it does 
not do that today. Mr. Springer’s and Mr. Beamer’s consumers in 
their States are helping to pay some of the costs. 

Mr. Harris. I am just reading from the gentleman’s own statement, 
“preferred uses for which natural gas can command a higher price.” 

Mr. Sraccers. They do command a higher price, much higher, as I 
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showed you, from 18 to 86. It certainly would bring it down. It is 
like a lot of these other statements. If you would read further, it says 
that it would necessarily bring down the cost to the consumer. 

Mr. Harris. That is all, Mr. Chairman. 

The CHairMan. Are there other questions? Mr. O'Hara? 

Mr. O’Hara. Mr. Staggers, I do not want to delay my colleagues 
on the committee by questions, but I have been sitting here for the days 
that we have been hearing this matter thinking of this situation. The 
committee has had to deal over the years with these various problems, 
and this committee in perhaps the next 10 or 15 years will be con- 
sidering the problem of nuclear-energy development 

Mr. Dies. Will the gentleman talk a little louder? I cannot hear 
him. 

Mr. O’Hara. Do you mean somebody complains about not hearing 
me ¢ 

What I said was that this committee has had to deal with the prob- 
lems of gas and various other commodities, public interest, and all 
- the elements which enter into legislation, but. as I have been sitting 
here during this hearing I have been thinking of what is going to hap- 
pen in the next 10 years in the development | of nuclear energy which 
may replace coal, oil, and gas. This committee and perhaps some of 
the gentlemen on the committee now will be sitting here discussing 
that problem. I am merely stating in a philosophical way that our 
problems never end. 

Mr. Sraccers. 1 certainly would agree with you, Mr. O’Hara. I 
would say we have this problem, so we must deal with it and we will 
have others tomorrow and the next day. 

The CHarrmMan. Mr. Flynt? 

Mr. Fiynv. Is the purpose of your bill, H. R. 4943, to give the Fed- 
eral Power Commission authority to inquire into and to adjust rate 
lifferentials in the cost of natural gas to the consumers, wherein vast 
inequities oftentimes occur within the same States to different classes 
of consumers ¢ 

Mr. Sraccers. To different classes of consumers would be the only 
provision in this bill. 

Mr. Fuynr. Also, would your bill, if enacted into law, give the Fed- 
eral Power Commission authority to prohibit and prevent rate dis- 
crimination which amounts to rebates wherein they oftentimes sell 
gas for an amount per unit less than the cost of the gas at the well plus 
transportation costs ? 

Mr. Sraccers. That is one of the main things that this bill does. 

Mr. Fiynr. That is spelled out in the bill itself / 

Mr. Sraccers. It is spelled out. There are 22 to 23 million con- 
sumers in this land who are subsidizing some of the big industries of 
the land. I am not criticizing them for doing what they are doing be- 
cause they can doit. I would like to present to the committee a little 
later some of the figures on how much actual profits are made on direct 
stiles on which there is no regulation whatsoever. 

When the profits that are made from these sales are revealed to 
this committee and to the public, I believe somebody is certainly going 
to be alarmed and want something done. I have those figures, and 1 
will work them up, if I may, to “present them to the committee. I 
would like to reiterate before closing that this act of regulating these 
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industrial sales has nothing to do with the sales of the public utilities 
in the different States. 

Mr. Fiynr. On page 3, lines 17 through 24, headed “Ratemaking 
Formula,” to amend subsection (a) of section 4 of the Natural Gas Act 
by inserting “or is inconsistent with section 1 (d) of this Act” im- 
mediately before “is hereby” | and (2) by adding at the end thereof 
the following new sentence: “No rate or charge shall be considered 
just or reasonable which is less than the cost of such gas plus the cost 
of transportation and sale, and a fair proportion of the fixed charges.” 
Is that the main thing on which you are trying to give authority to the 
Federal Power Commission pertaining to ‘the National Gas Act? 

Mr. Sraccers. I think that is a very important phase of the bill. 

The Cuatrman. Are there further questions ¢ 

We thank you, Mr. Staggers, for the presentation of your own bill. 
Evidently you have given a great deal of study to this matter. We 
apprec! iate your testimony. 

Mr. Sraceers. I thank the committee for your courtesy. 

The Cuatrman. The next witness is our colleague from Texas, Mr. 
Rogers. 

We hope we can move as rapidly as possible, without any intention 
of shutting people off. 

Mr. Rogers ¢ 


STATEMENT OF HON. WALTER ROGERS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Rocers. Mr. Chairman and members of the committee, I will 


proceed as quickly as possible, and shall be very brief. First, how- 
ever, in compliance with the request of our colleague from C olorado, 
Mr. Byron Rogers, I want to ask unanimous consent to insert in the 
record a resolution passed by the Oil and Gas Conservation Commis- 
sion of the State of Colorado on January 12, 1955. 

ae as “per pene: ; 

The CuarrMan. Without objection, it may be inserted in the record. 

(The resolution referred to follows :) 


The following resolution was passed by the Oil and Gas Conservation Com- 
mission of the State of Colorado, on January 12, 1955: 

Whereas the Supreme Court of the United States has, after 16 years, held 
that the Natural Gas Act of 1938 applies to sales at the point of production b) 
independent gas producers where the sale is in interstate commerce for resale 
for ultimate consumption, and that such sales will, therefore, be subject to the 
Federal Power Commission’s jurisdiction; and 

Whereas such Federal Power Commission jurisdiction of sales of natural gas 
produced in Colorado adversely affects the conservation of oil and gas withil 
this State and threatens the jurisdiction of this commission over the conserva- 
tion of the natural gas and oil resources of this State: 

Now, therefore, be it 

Resolved, That this commission is opposed to any control by the Federal 
Power Commission of sales at the point of production of natural gas produced 
in this State, and urges that appropriate congressional action be taken to correct 
this situation; and be it further 

Resolved, That a copy of this resolution be furnished to the Governor, and t0 
all United States Senators and Congressmen of Colorado. 

Dated at Denver, Colo., this 21st day of March 1955. 

(Signed) Annabel Hogsett 
[sEAL] ANNABEL HOGSETT, 
Secretary, Oil and Gas Conservation Commission, State of Colorado. 
(Signed) Warwick M. Downing 
WARWICK M. DOWNING, 
Chairman, Oil and Gas Conservation Commission, State of Colorado 
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Mr. Rogers. Mr. Chairman and gentlemen of the committee; I do 
not have a prepared statement, because I do not think it is necessary. 
My statement will be brief, I think as brief as my bill. I want to 
Jay a predicate in this manner: 

In the first instance, I think we are here concerned with this legis- 
lation because of one thing, and that is the decision in the so-called 
Phillips case. If we go back a few years, we find that when gas was 
first discovered, there were two jurisdictions involved. One was the 
State in which the gas originated. The other jurisdiction was the 
State in which the gas was finally distributed. 

Someone conceived the idea of building a large interstate pipeline 
that would carry gas to many places throughout the country, and 
they did it. That left an in-between situation where neither State 
had jurisdiction. The State in which the gas originated did not have 
jurisdiction of it, and the State in which the gas was distributed did 
not have jurisdiction. 

That brought about the 1938 Natural Gas Act, which covered that 
void, creating three jurisdictions: The State of original jurisdiction 
where the gas originated, the Federal jurisdiction where the inter- 
state pipeline was concerned, and the final State jurisdiction where the 
gas found its destination. 

There was a threat after the Gas Act had been passed that the 
Federal Power Commission might move in and undertake to control 
the jurisdiction on those sales in the interstate pipeline in the State 
of the origination of the gas, which brought about the introduction 
of the Kerr bill, the Rizley bill, and I believe the Lyle bill. 

I want to say this in that regard. I have introduced three bills 
on this particular subject. One is H. R. 3703, which is my bill. I 
have also introduced the bill which was originally introduced by 
Mr. Lyle, a former member of the House, and also the bill which 
we know as the Kerr bill. Those two latter bills were introduced 
for comparative reasons only. I thought it would be better to have 
them introduced where the Members would have access to them and 
could see what was happening. Those bills were written at a time 
when there was a threat that the Federal Power Commission might 
move into this State jurisdiction. 

When the Supreme Court got the Phillips case and decided it, 
they pinpointed the proposition, and that gave rise to my bill, H. R. 
3103, which I introduced immediately after that decision. The 
decision was simply this: It said that you could produce and gather 
all of the gas you wanted, but you could not sell it to an interstate 
pipeline company unless you wanted to come under the jurisdiction 
of the Federal Power Commission. 

My bill simply extends the definition of producing and gathering 
to include the sale to the interstate pipeline company and reestablishes 
the three jurisdictions that were intended by the 1938 Natural Gas 
Act. That is all in the world it does. It cures the grievous error 
into which I thought the Supreme Court fell when they misconstrued 
the language of the 1938 Natural Gas Act. 

The reason I say they misconstrued it is this: The Supreme Court 
knew the legal situation concerning interstate commerce—don’t mis- 
understand me. I do not want the record to show that I think the 
Supreme Court was intentional in its misconstruction. I am torn 
between two points in that. I do not know whether I have lost faith in 
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the English language or in the ability of the Supreme Court to con- 
strue the English language, but there is something wrong with one 
or the other. They were ‘thoroughly familiar with the cases having 
to do with the end of intrastate commerce and the beginning of inter- 
state commerce. The Supreme Court knew or should have known by 
reviewing those cases that had the Congress wanted the Federal Power 
Commission to have jurisdiction over this gas which was sold into 
interstate lines, the Congress could have left any mention about pro- 
ducing and gathering out of this, because in the first place, the Federal 
Power Commission would not have had jurisdiction if the gas pro- 
duced and gathered were sold intrastate, but they would have had, 
under the holdings of other cases in other fields, jurisdic tion if it was 
sold into an interstate pipeline and continued its journey. 

So, they should have taken recognition of the fact that when Con- 
gress provided the exemption concerning producing and gathering, 
they meant to exempt not only the produc tion and gathering of that 
gas, but the sale of it into the interstate pipeline. 

To conclude, I feel that this is the simplest approach to the solution 
of the problem which was created by the decision in the Phillips case. 
Whether or not the Natural gas Act needs amendment in other partic- 
ulars, I am not prepared to say, but if it does, I think it should be ap- 
proached in another bill. I think we should cure the situation which 
was caused by the decision in the Phillips case and cure it alone, and 
then proceed to discuss these other matters. 

We are confusing a lot of things with this one little simple problem, 
which is not going to be so simple unless we do cure it. It is a very 
simple problem insofar as getting it pinpointed. We are confusing a 
lot of other things with it, that, I am: afraid, could easily be detri- 
mental to getting correction needed. 

If it is detrimental to getting it corrected and we end up without 
getting it corrected, we could easily find ourselves another step toward 
complete Federal bureaucracy, which is the thing that I fear as the 
end result. 

That is all I have to say, Mr. Chairman. 

The CuatrMan. Are there questions? 

Mr. Rogers, we thank you very much for your statement. 

Our next congressional witness is the gentleman from Ohio, Mr. 
Vanik, who also has a bill before the committee. 

Mr. Vanik. 


STATEMENT OF HON. CHARLES A. VANIK, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 


Mr. Vanix. Mr. Chairman and members of the committee, my name 
is Charles A. Vanik, and I represent the 21st District of Ohio, which is 
principally the East Side of Cleveland, Ohio. 

Over 95 percent of the residents of my district are consumers of 
natural gas which is distributed by the East Ohio Gas Co. which serves 
northeastern Ohio including the northern cities of Akron, Canton, and 
Youngstown, and which derives some ver y smal] quantities of gas from 
the West Vi irginia field, but the great quantities come from Texas 
and Oklahoma and the Southwest. 

I am not an expert in the very complex subject of natural gas and 
natural gas regulation such as the many witnesses who preceded me. 
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However, like Mr. Kuykendall and Mr. Searls, I am just a lawyer. 
As a matter of fact, my clients are the finest people i in the world who 
live in my district. They pay me a pretty fair retainer now of 
$22,500 a year. While they have a great personal interest in the 
outcome of this hearing which is before this distinguished committee, 
they have instructed me to help them, but they have also instructed 
me at all times to remember that my great obligation is to the people 
of all America and that if the two interests should come in conflict, I 
have their instruction to do those things which in my judgment are 
good for all America. 

Throughout the discussion that is before this committee, there has 
been a considerable interchange of utility and legalistic language, 
but the prime subject before your committee is what, if anything, 
should be done by way of legislation to protect the public interest 
in view of the so-called confusion which has arisen and brought about 
by reason of the Supreme Court’s decision in the Phillips case. 

W e in the Cleveland area have concern as consumers perhaps as 
much as any other group of people in America. For example, the 
local distributing company, the East Ohio Gas Co., has had its 
natural gas sales per domestic consumer rise from 85,743 cubic feet 
in 1945 to 195,893 cubic feet in 1954, per consumer. ‘The domestic 
sales have increased in the area of our local distributing company, 
from 46 billion cubic feet in 1945 to 131 billion cubic feet in domestic 
sales in 1954. For this same period industrial sales have climbed 
from 30 billion eubic feet in 1945 to almost 60 billion cubic feet in 
1954. The total consumption therefore of our northern Ohio gas 
served principally by this one local distributing company has risen 
from 76 billion cubic feet in 1945 to 190 billion cubic feet in 1954. 

In analyzing these figures, gentlemen, we find that gas consumption 
has increased “almost 300 percent in domestic sales and almost 200 
percent in industrial sales within a 10-year period. Putting it an- 
other way, our space heat consumers have increased from 120,709 in 
1945 to 539,109 in 1954, an increase of over 350 percent. 

In our part of the country, gas heat is practically the only source 
of fuel we use, and we have no desire to return to our wood stoves. 
In short, we have been consuming a lot of gas, a tremendous quantity 
of natural gas of which we have produce ed very little ourselves. As 
a matter of fact, the northern Ohio community has made just about 
as great a contribution to the domestic economy, to the welfare of the 
great sovereign States of the Southwest, as almost any other section 
of America. 

It will undoubtedly be mentioned by some members of this com- 
mittee or persons present that my community has one of the lowest 
gas rates in the country, and this is true, and there is a very important 
reason for it. Our low gas rate stems from the prudent activity of 
our distributing company in establishing huge areas in the Akron- 
Canton area for the stor age of natural gas. The diminished wells in 
the Canton, Ohio, area which formerly provided the early gas for 
our community, are now being used as tremendous reservoirs where 
gas 1s pumped in the slow seasons of consumption in the warm weather 
and then used during the cold season when it is pumped out of the 
reservoirs and into the lines of the consumers. Therefore, the north- 
ern Ohio distributing company can make a steady and constant pur- 
chase of gas into its territor y. 
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In addition to that, perhaps no other community in America uses the 
tremendous volume of natural gas for industrial purposes as we do in 
the Greater Cleveland area. It is mixed with other industrial g gases 
and is used in the basic industries of our area in the production and 
fabrication of steel, in the manufacture of coke and in many other in- 
dustrial ways, so that while our domestic consumption has been large, 
our industrial consumption has alse been large. 

As a large consumer, we are entitled and have received a large quan- 
tity consuming price, a lower price, the benefit of large- volume 
c onsumption. 

In addition to the maintenance of reservoirs, our local distributing 
company has done a splendid job of selling natural gas not only as a 
clean and efficient household fuel but also as a useful fuel for the opera- 
tion of appliances. We perhaps have more gas water heaters, gas 
incinerators, gas refrigerators, and gas stoves per capita than perhaps 
any other section of America. The local distributing company has 
done a tremendous job of stimulating and extending gas consumption 
on the basis of its low cost, and we have come to rely on natural gas. 

Much has been said during the course of these hearings about the 
relatively low price of gas at ‘the wellhead and the high price of gas at 
the point of distribution to the retail consumer. But it must be borne 
in mind that the producer digs a well and the gas flows out—some- 
times under the natural pressures of the earth. Sometimes or most of 
the time the finding of gas is an incidental happening, a bonus, dis- 
covered in the search for oil. The pipeline people must build and 
maintain pipelines and must maintain pressure through the lines, but 
the big operational cost features naturally devolve upon the distrib- 
utor, who must build a tremendous distributing system down every 
street of every city and into every home, and he must maintain expen- 
sive meters. There is a thousand times more earth displaced in the 
laying of distribution lines in our city streets than in the drilling of 
wells. The distributing company must maintain the pressure of gas 
throughout the system. and be sure that it is of sufficient thermal 
strength to be useful as a fuel. 

In ‘addition, the distributing company must maintain the huge res- 
ervoirs which I spoke about, with excessive pumping facilities. It 
must stimulate the use of gas for space heating and for the operation 
of household appliances and must in the northern American cities 
maintain a constant inspection of its entire system so that the use of 
natural gas in a factory or in a home is adequately flued so there is no 

resulting danger to human life. 

I need not remind you gentlemen of the very horrible destructive 
explosion in my city some years ago in which a gas reservoir in the 
Collinwood area exploded and blasted out several blocks of city streets 
at a tremendous loss of life. 

We in Cleveland and in northern Ohio have nothing to say about 
whose gas we use or where it comes from. It comes through the trans- 
mission pipelines and the distributing company’s pipelines. We have 
nothing to say about the price that was paid for it by the distributing 
company, the transmission company, or the agents of the wellhe: ad 
producers. 

If we had oil furnaces, we could bargain for our oil. It could be 
trucked into our homes from almost any part of America, from any oil 
distributors in our country, and we might have a choice of either burn- 





NATURAL GAS 277 


ing Pennsylvania oil or West Virginia oil or Oklahoma oil or Cali- 
fornia oil, which reaches our community by tank cars. In the same 
manner, if we used coal we would have the choice of using Ohio coal 
or Kentucky coal or West Virginia coal or Pennsylvania coal, which 
could come from any of thousands of mines, and we could choose be- 
tween anthracite coal or bituminous coal or design our furnaces to burn 
coal dust or coal bricks in some form. We could purchase our coal 
directly from innumerable retail outlets. But when our economy, 
when our very lifeblood, when the very stability and the usefulness 
of our homes depends only upon the natural gas which flows through 
the pipelines into them, then we ure at the mercy of everyone along the 
line who has anything to do with that gas—producer, transmitter, and 
distributor. 

It has been declared here by some of the previous witnesses that 
we could adequately regulate the price through our State public utili- 
ties commission, and this is nonsense. What can the State public 
utilities commission of Ohio or any other State do about the price 
of gas before it reaches the State line? The answer is “Absolutely 
nothing.” 

It would have and does exercise dominion over the activities of the 
distributing system within the State, and it can and does review the 
charges made upon natural gas and the price factors which go into 
natural gas that is distributed by our local distributing system. 

But my State cannot exercise any dominion at all, or raise any ques- 
tions at. all concerning the transmission cost of natural gas to the Ohio 
line or at the producer’s wellhead in the Southwest. Therefore, the 
only hope that we have for any kind of check on the reasonableness 
of the price of gas that comes to us is through the Federal Power Com- 
mission under the Natural Gas Act of 1938, which specifically directs 
the Federal Power Commission to provide such regulation and pricing 
as are necessary in the public interest. 

Prior to 1947, there were relatively few independent producers of 
natural gas. After a series of Federal Power Commission rulings 
with which I did not agree and with which most of our northern gas 
consumers did not agree, there developed on the horizons a great num- 
ber of producers of natural gas who, relying upon these decisions, con- 
sidered themselves exempt from Federal Power Commission regu- 
lation. 

The number of independent companies has continued and is con- 

tinuing to multiply to the end that the price of gas at the wellhead may 
be freed from Federal control. Everything was fine with the so- 
called independent producers until the Phillips decision came along 
and said that it was all wrong, that if gas was intended for transmis- 
sion in the interstate system it was subject to regulation. 
_ Let us for a moment analyze the increase in numbers of the so-called 
independent producers of natural gas. There were some in 1938, but 
the fact is that the Federal Power Commission conveniently does not 
have records of the number of independent gas producers in the suc- 
ceeding years until the year 1953 when it determined that there were 
4,545, The fact is that the number of so-called independent producers 
of natural gas did not increase until it became very profitable for 
them to increase under the subsequent favorable rulings of the Federal 
Power Commission. 
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Just how independent are these so-called independent producers? 
It looks to me that they are nothing more than the legally divorced 
spouses of the principal transmitters of natural gas from the South- 
west. Although they were legally divorced, we find that they are still 
very, very much in love. They date each other frequently, and they 
aren't the least bit clandestine about it. They consort in public places 
and are usually represented by the same lawyers. Are they really in- 
dependent? Who incorporated them and who owns their stock and 
who controls them, and who is their spokesman? Just how much has 
the Federal Power Commission done to analyze the nature and the 
character of the so-called “independents”? The Commission could 
not have done very much to identify them if it had no records as to 
their numbers prior to the year 1953. 

There has been considerable talk throughout these hearings on the 
effect that the Harris bill would have to conserve the natural gas sup- 
plies and at the same time make more gas available at no higher price 
to the consumer. It cannot do all things for all people. ‘It simply 
an’t. 

It was pointed out by officials of the Federal Power Commission 
that we have reserves which would last 2214 years at the present rate 
of consumption. But the fact that is overlooked is that the present 

rate of consumption is only a fraction of current demands and what 
current increased demands could make it, particularly in view of the 
anticipated increase in population and the anticipated development 
of our industry. I doubt whether the present reserves are suflicient 
to last 10 years. ‘The shoe may end up on the other foot. The great 
gas-producing States of Texas, Arkansas, and Oklahoma may some- 
day, sooner than they now believe possible, find themselves in the 
same plight as Ohio. The wells may become depleted and become 
useful only as storage bins for gas that might even have to come into 
Texas and Oklahoma from other States. If that were to happen, 
would Texas and Oklahoma feel then as they feel now about the 
regulation of the Federal Power Commission on this important 
subject ? 

During the course of these hearings it has been brought out that 
45 percent of the gas produced in Texas goes into interstate, while 
55 percent remains in Texas. What was overlooked in this discus- 
sion is that most of the 55 percent of the gas remaining in Texas 
is pumped back into the wells to be mixed and prepared “with other 
gas for ultimate consumption in interstate commerce. The 45 percent 
estimate on inter state shipment is not correct. 

The Harris bill, the bill which this committee is principally con- 
sidering, speaks of a fair field price. The fair field price of a sub- 
stance, any substance in demand, is what the market will pay. A 
fair field price of natural gas at the wellhead will move the areas of 
competition from the field, the producing end, to the consuming end, 
in the development of vigorous competition between cities and city 
and other urban centers that need the gas. Apparently some Indiana 
communities are willing to get the gas at any price. We cannot bid 
for gas at the Texas “and Oklahoma county gas auctions. The 
struggle which we witness in this hearing is a struggle between the 
“have” and the “have not” areas of this country with respect to 
natural gas. We call ourselves the United States of America. We 
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are united in the Federal form of our Government in the national 
welfare, but this process of picking away at the very thing that makes 
America strong will destroy us. We are an economic unit and the 
interdependence of one section of America upon another will 
strengthen the land. 

There has been considerable discussion before this committee on 
whether or not natural gas produced for interstate commerce is a 
public utility. As far as the United States is concerned, that question 
is moot. Under the long chain of Federal decisions the test of 
Federal regulation is whether the subject or substance passes through 
interstate commerce. As far as the consumer is concerned, there is 
absolutely no question. Most definitions of public utility concern 
themselves chiefly on whether or not there is monopolistic control. 
‘To the gas consumer of the North, whose natural gas comes to him 
from a producer over whom he exercises no selection, and through 
1 distributor over whom he exercises no selection, gas is a public 
utility. He is at the complete mercy of the people who provide, 
transmit, and control the flow of natural gas to his home. 

I am in perfect agreement with the distinguished trained judicial 
minds of the United States Supreme Court in the Phillips case. And 
what are the Southwest producers endeavoring to do now? They 
don’t like the Court’s decision, so they want to overrule this decision 
by an act of Congress. The calm judicial temperament and the wis- 
dom of our highest Court in the Phillips case is being circumvented 
by regional emotions. History tells us from the Dred Scott decision 
to the Supreme Court packing bill that the upset of judicial decree 
by intemperate legislative action does not result in the ultimate na- 
tional good, 

The Federal Power Commission comes here today and tells us that 
they do not want to fix the wellhead price of natural gas going into 
commerce. Do they want to escape their public duty? They don’t 
say. The Natural Gas Act tells them what to do and the United 
States Supreme Court in the Phillips case gave them a mandate. It 
says that the Commission must fix the field price of the wellhead pro- 
ducer. They have the broadest authority under the law as it now 
stands to fix formulas, flexible formulas for the pricing of natural 
gas. It seems to me that the law is almost satisfactory just as it is. 
If the Commission arrives at unjust or arbitrary formulas, the 
wellhead producer or the transmission line may go into court and try 
to get the formulas corrected. If the consuming public does not like 
the formulas, then they can go into the courts and get them changed or 
they can exercise their public perogative as voters and dismiss the 
Federal Power Commission if they disapprove of its work. 

If this committee should decide in its sound judgment that the Fed- 
eral Power Commission must be guided in the factors surrounding 
regulation and in the determination of wellhead price, I have a bill 
which I think is fair. It leaves the production of wellhead gas under 
the Federal Power Commission control if it is intended for interstate 
shipment in accordance with present law. With respect to pricing 
formula, it says that the producers of natural gas at the wellhead 
should be allowed a fair and reasonable return on their investment, 
and I would be willing to see the measure amended specifically to in- 
clude a producer’s dry-well experience in arrving at the investment 
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factor. I recognize that a dry well can cost a considerable sum of 
money. I am not saying that 3, 4, 5, or 6 percent is a fair and reason- 
able return on this kind of investment. You can get that kind of 
return on your money today with no risk factor. But we not let the 
Federal Power Commission take these facts under consideration and 
allow a producer.a fair and reasonable return on his investment which 
will include the factors of risk, the high cost of dry wells, and prob- 
lems of reaching transmission points. 

I don’t know extensively of the terms that have surrounded the 
whole atmosphere of natural-gas regulation. I have studied the 
problem here, and I have followed it for a long time as a member of 
the Cleveland City Council and the Ohio State Senate. It seems to 
me that despite all the talk we have about escalator costs, fair field 
prices, and favored-nations clauses, the issue today simply boils down 
to a political decision. Are the people of the sovereign States of 
Texas and Oklahoma and the other gas producing States of the South- 
west, which produce the natural gas, privileged to charge whatever 
price they see fit for the natural gas on which they find themselves? 
That is the Harris bill. Are the northern consumers of natural gas 
who have no choice about whose gas comes into their homes going to 
suffer the lack of any effective public regulation on this important 
natural resource upon which they have become so dependent? In 
short, is the public to be served in any way by the Harris bill? 

Gentlemen, the people of my State and the people of my district do 
not want to engage in combat with the good people of Texas and Okla- 
homa and the Southwest. All we seek is peaceful coexistence. We 
seek in natural gas what another distinguished Texan, Wright Pat- 
man, seeks in other fields, fair and reasonable trade policy. We do not 
want to pay a tariff on our gas to Texas, Oklahoma, and the other 
States of the Southwest. We want the good people of the Southwest 
to get everything to which they are entitled for their enterprise and 
for the bountiful things which the good Lord put into their earth 
and forgot to put in ours. They are entitled to very much considera- 
‘ion for their enterprise and for their risks in drilling for oil and gas, 
but some of the national interest in the earth of the Southwestern 
States is something that the northern public feels entitled to because 
we are also part of these same United States. We live in the same 
Republic. We feel entitled to participate in the bounties of another 
part of our Nation at a reasonable cost because the people of Texas, 
Oklahoma, and the Southwest didn’t put that gas into the earth. 

The decision which confronts this committee is very technical, but 
it is primarily a political and economical conflict between regions. 
Should the right and interests of 88 million people be disregarded in 
the interest of several thousand so-called independent producers of 
gas. My bill and a Federal Power Commission which is constrained to 
work could do the job in fairness to all groups concerned. 

The Cuarrman. Thank you very much, Mr. Vanik. 

Are there any questions ? 

Mr. Dies. Mr. Chairman, I would like to ask Mr. Vanik 1 or 2 
questions. 

The Carman. Mr. Dies. 

Mr. Dries. I was impressed by the tremendous use of gas in your 
district. Undoubtedly that has contributed a great deal to the pros- 
perity of your area, has it not? 
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Mr. VANIK. It certainly has. 

Mr. Dres. It has been a tremendous factor in the growth and de- 
velopment of your wonderful district, is that not true ? 

Mr. Vanik. I would say it probably has added more to the con- 
venience of the population than to the great wealth, because gas flows 
in and it is a lot easier than stoking a furnace. I think our people 
appreciate the convenience more than any other factor. 

Mr. Dus. They prefer that form of fuel ? 

Mr. Vani. Yes. 

Mr. Dies. To date, they have not had any complaints about the 
rice of gas. The very fact that it continues to be used in such increas- 
ing quantities is pretty good evidence that the matter has been pretty 
well handled up to date. 

Mr. Vanik. To say that the people of my district have been without 
complaint about the price of gas would be an unfair statement, be- 
cause they have sanasiaiiens every time the price has gone up, like any 
other group of people. They have taken their fights to the courts, and 
they have taken their fights to the Federal Power Commission, they 
have taken their fights to the Public Utilities Commission of Ohio. 
Every time a distributing company comes in with a rate increase, it 
creates quite a furor. Everybody in my town knows about this gas 
question, and I think would be fairly well prepared to argue it. 

Mr. Dies. Of course they have made similar complaints about the 
increasing prices of coal, I presume. 

Mr. VaAnik. I think like any group of people they have complained 
about rising costs and the cost of living. 

Mr. Dies. You hope that by Federal regulation the price of gas 
will be lowered; is that right ? 

Mr. VAniK. I do not suppose, Mr. Dies, that we can expect in the 
foreseeable future that the prices of any utility services are going 
to come down. We are living in an economy where prices are con- 
stantly on the rise because of increased cost factors and higher wage 
earnings, and so forth. But what we want is some check upon what 
is going on. 

Mr. Dies. That is right. 

Mr. VAniK. Look at this. Before 1953 the Federal Power Com- 
mission cannot tell me how many independent producers there were, 
in 1947 or 1948 or 1950. They said, “We weren’t called upon to do 
that until after the Phillips case.” If they were looking out for the 
public interest they should have been watching all phases of the 
activity all the time. 

Mr. Dries. I understand that, but, of course, the Federal Power 
Commission can regulate the price of gas, but they could not compel 
us in Texas to sell the gas; could they? There is no way they could 
do that. Let us assume that what many people say is true. I have 
heard some very responsible people say it. We have approximately 
o6 percent of the gas reserves in our State. Let us assume that the 
producers are unwilling to take the hazards of discovering gas and 
prefer to curtail their production, then it is freely predicted that 
industry will move into the State of Texas. I do not know that that is 
true. I think the Chairman of the Federal Power Commission testi- 
hed that one of the great dangers was that the effect of it would be 
that industries would locate in our area and that you will not get the 
gas. You cannot make us give you the gas. 
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Mr. VAntK. That is right. 

Mr. Dries. Would there not be the danger that you could cut your 
nose off to spite your face? 

Mr. Vantk. I have an answer to that, Mr. Dies. I have not read 
all the prospectuses that have been put out by the Texas chambers of 
commerce about that. 

Mr. Dries. I do not know. I am just taking the testimony of the 
Chairman of the Federal Power Commission, who said that one of 
the real dangers was that when the Federal Government took over 
this industry, it would result in the curtailment of gas and instead 
of your being able to get the great abundance which you have gotten, 
with your district building industr ially and your domestic users hav- 
ing the convenience of it, the people of Texas and the other producing 
areas will say, “The Federal Government has taken it over. Finally 
we have some men in there who are playing politics with the question, 
and they are holding the price down to ‘such a point that we can’t 
make any money out ‘of it, and we just won’t produce.” There would 
not be any gas moving in interstate commerce. 

Then let us assume that the industries which are now in your area 
say, “We would rather have gas. We are not going to use coal. We 
will just move down to Texas.” 

Did you ever consider that threat / 

Mr. Vantk. I certainly have, Mr. Dies. I have this to say in 
response to that inquiry. Let me ask you a question. I am not privi- 
leged to do that. 

Mr. Dies. That is all right. 

Mr. VANIK. Let me make a comment on it. If the people of Texas 
want to take a chance on not producing their gas, they might get stuck 
with it, too, you know. That is always in the cards. 

Mr. Driers. What is that? 

Mr. Vanrik. It might not be worth anything if we get some sub- 
stitute fuels along the line. 

Mr. Dies. Does the gentleman realize how many industries can 
locate in Texas? Does he realize what a tremendous expansion there 
could be? 

Mr. Vanik. I realize the size of the State of Texas. [ Laughter. | 
You could put all of Ohio and Pennsylvania, too, and maybe part of 
other States, in Texas. 

Mr. Dres. I am not suggesting to the gentleman that there is any 
desire on the part of the people of Texas to do that or to withhold 
this great source of energy from all the people of our United States. 
Evidently we have been pretty fair to your district, from what you 
say. 

What I am saying is that those who are so anxious to have Federal 
control and who look upon it as a panacea ought to consider very 

varefully that in the end their own areas will be seriously hurt. 

Mr. Vanix. We are not afraid of that i in Ohio, Mr. Dies. You see, 
our industry is located on a great reservoir of fresh water, which in- 
dustry needs, too, you know. We have all the water in the world. 
We have a whole series of lakes just chuck full of it. We have acces- 
sibility to cheap commerce. 

Mr. Dres. Maybe we couldl swap you a little gas for the water. 

Mr. VAnix. We would be glad to do that, but I want to get one 
point over, and that is that if the price of industrial gas in my com- 
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munity creeps up any higher, a great many of these industries are 
ready to shift and start using Mr. Staggers’ coal again, and they 
are prepared to do that. You see, they are ready to do it, but my 
house isn’t. I will have to throw out all the utilities that I have 
built. 

Mr. Dies. You have made a convert for us in Mr. Staggers. 

Mr. Vanix. That is likely to happen, you see. We have a very 
effective balance between our industrial and our domestic consump- 
tion. If the price of gas rises for industrial use, as it would in any 
projected gas rise, you may lose that business and we may lose that 
volume and we may lose our large-volume price. That is all a 
possibility. 

Our industries are certainly prepared to use other fuels. They are 
fully prepared to do that. They have done it before, and they will 
vo back to it if the price becomes exorbitant to them, 

Mr. Dies. I yield. 

Mr. Rogers. Mr. Vanik, you are talking now about the industry 
which uses the gas and the group which uses the gas when it reaches 
its destination. You are advocating bringing under Federal control 
the producers of gas? 

Mr. Vanik. I am advocating supporting the United States Su- 
preme Court. 

Mr. Rogers. That is argumentative, but let me ask you this: Would 
you support an amendment to the Natural Gas Act which would 
bring your local utilities in Ohio under the Federal Power Commis- 
sion 4 

Mr. Vantk. Why, yes. 

Mr. Rogers. In other words, Mr. Vanik, I conclude that you are 
for centralization of government, for complete Federal control. 

Mr. Vanrk. I am for responsible government. If you have a job 
to do, you have to do it, the Government has to do it. 

Mr. Rogers. Let’s don’t talk in platitudes. 

Mr. Vanix. That is not platitudes. 

Mr. Rogers Let’s talk loan exactly where we are. You want to 
bring producers of gas under the Federal Power Commission. By 
the same token, why is it not just as right to bring the distributors 
of gas at its destination under the Federal Power Commission ? 

Mr. Vantx. If they send their gas outside the State line, I think 
they ought to come under the jurisdiction of the Federal Power Com- 
mission, and would do so. 

Mr. Rogers. Why put one under and leave the other one out? 

Mr. Vanrk. Because one is in intrastate business. 

Mr. Rocers. Mr. Vanik, isn’t the reason because the gas comes from 
some other State, but the distributor is in your State? 

Mr. Vantk. No, that is not the reason. 

Mr. Rogers. You see, if you could do that, you could do away with 
your public power commissions and put all the expense on the Federal 
‘rovernment and save millions of dollars in State taxes and State ex- 
pense, 

Mr. VanrK. I do not think that is the comparison at all. Our State 
public utilities commission under the law cannot do anything beyond 
its borders, It is chargeable with checking on the cost of distribution 
of light, power, and every other form of utility. 
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Mr. Rogers. You want to keep that, do you not, and regulate your 
own business in Ohio? 

Mr. Vanik. I would say this 

Mr. Rogers. But you want the Federal Government to regulate that 

1 Texas. 

Mr. Vanik. No, I am not saying that. I am saying 

Mr. Rogers. I do not know w hat * you are saying, then. 

Mr. Vantk. If the Cleveland Electric Power Co., our illuminating 
company, our electric power company, were sending electricity down 
to Texas and they were going in interstate transmission, I would say 
the Federal Power Commission ought to regulate them because they 
ure going across State lines and are bringing electricity into Texas, 
and you have a right to have that inter state regulation. 

Mr. Rogers. Y ou are getting into something else now 

Mr. Vanik. It is the same thing. 

Mr. Rogers. As far as electricity is concerned. The opponents of 
this legislation and the opponents of the Supreme Court decision say 
there is a definite distinction between electric power and gas. [at's 
don’t get off on that. We will come to that later. 

The CuarrMaNn. Are there further questions? Mr. Springer / 

Mr. Sprincer. There was one thing which intrigued me. Are you 
a lawyer ? 

Mr. Vantk. Yes, sir. I prefaced my remarks with that statement. 

Mr. Sprincer. Do you feel there is a danger in congressional legis- 
lation upsetting a Supreme Court decision ? 

Mr. Vanrik. I pointed out there was a danger in that, yes, sir. 

Mr. Sprincer. You referred to the Dred Scott case, as I understand 

Mr. Vantik. I went on from there to the Supreme Court “packing” 
bill. 

Mr. Springer. Would you say there was a danger in what we did 11 
upsetting the Dred Scott case ? 

Mr. Vanik. No, I don’t think so, not in that particular instance. 
What I want to point out is that Congress should go slow in upsetting 
a decision of the Supreme Court, which is working with all the laws 
and the statutes. I think this has nothing to do with the gas question. 
It is irrelevant. It was merely a point that we have to be very care- 
ful about going beyond our courts and the Court’s decisions, because 
it can have ea far-reaching effect. 

Mr. Sprrncer. You have brought out the best example I know of 
in the history of this country of the value of legislation turning over 
a Supreme Court decision. Tam a lawyer, and 'T believe for the most 
pa in abiding by the Supreme Court decisions, but the Dred Scott 

‘ase is as good an example as you could point out why legislation is 
nsdited by the C ongress sometimes to correct Supreme C ourt decisions 
Am I not right in that? 

Mr. VantK. I do not deny the supreme right of Congress to change 
the law, but I think we have to be very ¢ careful about it. 

Mr. Sprincer. I merely wanted to point out that you mentioned 
the Dred Scott case to support your argument, but that is the example 
I would want to use if I were pointing out why you should have con- 
gressional legislation at times to correct Supreme Court decisions. 

That is all preliminary. Now I want to get down to the basic 
thing. 
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I do not have a single gas producer in my district. I am not inter- 
ested in this question. one way or the other except to do two things. 
I think when this legislation gets before the House it is going ‘to 
depend on two things, and I hope we are not going to lose sight of the 
first one, which is the question of whether we are going to have an 
udequate supply of natural gas produced, not whether it is in the 
vround but whether we are going to have an adequate supply pro- 
duced. 

There is only one thing I know of, that back some 4 or 5 years ago, 
for some 3 years I had a house for which I could not get any gas. 
did everything I could do, including mang all the influence I had, 
but I did not get any gas. I wanted gas. The problem is, Are you 
going to go back to that situation by rekeinfecr the control of the 
production of gas by the Federal Power Commission? That is what 
oa are going to do if you retain the Supreme Court decision. There 
is no question about that, is there? 

Mr. Vanik. You are going to control the production of gas? 

Mr. Sprincer. That is what you are in effect going to do. 

Mr. Vanix. I do not see how you control the production of it. The 
production is free. 

Mr. Sprincer. If you regulate the price of it and the people do not 
produce it, you are in fact “regulating the production of gas, are you 
not ¢ 

Mr. Vanik. Do you think for one moment that anybody down there 
who has gas and has to be careful to conserve it lest someone should 
tap the same source of supply, is going to be anxious to keep it in the 
ground and off the market because they may not get all they can get 
out of it? 

Mr. SprrnGcer. Certainly not. 

Mr. Vanix. I do not believe that. 

Mr. Sprincer. The question is, Are you going to produce any new 
gas? The problem is, Are you going to have people venture capital 
in the production of new fields of gas, not what they have already 
got there, but going out into fields far beyond Texas where gas has 
not even been discovered yet, and get that gas into production ? ? That 
is what I am talking about. 

Mr. VANIE. Suppose under the formula set forth in my bill we give 
them an incentive which covers the dry wells, which covers all “the 
costs of everything which they have oud we allow them a good profit, 
maybe 10 percent, maybe more, do you not think that enough people 
would be anxious to go out and get the gas and put it on the market ? 

Mr. Sprrncer. Yes, That leads us to the second point. You want 
to get it at a reasonable cost, do you not, to your customers ? 

Mr. Vanrx. That is right. 

Mr. Sprincer. So do I. Do you realize that by going into this you 
are going to guarantee the inefficient producer 

Mr. Vanik. Yes. 

Mr. Sprincer. Are you familiar with the Supreme Court decision 
on the question of who much they must have in the way of a guaranty 
of reasonable return on their money ? 

Mr. Vanux. Yes; I followed that. 

Mr. Sprtncer. Do you realize how many people are not successful 


In this game who would be guaranteed a reasonable return on _ their 
invest me nt ¢ 
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Mr. VAnix. I feel that there aren’t many producers who can af. 
ford to be nonproductive very long. They are not going to dig just 
2 lot of dry wells. They are going to be digging for gas. 

Mr. Sprrncer. That is very ‘true. Tam not so sure that by this legis- 
lation you are going to lower the cost very much, anyway, because 
you are going to; guarantee the inefficient produc er as well as the fellow 
who is actu: lly produci ing at the present time. Is that not true? 

Mr. Vani. No; I do not think that is true, because he has to pro- 
duce and have a profit before he can get the advantage of writing off 
the cost of dry wells or unsuccessful operations. I do not think we are 
paying him for not producing gas. He is only going to get paid 
for his gas if he produces it. Tf he finds it, then he can write off the 
cost of his dry well operations. He cannot go out digging a lot of 
dry wells and get An for it. He is not going to do that. 

Mr. Sprrvcer. Can he not do that at the present time? You are 
guaranteeing him aia Can he do that presently / 

Mr. Vantx. I am not guaranteeing him anything but the fair and 
reasonable return on his investment for what he does. 

Mr. Sprincer. That is right. Are you doing that at the present 
time? ‘That is my point. 

Mr. Vantk. No; I do not think we are. 

Mr. Serincer. They are in competition. You are not guarantee- 
ing them anything at the present time, but you will be guaranteeing it 
if you pass this legislation, because the fellow who produces just 1 
well, under your bill, can charge off the loss of 10 wells, but not at 
the present time. He is in competition with people who are producing 
efficiently. If he produces only one well and he goes bankrupt, that 
is his own fault. 

You are getting into a field here where I am not so sure that you 
know exactly what you are doing when you are talking about guar- 
anteeing this man a return on his investment, where you are guarantee- 
ing everybody who produces gas a fair return upon his investment, 
because you are going to take out of it then the competitive factor 
which we have, and that is why, if I may point out—and I think this 
chart here shows it—you are getting field price of gas now at approxi- 
mately 9.2 cents. That is all ‘that it is costing the people of this coun- 
try at the wellhead. You did not hear the testimony here the other 
day. It costs $2.37 in New York City per thousand cubic feet. 

Mr. Vang. I heard it. Isat right here. 

Mr. Sprincer. They are paying for that about 7.5 cents out of $2.37. 
Do you think you could get it any cheaper than that under your bill! 

Mr. Vanix. My bill does not propose to get anything any cheaper. 
My bill does this: You asked whether or not it stimulates production. 
I think it does, because we give a man an opportunity to write off his 
unsuccessful operations, but he has to have a mar gin of success before 
he has anything to write off. It is a part of American enter prise. 
Nobody is going to go out and just keep digging dry wells. They are 
going to have to dig good producing wells. ‘If they do happen to run 
into some dry ones, then they can write off the cost of that dry-well 
operation. 

I think this bill will stimulate the production of natural gas. Inso- 
far as it stimulates it, it may help keep the price in balance. 
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Mr. Sprtncer. If you assume it does stimulate it—I am not sure that 
it does—I am not convinced that as a result of that stimulation you 
are going to get a lower price. When you start subsidizing the inefli- 
cient producer, that means he is in the market when he produces one 
well. If he has had eight bad holes, he is in business, under your bill, 
and you have got to guarantee him a return, No matter what the 
price of that gas is which comes out at the w ellhead, you are guaran- 
teeing hima profit on the nine wells which he lost. You are removing 
the law of supply and demand at that point and putting into business 
the inefficient producer. 

I have thought about all these things, and I am going to vote for no 
bill which I think is not going to do “these two things: first, which is 
voing to keep productoin going, not what we know about already but 
what is also yet to be discovered in this countr y; and second, that the 
consumer is going to get it at reasonable prices. 

When I see this chart here with reference to the mining of coal, 
for instance, out of every hundred cents it costs to mine the coal 26 
cents, as against gas only 9.2 cents. I just give you the picture, and it 
looks to me as if in the field of gas alone you are getting probably the 
lowest price of any of the fuels. 

Mr. Vanix. I thought I explained that discrepancy in my statement. 
I pointed out the things that the distributing company does. It digs 
all these pipelines, runs them into every house. T hey hght your pilot 
light. They promote the sale and use of gas. They have tremendous 
pressure systems that they have to maintain. They do so many, many 
things which are fixed charges, and our Public Utilities Commission 
of Ohio has gone right down and analyzed every single one of them 
and made them prove it. 

Mr. Harris. He was talking about the cost of the commodity. 

Mr. Vanik. He was comparing the cost to the consumer with the 
producer’s cost. 

Mr. Sragcers. Will the gentleman yield ? 

Mr. Springer. Yes. 

Mr. Sraceers. I would like to clear up a misapprehension which has 
been brought to this committee. I think witnesses here have answered 
questions ‘wrongly about the cost at the well of dry holes. I do not 
see any members of the Federal Power Commission ‘here, but I should 
like to have this answered : I understand from many sources that right 
now the cost of these dry wells is taken into consideration. It has been 
denied by witnesses here; that it is a risk thing, and they have stated 
they do not get anything on it. They do. W hen you dig for coal you 
(lo not get anything back on it if you do not get coal. But you do on 
this, . 

You can take that into consideration, Mr. Springer. I know I am 

right on that, and I would like you to clear it up here. I know the 
(uestion was answered yesterday that they take a chance and get noth- 
ing back. They are getting consideration. 

You say that we do not have any interest down in Texas. Do you 
know that the consumers of this Nation are putting into the district 
of Texas hundreds of millions of dollars, really, in depletion tax, which 
we do not get back, but if we did get it back it would amount to 
hundreds of millions of dollars. Do we not have an interest in what 
is going on down there or any other place where gas is produced ? 





288 NATURAL GAS 


Mr. Sprincer. I would like to answer your first question, Mr. Stag- 
gers. I think some companies do take into consideration the fact 
that you have dry holes. You are talking about the profitable men. | 
am talking about the inefficient producer which this man would guar- 
antee by his bill. 

Let me ask you this: If you have down in Texas 3 men, all within 
an area of 6 miles, producing. One produces 9 dry holes and one 
produces a profitable hole, and another man over here produces, we 
will say, 5 dry holes and 5 good holes. Another man produces 8 
good holes and 2 bad holes. You cannot tell me that the man who 
only produces 1 good hole and 9 bad holes has to take on the market 
competitively, the very thing which has been brought out here, at the 
same price as the man who produces 8 good holes and 2 bad holes. 

The point I am making is that the minute a man goes into produe- 
tion, the minute a man finds a good hole under this bill he is guaran- 
teed for the nine bad holes, and your question of supply and demand, 
which is the question of regulating your price at the wellhead at the 
present time, is removed under the type of bill which the gentleman 
fr Ohio has brought forward. That is the point I am making. 

I do not think under that kind of situation, where you are guar- 
anteeing the inefficient producer or, we will say, the man who has bad 
luck the same as you are the man who is a good producer, who has a 
research staff to get the job done at the cheapest price, it is going 
to help in assuring a reasonable price to the consumer. I-do not think 
you can refute that. Those facts and figures or that example I do 
not think can be refuted. 

Mr. VantK. May I have one moment, Mr. Chairman, to answer 
that question? Ido not think my bill guarantees inefficient producers 
anything. We have adopted in this country a philosophy of taxation 
in which we let a man subtract from his gains his net losses. A man 
may have one business which is successful, he has others which are 
not successful, so he can charge his losses against his successful opera- 
tion. That creates enterprise, it makes people go out and create new 
business, it makes people do other things than they are presently 
doing. It spreads out their operations and spreads their investment 
capital into other risks. 

Frankly, that is all this bill does. It says you can deduct the 
cost of your dry hole if you have a profit from a good investment 
or from a producing well which you have made. Then you can 
continue the search for this important natural resource. 

I think it does just exactly the reverse of what the gentleman says 
it would do. I think it would stimulate the investment, the activity, 
and the search for additional resources with respect to oil and gas. 

Mr. Sprincer. That is all, Mr. Chairman. 

The CHarrman. Are there further questions? 

Mr. Hate. Mr. Chairman. 

The Cuatrman. Mr. Hale? 

Mr. Hate. Were the people of Cleveland getting natural gas at 
reasonable prices a year ago? 

Mr. Vantx. Yes, I would say SO; yes, sir. 

Mr. Hate. Are they getting that for any less today ? 

Mr. Vantk. It is my understanding that the price has not gone 
down. It has been going up right along. I understand an increase 
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is imminent right now because of the increased price of the gas that 
is being requested at the Ohio line by the transmission company. 

Mr. Hauy. You are aware, are you not, that prior to last June there 
had been no Federal regulation of producers of natural gas? 

Mr. VANIK. You mean the independent producers? 

Mr. Hatz. Any producers of natural gas. 

Mr. Vantx. There have been regulations since 1938 in some form. 

Mr. Hate. I think the gentleman is misinformed, very seriously 
misinformed. 

Mr. Sprincer. I do not think he understood your question. 

Mr. Hate. The producers of natural gas were never regulated. 

Mr. VantK. Until the Phillips decision. 

Mr. Hare. Until the Phillips decision. 

Mr. VantK. Yes; that is correct. 

Mr. Hate. Nevertheless, you have always had in Cleveland a supply 
of natural gas, a constantly increasing supply of natural gas, at 
reasonable prices. 

Mr. Vantk. The price has gone steadily up, but we are now in a 
position where we are competing with everybody all over the country 
for the same gas. It is in short supply. 

Mr. Hate. The price of everything else has gone up, has it not? 

Mr. Vantk. But there seems to be an abundance of automobiles, 
an abundance of housing at fabulous prices in the Washington area 
and other places, but there is a tremendous demand for natural gas 
all over the North, and we are not getting as much as we need. 

Mr. Hare. A tremendous demand for natural gas requires a tre- 
iendous supply to meet it, does it not? 

Mr. Vantk. That is correct; yes, sir. 

Mr. Hare. You appreciate that the people of Texas can sell their 
natural gas in Texas and do not have to send it to Cleveland. 

Mr. Vantk. They have to send it away. Of course, they threatened 
to do something else with it, keep it or use it for local industry, but 
| think they have to send it away as a practical matter. 

Mr. Hate. They might send some to Maine. We have never had 
any. 

Mr. Vantk. I know it. You would like to have it, undoubtedly. 

Mr. Hate. One other question. On page 7 of your statement you 
say : 

Under the long chain of Federal decisions, the test of Federal regulation is 
whether the subject or substance passes through interstate commerce. 

Do you advocate Federal regulation for everything that passes 
through interstate commerce ? 

Mr. Vanrx. I know what you are referring to. You are referring 
to the Maine potatoes which might have to cross into Pennsylvania. 
No. I think we want to regulate those things that cross State lines 
that are a public utility at the point of receipt. Your potatoes are 
not a public utility. We like them. We enjoy them. But they are 
hot a public utility. We can get potatoes from other parts of the 
country, 

Mr. Hare. Let me assure the gentleman that there are no potatoes 
produced in my district. He need have no apprehension on that 
score, 
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I would just like to say with reference to the opinions of the 
Supreme Court of the United States, if the gentleman remains in 
Congress for many years I think he will find that scarcely a year 
goes by that the Congress does not correct the unfortunate effects 
produced by some opinion of the United States Supreme Court, and 
f mean no disrespect to that body. 

The CHatrman. Mr. Flynt? 

Mr. Furr. At this point, Mr. Chairman, I would like to commend 
my colleague from Ohio on the preparation of his statement. He 
has devoted a great deal of thought and research to it. The facts 
which you have produced in your statement, of which we have a 
copy, certainly show a great deal of effort on your part. That is 
not to say, however, that J agree with the conclusions which you 
reached. 

According to your statement, you oppose the Harris bill; you want 
the Harris bill defeated. 

Mr. VantK. Yes, sir. 

Mr. Fiynvr. You want your bill passed. 

Mr. Vanik. Yes, sir. 

Mr. Fiynt. You want to give to the Federal Power Commission 
the authority to control and regulate the price of gas at the wellhead. 

Mr. VaniK. That is right. 

Mr. Fiynv. If you have control and regulation, you have to have 
either a floor or a ceiling. Which one do you propose? The passage 
of your bill or the def sat of the Harris bill would result in a floor or 
a ceiling. 

Mr. Vantk. I think I have studied this question of proper formulas 
for a long time, probably not anywhere near as long as the members 
of this committee, I know. But I cannot for the world fix any 
formula that will cover every sieuntion. We cannot possibly do that. 

Mr. Frynv. One, the law of supply and demand, would pretty well 
cover it; would it not ? 

Mr. VanrK. Let me say something about the law of supply and 
demand here. The demand is well over the supply here. Practically 
every State in the North wants natural gas. 

Mr. Fiynt. That brings me to this 

Mr. VaniK. That creates a monopoly of supply. 

Mr. Friynr. Where the demand is greater than the supply, is not 
the logical result of that to be for exploration for more gas-producing 
wells? 

Mr. Vanik. No. Where there is strong demand, I think there will 
be strong production. 

Mr. Friynv. If the purpose of the control of the cost of gas at the 
wellhead is to put a floor on the price, will that not encourage ‘inefficient 
operation, as Mr. Springer asked you a few moments ago? 

Mr. Vani. My bill does not put a floor on the price “of gas. Asa 
matter of fact, things might become scarce and there might | be higher 
production costs, and the Federal Power Commission might decide 
that 20 or 30 percent return on the investment might be necessary. 
I leave that open. Let the Federal Power Commission hear this thing 
from year to year. 

Mr. Frynr. But if the purpose of control is to put a floor, will 
that not encourage inefficient operation ? 
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Mr. VaniK. If you are asking me about the general proposition, 
yes, but my bill does not do that. 

- Mr. Frynt. If you put a ceiling on it and the ceiling is placed on 
it in an effort to protect the consumer, if that ceiling is so low that 
it will not be profitable for the producers to operate and make further 
evploration, will they not stop selling it in interstate commerce and 
defeat the very purpose that we are trying to accomplish here? 

Mr. Vanik. What you are saying may be true asa general proposi- 
tion, but my bill does not do ‘that. It just gives them a fair and 
reasonable return based on what they have put into the production 
ot f the gas. . 

Mr. Fuynr. Regardless of the efficiency or inefliciency of their 
operation. ‘ 

Mr. Vanik. They are going to be efficient or they are not going to 
stay in business. If they keep producing dry wells, they will be 
out of business pretty fast. 

Mr. Frynv. If I may, I would like to make this observation. I do 
not think that we can at any time let the debate on this particular 
bill or this series of bills become a dispute between the millions of 
consumers and the few thousands of producers. I think what we 
want to do is to work out—and I think all of us are in accord on 
this—to work out a fair and equitable means of conserving the known 
reserves of this natural resource, and at the same time make possible 
the most efficient production and transmission of this gas from the 
wellhead to the consumer taps. 

Mr. Vantk. We agree on that. 

The CuarrMan. Mr. Wolverton ? 

Mr. Worverron. I have no questions, Mr. Chairman, but I will 
make an observation or two. 

I wish to join with my colleague, Mr. Flynt, in commending the 
witness for the statement he has made. However, I have tried cases 
long enough in my lifetime that when some witness testifies in your 
favor, let him alone; and in this case I think that the witness has 
made as fine and as clear and as forceful and as logical a statement 
as could have been made to support the interest which I have in this 
bill; namely, the consumer interest. I do not think anything could 
be added to it. 

That does not mean that I feel that the suggestion of the bill 
introduced by the gentleman would accomplish all that he would 
hope that it would or that I would like to see it do, but I am speaking 
now of the consumer interest. 

In a discussion of this bill and in the conclusions that we come to, 
we must be concerned with the consumer interest. You have pointed 
out so well that consumer interest which claims my attention and 
interest, and I am not even going to try to add to it. 

I was a little bit surprised at a statement or suggestion, facetious 
or otherwise, which was made by my good friend from Texas when 
he said: “Did it ever occur to you ‘that we could refuse to let you 
have the gas which we have in Texas?” I have been to Texas, and 
I! have never found a more hospitable State in all of my life, and I 
have experience in Texas. For a suggestion to come from a Texan 
that the time might arrive when they would deprive us of the use 
of their gas is just inconceivable to me. 





292 NATURAL GAS 


I think the testimony which has been given by our colleague so 
forcibly and with such great sincerity overlooks some features or 
elements which must be taken into consideration when we set out 
to protect the consumer interest. The element of cost to the con- 
sumer is not entirely the cost of production. There are several 
elements which enter into the cost between the wellhead in Texas 
and the delivery of it to the individual consumer. After the gas has 
been collected and it is put into a transmission line, and after it has 
gone through the transmission line and comes out to the distributor, 
and then to the customer, in that transit there have been several 
elements which in my opinion, in the interest of the consumer, should 
be given consideration. 

I ‘think your bill falls short of recognizing all of those elements, 
and I think, on the other hand, that the Harris bill likewise does so. 

For instance, during this hearing I have time and again spoken 
of the element of cost which enters into the charge to the consumer 
as a result of escalator clauses in contracts which exist at the present 
time, and spiral escalator clauses, and this favored-nation clause. 
Anyone who gives even the slightest study to those features of the 
gas industry, in my opinion, cannot help but come to the conclusion 
that they can have and do have a direct effect on the cost to the 
consumer. 

Therefore, [ am anxious that elements such as that—and I am 
merely illustrating, because there are other elements that I could, 
if the time permitted, make mention of—but I think in passing this 
legislation, whatever we attempt to do which would be considered jus- 
tice to the producer, we must not in doing justice to him overlook these 
other elements which enter into it from the standpoint of the consumer. 

I am hopeful that if any bill comes out of this committee, it will 
be a bill which will recognize all of the features that go into the cost 
of gas to the consumer and not relate only to that part of it which 
would prove beneficial to the producer. 

In conclusion, I merely want to say that if I were these oil people, 
I would not get too uppish about the fact that you have this valuable 
resource at this time, whether it be oil or whether it be gas. The 
time has been when the ¢oal people were pretty uppish in their atti- 
tude, and we have seen that time come and go, and in its place has 
come the petroleum and gas industry which now is riding high, wide, 
and handsome. 

It is conceivable in this age, with what knowledge we have of 
nuclear energy and all the new and progressive means of energy 
which are being found, that maybe they will not always be in the 
position to say, “Suppose we won’t let you have our gas. Suppose 
we keep it.” 

We have to look at things differently, and you have pointed out 
that this is a Nation, a United States of Ameri ica, and that we have 
got to consider the interests of all, whether they be in Texas, Oklahoma, 
Louisiana, or whether they be in Michigan, Ohio, New Jersey, or any 
other State. That is the kind. of thought I am trying to give to this 
bill, something which will give protection to the class you spoke of 
so well this morning. 

The Cuatrman. Mr. Harris? 

Mr. Harris. Just this one thing, Mr. Chairman. 
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Certainly I do not believe any Member of Congress would want to 
leave the impression that any great industry in this country, regard- 
less of what it might be, has altogether a selfish interest in’ mind for 
their own particular selves and a disregard for the interest of the 
public, the consumers, and everybody else concerned. Of course there 
isa difference of opinion as to how to approach what is the best interest. 
Do you agree with that ? 

Mr. Vanix. I agree. 

Mr. Harris. | recognize those differences of opinion are sincere. 

As an example, you believe honestly that the best way to protect 
both the producer and the consumer, as well as the interstate trans- 
mission people, is for the Federal Government to control it. 

Mr. Vani. I said I did not think it was possible in any other way. 

Mr. Harris. You believe that. 

You believe also in order to bring this about the producer should be 
in the same category as the interstate natural gas companies; do 
you not? 

Mr. Vantk. Only because it cannot be treated any differently. If 
it is a public utility in our area, it is a public utility all the way. 

Mr. Harris. You believe that the See ucer should be characterized 
asa public utility ? 

Mr. VANIK. Yes, sir. 

Mr. Harris. Does the age-old tradition of incentive follow in the 
utility end as it has developed in this country, as it does with the 
manufacture and the production of goods and commodities ? 

Mr. VAnik. I am not in a position to answer that. I probably could 
make a study and report back to the committee on that. 

Mr. Harris. Are you familiar enough with the producing end of it— 
do you know anything about the exploration for this great resource 
or any other resource like this? 

Mr. VantK. Only what I have read. 

Mr. Harris. You have a lot to learn. You talk to some of these 
people who have been in the business. You do not read of those 
experiences in a book. 

Then you know nothing about what it takes to go out and obtain 
a lease to explore; do you ¢ 

Mr. Vanix. I have had a great deal of experience in procuring 
leases of various types. A fellow who has something you want, usually 
wants all he can get for it. 

Mr. Harris. For exploration purposes. 

Mr. Vani. For transmission purposes. 

Mr. Harris. For exploration, going out and trying to find some- 
thing on it. 

Mr. VaniKk. No, I have no experience in that. 

Mr. Harris. And you have no experience with seismographing to try 
to determine where you can drul a hole in the ground and get a very 
valuable commodity ; have vou? 

Mr. Vani. I know the device. We have one very close to our home 
at the university that I have seen and worked with. 

Mr. Harris. That has been a very fine experimental program up 
there, too. 

Of course you have never had any experience with the establishing 
of a place to drill and drilling a well, have you ? 

Mr. Vani. No, I have never drilled a well, 
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Mr. Harris. You do know enough about it, from what you have 
read, to know that it has been the incentive to the man who has the 
ney which has given us these great resources, not only of oil and 

gas but of coal and copper and other resources. 

Mr. Vantk. I say it is incentive plus good fortune in finding them, 
You do not give chance any credit here. People sometimes happen to 
sit on a little bit of land which has oil or gas in it, and it is there. Dame 
Fortune has something to do with that. 

Mr. Harris. That is true. 

Mr. Vantx. Nobody tells the producer where to go to look. He is 
trained to do that. . 

Mr. Harris. You do not ever see these people who are living in 
Cleveland or other places like that, and not the business, going down 
and taking a chance. 

Mr. Vanix. We have some of the greatest people, proponents of 
risk capital, I think, in America. They have gone to far off Africa 
to look for iron ore, and to Labrador. Some of our wealthiest people 
have gone personally on exploratory missions to try to find new re- 
sources to make this country prosperous. 

Mr. Harris. The point IT want to leave with you, this parting word, 
is that some people feel, and evidently you feel the same way, “that to 
protect everyone involved—and I do not separate them as some would 
attempt to do here and have done, saying that we are interested in only 
one phase of it, indicating what would happen in Texas or some other 
place and what I am interested in is the consumer—but we are inter- 
ested in all phases of it. We have to be. The consumer could not get 
any gas unless the producer produced it. We down in my part of the 
country cannot get your product in Cleveland unless you produce it. 

In this partic ular field, vou believe the way to be successful and look 
after the interest of everybody is for the Federal Government to con- 
trolit. There are those who know all about the industry and who have 
been in it for 90 or 100 years, who believe that the only way to be suc- 
cessful in protecting the interests of all concerned is to have an incen 
tive method behind that effort. 

I thank you, Mr. Chairman. 

The CuarrmMan. Are there any further questions? 

Mr. Vantx. Mr. Chairman, I would simply like to thank the gen- 
tleman and thank the chairman and members of the committee for 
the time you have given me this morning. 

Mr. Harris. I would like to join others in complimenting the gen- 
tleman for the fine statement he has made of his viewpoint here tod: ay. 

The Cuamman. The chairman also concurs that the gentleman 
made a fine statement of his viewpoint, and we appreciate your 
appearance. 

Mr. Vantx. Thank you, Mr. Chairman. 

The CuatrrmMan. The next witness is Congressman Zablocki, of Wis- 
consin. 


STATEMENT OF HON. CLEMENT J. ZABLOCKI, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Zastockt. Mr. Chairman, I deeply appreciate this opportunity 
to appear before your committee to testify on the pending bills pro- 
posing various amendments to the Natural Gas Act. 
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There is no doubt in my mind but that these proposals will receive 
thorough and conscientious study from your committee. Their rami- 
fications will certainly be weighed carefully, and examined very 
closely. It ismy further hope, however, that the interests of the smail 
consumers of natural gas will be borne in mind in the course of the 
entire deliberations on this legislation. 

My testimony will not extend to the complex, technical proposals 
contained in the several bills pending before your group. Individuals 
who are experts in this field have already testified before you on these 
measures, and others who are equally profic ient will also appear before 
the hearings are concluded. It is my intention to restrict my remarks 
to the basic proposition which is inherent in H. R. 4560 and H. R. 4675: 
the proposition that the so-called independent producers of natural 
vas be exempt from Federal regulation. I want to comment on ine 
possible effects of this proposal upon the consumers of natural ga 

During the 17 years since the enactment of the Natural Gas ne 
the production, sales, and consumption of natural gas has increased 
tremendously. The sales of natural gas, for instance, have increased 
from 1,200 billion cubie feet in 1938 to 5,319 billion cubic feet in 1953. 
The number of customer connections increased from about 7 million in 
1938 to about 20 million in 1953. All in all, about 60 million resi- 
dential natural-gas users stand to be affected today by any decision 
that the Congress may render on the legislation pending before your 
committee. 

The average consumer of natural gas is today very dependent on 
those who sell natural gas in interstate commerce for ultimate distri- 
bution to residential patrons. These consumers have invested in gas 
appliances such as ranges, stoves, heating units, and hot-water heaters. 
A considerable amount of money has been paid for this equipment—I 
understand that the total consumer investment in gas-burning equip- 
ment is estimated at $10 billion. This is a tremendous amount of 
money, and it probably exceeds the value of all other investments in 
the natural- gas industry. 

Gas is the only fuel that can be utilized by this equipment. Then, 
too, consumers cannot choose or change suppliers of natural gas if the 
particular company upon whom they have become dependent increases 
the price. This is so because distributors of natural gas are committed 
under long-term contracts to buy gas from the pipeline which serves 
them at a price fixed by the Federal Power Commission. 

There is only a single pipeline supplying natural gas to the city of 
Milwaukee and to some of the other areas in the State of Wisconsin. 
If the cost of the gas brought into our State through that pipeline in- 
creases, the consumers have little alternative but to pay the higher 
price. They cannot go to another supplier, and they cannot change 
to another fuel—such as coal, oil, or electricity—without losing their 
investment in gas-burning equipment. 

The pr oducer’s price of natural gas is very important to the average 
consumer. Any increase in that price is bound to be passed on to him. 
and to be reflected in the centile y gas bill which he has to pay. In 
the decision in the /nterstate Natural Gas Co. v. Federal Power Com- 
mission case, the Supreme Court said this about the price of natural 
gas at the origin (at the producing and gathering stage) : 

Unreasonable charges exacted at this stage of the interstate movement become 
perpetuated in large part in fixed items of cost which must be covered by rates 
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charged subsequent purchasers of gas, including the ultimate consumer. It was 
to avoid such situations that the Natural Gas Act was passed. 

In the Phillips Petroleum Co. case in 1954, the Supreme Court ruled 
that the Federal Power Commission must exercise jurisdiction over 
the so-called independent natural-gas producers. In the light of that 
decision, it has become the duty c f the Federal Power Commission to 
include such independent producers within the scope of its regulation. 
It appears from the testimony presented earlier during these Rlasings 
that the Commission has been fulfilling that responsibility. 

Now, some of the proponents of the legislation being considered by 
your ¢ ommittee have argued that, until the time of the Phillips Petro- 
leum Co. case, the Federal Power Commission has not vemiialba the 
sales of natural gas in interstate commerce for resale made by the so- 

called independent natural-gas producers. For that reason, they want 
to have those independent produe ers permanently and clearly exempt 
from Federal regulation. 

The fact remains, as the Supreme Court pointed out in the above- 
mentioned case, that there is no essential iikarenes between the sales 
made by the independent producers who 7 about 80-85 percent 
of the gas in interstate commerce and the sales made by affiliates of 
interstate pipeline companies which have been subject to Federal reg- 
ulation for many years. In both cases, the rates charged may have a 
direct and substantial effect on the price paid by the ultimate 
consumer. 

Now the Congress, in passing the Natural Gas Act, expressed its 
desire to protect consumers against any possible exploitation at the 
hands of natural-gas companies. That was the intent of the law, as 
it has been interpreted by the Supreme Court and enforced by tlie 
Federal Power Commission. It does not appear that there are any 
compelling reasons for changing the law as it stands today. On the 
contrary, the proposed changes give rise to serious concern for the ulti- 
mate well-being of the consumer, who may be adversely affected by 
the repeal of Federal control over the prices charged by the so-called 
independent natural-gas producers. 

I iully well realize that other factors enter into the consideration of 
this issue. I have no doubt that these factors will receive every 
consideration from your committee. That is proper procedure—and 
a very necessary one—whenever a legislative body is called upon to 
render a decision which can be expected to affect the interest of diver- 
gent groups in different ways. 

It is my earnest hope, however, that the interests of the consumers 
who cannot come and individually testify before you on this issue, will 
at all times be borne in mind by your committee in your deliberations 
on this legislation. 

Thank you. 

The CHarrman. Thank you, Mr. Zablocki. The next witness is 
Congressman Van Zandt, of Pennsylvania. 


STATEMENT OF HON. JAMES E. VAN ZANDT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Van Zanpt. I have introduced a bill, H. R. 5068, to amend the 
Natural Gas Act in certain important respects in the public interest. 
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Bills of similar import before this committee have been introduced 
by Representatives Staggers, Saylor, Carrigg, Kelley, Morgan, Byrd, 
Bailey, Kee, Perkins, and Mollohan. 

My bill addresses itself to a very vital problem on which President 
Kisenhower has indicated a deep concern and which involves the wel- 
fare of all our people. That problem is the development of a sound 
national fuels policy which will restore the balance of competitive 
conditions among our several fuels industries. The end results will 
mean great benefits to the consumers of fuel and energy, and growing 
employment in a prosperous economy. 

President Eisenhower recognized the importance and scope of this 
matter many months ago. In 1954 he set up two committees, one of 
which was designated the Advisory Committee on Energy Supplies 
and Resources Policy. This Committee was composed of the Director 
of the Office of Defense Mobilization and the Secretaries of State, 
Treasury, Defense, Justice, Interior, Commerce, and Labor. The Com- 
mittee was directed by the President: 

To undertake a study to evaluate all factors pertaining to the continued devel- 
opment of energy supplies and resources fuels in the United States, with the 
aim of strengthening the national defense, providing orderly industrial growth, 
and assuring supplies for our expanding national economy and for any future 
emergency. 


The Committee was further directed to— 


review factors affecting the requirements and supplies of the major sources of 
energy including: coal (anthracite, bituminous, and lignite, as well as coke, coke 
tars, and synthetic liquid fuels) ; petroleum and natural gas. 


On February 26, 1955, the Committee’s report was issued by the 


White House as The White House Report On Energy Supplies and 
Resources Policy. The opening paragraph of the report states: 


The importance of energy to a strong and growing economy is clear. As con- 
ditions of supplies and reserves of coal, oil, and natural gas change, and as both 
defense and peacetime requirements come more clearly into focus, the bearing 
of Government policies upon energy needs reexamination. 

The complete text of the White House report is part of the record 
of the hearings before this committee on Natural Gas Act amendments. 

I submit that the report and the fact of its incorporation into these 
hearings should guide the Congress in its consideration of legislation 
on natural gas. 

The Congress should take a look at natural gas in relation to the 
whole field. It should seriously reexamine our supplies and needs, as 
the White House Committee recommends, and we should give con- 
sideration to all of the provisions of the White House report as well 
is the recommendations of the Federal Power Commission, the agency 
charged with the administration of the Natural Gas Act. 

The Natural Gas Act which was passed on June 21, 1938 has been 
umended in 1942, 1947, and 1954. This year we have the opportunity 
to amend the basic law in the public interest because we are faced 
with many problems to solve under present Government policies in 
administering the Natural Gas Act. 

_ Lam of the opinion that this Congress should not confine its legis- 
itive activity to only one phase of the many problems involved in 
the proper utilization and conservation of natural gas. 

For that reason, I introduced and urge passage of H. R. 5068. My 
bill contains many provisions which have been recommended by the 
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Federal Power Commission and by the White House Report on 
Energy Supplies and Resources Policy. 

For example, section 1 of H. R. 5068 would amend subsection (b) 
of section 1 of the Natural Gas Act to give the Federal Power Com- 
mission jurisdiction over direct industrial sales of gas in interstate 
commerce. This is a change in the law requested by the Federal 
Power Commission as recently as 1953. It has also been recommended 
by the White House report. 

Under present policies, the Commission does not have jurisdiction 
over these sales with the result that large quantities of this scarce 
natural resource are being burned wastefully—and at prices which 
are subsidized, in some instances, by the consumers of gas whose prices 
are regulated by the Commission. Federal Power Commission regu- 
iation would not result in the elimination of such sales, but it should 
result in a more equitable allocation of the cost of producing and 
transmitting natural gas to the consumer, with consequent benefit to 
the gas consumers. 

Section 2 of H. R. 5068 would establish statutory standards to be 
followed by the Federal Power Commission in the administration 
of the Natural Gas Act in respect to conservation of this resource. 
This section also is in accord with repeated requests by the Federal 
Power Commission to the Congress that its powers in the area of 
conservation should be broadened. The Commission already has gen- 
eral power to effectuate the proposed standards in my bill so that 
the enactment of H. R. 5068 would merely supply the necessary 
legislative mandate. 

I think that the extremely limited reserves of natural gas make it 
imperative that Congress ¢ learly authorize and direct the Commission 
to give effect to sound principles of conservation in regulating the 
utilization of natural gas. 

The Federal Power Commission has also endorsed the proposal 
contained in section 4 of H. R. 5068, which would define the term 
“interstate commerce” to include commerce between any point in a 
State and any point in a foreign nation. 

Section 5 of H. R. 5068 would require natural-gas companies to 
secure a certificate of public convenience and necessity when seeking 
authority to import foreign gas. The principal objective is to require 
that all import applications be subject to the same provisions that 
govern domestic applications for a certificate of convenience and 
necessity. 

Section 6 of H. R. 5068 would amend subsection (a) of section 4 
of the Natural Gas Act to prohibit the sale of natural gas at a price 
less than its cost, including the cost of transportation and sale, plus 
a fair proportion of the fixed charges. This section incorporates 
almost the exact language of the White House report which is part of 
the record of these hear ings. The report says: 

Sales either for resale or direct consumption below actual cost, plus a fair 
proportion of fixed charges which drive out competing fuels, constitute unfair 
competition and are inimical to a sound fuels economy. The Committee recom- 
mends, therefore, that appropriate action be taken that will prohibit sales by 
interstate pipelines either for resale or for direct consumption, which drive out 
competing fuels because the charges are below actual cost plus a fair proportion 
of fixed charges. 

In light of that clear injunction in the White House report that 
action is required on this particular aspect of natural-gas regulation, 
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I think the 84th Congress would be derelict in its responsibilities to 
the American people “if it fails to include in any natural-gas legis- 
lation a provision such as section 6 of H. R. 5068. 

The White House report contains the recommendations of a highly 
respected, impartial committee of distinguished public servants saying 
that this is one of the reasons why the competitive conditions in our 
fuels industries are seriously out of balance. 

As a Representative of a congressional district whose economy de- 
pends upon coal and railroads, this unfair competition from natural 
gas has thrown thousands of coal miners, railroad workers, and other 
employees in related industries out of jobs. 

Sections 7, 8, and 9 of H. R. 5068 round out the objectives of legisla- 
tion which I feel is needed in the public interest. 

The principles in H. R. 5068 must be enacted for the protection of 
the peacetime economy and for the maintenance of a strong mobiliza- 
tion base within the domestic fuels industry. 

The Cuarrman. Thank you, Mr. Van Zandt. May the Chair an- 
nounce that we will adjourn at this time to reconvene at 2 o’clock, when 
we will hear from Dr. John Boatwright. 

(Whereupon, at 1 p. m., the hearing was recessed until 2 p. m., of 
the same day.) 

AFTER RECESS 


(The hearing resumed at 2 p. m.) 

The Cuarrman. The committee will come to order. 

We are very happy to have Dr. Boatwright, who is presently serv- 
ing as economist for Standard Oil Co. of Indiana, as our first witness 
tod: Ly. 

Dr. Boatwright, will you come forward ? 

May the ¢ ‘hair state before Dr. Boatwright begins his testimony that 
it will be necessary for us to complete his testimony and questioning 
during afternoon’s session, and we hope to do that by 4: 30, 1£ possible, 
but I do not intend to foreclose any questions even though 4: 30 might 
pass. 

Dr. Boatwright, I believe before you begin your testimony the sub- 
committee would like to have you give us a . background sketch of your 
activities in the field of economics prior to the time and during the 
time you have been with the Standard Oil Co. of Indiana. 


STATEMENT OF DR. JOHN W. BOATWRIGHT, OF THE STANDARD OIL 
CO. (INDIANA), REPRESENTING PRODUCERS OF OIL AND GAS 


Dr. Boarwrieut. Thank you, Mr. Chairman. I have sketched 
some of the high spots that may have occurred in my professional 
experience and my contact with government. 

I received a fellowship in economics at American University, and 
at that time completed my master’s degree at American Univ ersity. 

I then joined the faculty at Northwestern University where I re- 
mained as a lecturer in economics for 3 years. I also served as an 
industrial examiner for the Federal Trade Commission. 

I took a leave of absence from Northwestern University to join the 
Standard Oil Co. to conduct an economic analysis. I remained with 
the company as one economic problem developed after another. 
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During the period of my experience with the company I have been 
loaned at various times to governmental agencies, or to industry to 
conduct certain broad over: all analyses. 

During the war I served on a great many of the economic commit- 
tees of the Petroleum Administration for War. I conducted the 
study of the allocation of crude among refineries, to result in the 
maximum output of military products. ‘T made the study concerning 
ways and means to achieve the distribution of petroleum products and 
still free the tank cars for movement to the east coast. That was so 
as to relieve the shortages here. 

During the war also just prior to the invasion of Europe, there 
was a special analysis made of transportation facilities of all over- 
land movement of petroleum products to find a way whereby we 
might increase the delivery of military products to the east coast 
by aminimum of 50,000 barrels a day. 

Following the war, I remained as one of the economic advisers to the 
Military Petroleum Advisory Board. In 1951, during the period of 
intense mobilization effort I was loaned to the Government, to the 
Department of Interior, without compensation, where I conducted a 
study on transportation of oil. 

Following that, the latter part of 1951 and 1952, I remained as a 
consultant to the Department of Interior on Economics of Petroleum. 

In 1953 I was appointed as a consultant to the Secretary of Com- 
merce, where I served for better than 9 months. The result of that 
effort where I served as a member of a committee which was frequently 
referred to as the Intensive Review Committee report on economic 
uctivities of the Department of Commerce. 

That analysis covered the entire economic and statistical work of 
the Department of Commerce and the Bureau of Census. 

I am a member of the American Statistical Association Committee, 
advisory committee to the Census. I think, sir, that covers the high 
spots. If there are any questions on it, or if there is anything further, 
I would be glad to give it. 

The Cuatrman. Thank you very much, Doctor. I am sure that 
after a very modest recital of that backgr ound and experience on your 
part, the committee will feel that you ‘speak with some authority on 
this subject. 

You may proceed with your testimony. 

Dr. Boarwricur. My complete statement which has already been 
supplied to all members of this committee should not be interpreted 
as a statement on behalf of my company, because my company loaned 
my services to the producers of oil and gas for the conduct of a special 
economic analysis in that field. 

In this work I have been assisted by very many capable economists. 
In the work a detailed statement was filed. My oral statement pre- 
sented here today will give the results of this economic study. 

Now, I should like to summarize the evidence br iefly. No. 1: Not- 
withstanding the rapid growth of customers and Si of 
natural gas ‘there remains a further large market that will grow if 
there are adequate supplies and if left to pure economic determinates. 

Secondly, the prices paid for natural gas have not reflected the 
inflationary trends and tendencies of the recent years as have most 
other items in the cost of living budget. 
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No. 3, there is not a real need for concern about adequacies of supply 
to meet our total needs provided there remains an incentive for the 
development and the discovery of natural gas. 

On the other hand, neither the industry nor anyone else can be com- 
placent about finding up to and above 10 trillion cubic feet per annum. 

No. 4, that the number of natural gas producers in this country 
is approximately 8,000, rather than the 4,000 frequently referred to. 

No. 5, that the industry is very widely held, and there is no evidence 
of monopolistic control based on size of individual producing units. 

No. 6, there is no indication of monopolistic control based upon the 
price behavior of the industry. 

No. 7, that most pipelines tap many fields and have many suppliers 
0 that there is active competition among the vendors. 

No. 8, that the structure of the sduintieg is such that it renders 
impossible the concept of regulation of only the few based upon size. 

Now, I would like to start our consideration this afternoon with a 
discussion of the demand side of the market. Perhaps the first test 
of public interest to apply would be that of size and scope of the 
market. Certainly there should be a sufficient demand for natural 
gas as to provide an adequate market outlet, and the prevention of 
waste of this valuable irreplacable natural resource. 

Such a demand did not exist in the 1930’s when natural gas pro- 
ducers found it necessary to promote interstate pipelines in order to 
reach a market. Natural gas was then sold as a byproduct. This 
problem continued to exist in several sections of the Southwest prior 
toand immediately following the war. 

During this period, conservation efforts were made doubly difficult 
as producers frequently found it necessary to invest greater quantities 
than they would realize from the natural gas that might result from 
such conservation investments. Obviously waste ran too high for 
publie welfare. 

The expansion of demand for natural gas represents the consumers 
reaction to a multiple number of contributing factors. First the 
technological progress makes possible the movement of natural gas 
under high pressure in large diameter lines for great distances, and 
permitting reaching remote markets on an economical basis. Thus 
the markets in Connecticut, Delaware, New Hampshire, Massachu- 
setts, New Jersey, North Carolina, and South Carolina, Wisconsin, 
and Rhode Island, have all been opened up to natural gas since 1946. 

Secondly, the cleanliness and convenience of natural gas for in- 
ternal use in the residential portion of the market was a tremendous 
stimulant to growth. 

Thirdly, the price of natural gas has been more attractive than that 
of competitive fuels. 

The end result of these factors can perhaps best be shown from the 
information that is reported by the American Gas Association. I 
have prepared the exhibits so that the committee can see the large 
exhibits and can follow in exactly the same order that the exhibits 
ire presented in the prepared testimony. 

The growth of natural gas customers is greater than the expansion 
of all gas customers in this country during this time period. In 1953, 
natural gas customers represented 74 percent of the total of all gas 
customers. Mixed gas, representing a combination of natural and 
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manufactured gas, represented 14 percent of the customers. Manu- 
factured and liquified g gas represents the remaining 12 percent. 

Now, in most cases where connections are made to a natural gas 
transmission line by a distributive system, total conversion to natural 
gas follows as rapidly as is possible. This is largely reponsible for 
the decline of manufactured gas customers from 8,700,000 in 1946, 
to only 2,800,000 in 1953. 

Customers for mixed gas would appear to be gaining from the 
chart. Mixed gas is the transition phase of our industry, and it will 
decline just as soon as sufficient supplies are made available to the dis- 
tributing companies so that they can go entirely to aotnre gas. 

There are almost 25 million customers, residential users. This is 
a very significant part of our urban homes. But it is apt increased 
intensity of use with which I am primarily concerned. Not only do 
they use natural gas for cooking and hot water purposes, but they are 
now using it for “heating their homes. There are approximately 12,- 
300,000 homes heated by. natural gas. Perhaps this story can best be 
told by the volumetric changes of the demand for gas, as is shown 
by the second exhibit. 

Mr. Harris. I assume these tables, Mr. Chairman, and the charts 
will be included in the record. 

The CuHamman. They will be. 

Dr. Boarwrieur. Consumption of natural gas has approximately 
tripled since the war. Naturally, the gain has been greatest in the 35 
importing States where consumption has more than tri dled, while 
consumption in the other States has little better than doubled. Con- 
sumption of mixed gas has doubled in this 9-year period. 

Utilization of strs aight manufactured gas has been reduced to about 
one-third of the immediate postwar per iod. 

Now, I would like to consider the cost incentive for using natural 
gas. The c omparative cost to the consumer is perhaps the most impell- 
ing reason for the expansion of the market for natural gas. Con- 
sumers obviously desire the advantages of cleanliness and eflicienc y in 
a fuel. That fuel becomes even more desirable when you can heat 
your home for a total fewer dollars. This is true in many markets 
since the substantial inflationary changes of 1946, 1947, and 1948. 

The Bureau of Labor Statistics maintain a continuous analysis of 
commodity price changes. ws that series we have prepared this 
exhibit. This is exhibit No. 8. Your lower line here is the line of 
the prices reported by the eacion of Labor Statistics for natural 
gas. The other line represents the monthly quotations averaged on 
aun annual basis for the prices reported for anthracite, bituminous, 
and No. 2 fuel oil. 

I think from this chart it is very obvious why the consumer looks 
with increasing favor upon natural gas. Because of the relationship 
between supply and demand, the price of natural gas has not shown 
the same inflationary reac tion that other competitive » fuels have shown. 
The independent behavoir of the natural gas prices through time is 
one of the first evidences that I bring to ‘the attention of the com- 
mittee indicating a lack of monopolistic control. This is evidence 
of competition in the market. 

Now, it is not contended on my part that competition between na- 
tural gas and competitive fuels alone proves or disproves the exist- 
ence of monopoly or competition. I submit that it is one of the build- 
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ing blocks in the chain of evidence that ought to be considered by this 
group. 

To reveal the competitive nature of the market that should be done. 

Now, we have mentioned the behavior of gas prices during the 
period of rapidly rising costs of living. Again turning to the Bureau 
of Labor Statistics, we can secure data for this comparison. This 
is the next chart. The red line shows the cost of living index of the 
Bureau of Labor Statistics. The solid blue line shows the cost of 
natural gas sold for residential purposes. The yellow line shows 
the price series of manufactured gas sold for residential purposes. 

Now, the Bureau of Labor Statistics has not maintained the absolute 
same quantity in securing their prices throughout time. They have 
quoted prices from 10 therms, to 10.6 therms. So the band showing 
the price behavior of natural gas and the price behavior of manu- 
factured gas represents the outer limits of the quantities upon which 
the Bureau of Labor Statistics base their price series. All prices 
quoted on these particular produets fall within the scope of the upper 
and the lower levels of each of those bands. 

Natural gas, therefore, is one of the few items in the family budget 
for which prices have remained comparatively stable. Certainly as 
a series, the beginning of the price change has moved upward only 
about 10 years after the other price series started upward. It remains, 
however, low compared to the base period. 

I think that this particular chart, and these particular price series 
represent the best evidence I have seen of the truly splendid job which 
has been done by the distributing companies, the transmission com- 
panies, and the natural-gas producers. All of them have contributed 
tothis result. No one can claim full responsibility. 

I would like to turn now to a brief examination of the unsatisfied 
portion of the market. We have seen that there are approximately 
25 million residential consumers of gas. Of these, 20 million use 
natural gas, and an additional 3.7 million use mixed gas. Yet the pres- 
ent connected market is not saturated. When I speak of the present 
connected market, I speak of the market wherein there are distribu- 
tive mains already passing the residential places of the community. 
That market is not satisfied. In fact, the degree of saturation of the 
home-heating market is estimated by the American Gas Association 
as being only 50 percent. There are 250,000 customers in this classi- 
fication in the metropolitan area of Chicago alone. The American 
(tas Association estimates that 1,200,000 additional home-heating cus- 
tomers would be added each year in 1955 and 1956 provided there was 
adequate supplies to meet the full needs. 

These potential customers are on the utility waiting list, or they 
would be on a waiting list if they thought it would be any good to them 
to get on that waiting list. 

Then there are those countless communities where potential custom- 
ers ive that are not now served by natural-gas distributing or other 
(listributing companies. 

They live in the communities not yet connected to the natural-gas 
transmission companies. They live in areas of the country where 
hatural-gas lines have not as yet been built such as the Pacific North- 
west, New E ngland, and parts of Florida, ete. 

It was no surprise to the industry that when the Northern Natural 
Gas Co. applied in 1953 to the Federal Power Commission for a certi- 
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ficate permitting the extension to 7 additional communities, approxi- 
mately 100 other towns presented petitions asking that connections 
be made also to their communities. 

There is a total of 490 communities adqacent to the distributing 
area served by the Northern Natural Gas Co. representing a total popu- 
lation of 1,600,000 people with an estimated 370,000 residential gas 
customers who have requested gas service or have indicated an interest 
in a connection to the Northern Natural distributing system. 

There is no reason for wonderment why the Northwest is so anxious 
to have the Pacific Northwest pipeline constructed. It is completely 
understandable why Michigan communities are. most anxious to have 
their supplies : augmented by a proposed new pipeline. 

The Public Service Commission of Wisconsin, and the city of De- 
troit, the county of Wayne, State of Michigan; the Michigan State 
Public Service Commission, and others who appeared against Phil- 
lips in Docket. No. G—-1148, FPC, protesting a monopolistic price of 
9.48 cents per thousand cubic feet, appeared later before the same 
agency favoring the certificate being granted for the construction 
of a new line, Docket No. G-2: 306, when the gas-reserve commitments 

called for a price approximately double the price that was being paid 
to the Phillips Petroleum Co. 

Apparently the public agencies in these States recognize that natu- 
ral gas is a bargain even at prices double those that are being paid. 

Considerable portions of Alabama, Georgia, and a limited part of 
Florida will receive natural gas under certificates already issued. 
Even after the present plans are completed, most of Florida will re- 
main anxious to receive natural gas. 

Now, it is these homes, these customers running into additional mil- 
lions that represent the disenfranchised part of the natural-gas mar- 
ket. They, too, want the privileges of a clean and economic ‘al fuel. 
They are ‘willing to pay the price for the commodity that will bring 
into existence such supplies to meet their needs. They also want the 
facilities necessary to provide transportation of the commodity. 
These customers want the opportunity of becoming a part of the com- 
petitive market for natural gas. 

Thus, the total market for natural gas has grown tremendously. 
It is still divided between the “haves” and the “have nots,” and I use 
the terms entirely different from the way they were used here this 
morning. 

To me the “haves” and “have not” are the customers who are now 
connected and served and the “have nots” are those who would like to 
be connected and be served. The present customers naturally want an 
assurance of supply, and they want it at as low a price as it is possible, 
consistent with discovery needs. 

But it must not be the thought of governing personnel of this Na- 
tion that these users have a vested right in the deposits of natural gas 
to the exclusion of other customers who would like the same privileges. 

Now, let us turn from this question to the intrastate and the inter- 
state market. During the period when natural gas was sold as a by- 
product, the producer naturally looked to a local market for a source 
of sale. Natural gas for the carbon black industry, for local utility 
Si ales, and for energy for electric power stations, fuel for other indus 
tries—all grew very rapidly. This local use as a proportion of the 
total market in the Nation has declined in recent years. The export 
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market from these States had had a more rapid growth than the local 
consumption. 

But the local market still represents 50 percent of the total marketed 
production of natural gas. The various sales and the breakdown of 
consumption in 1953 is represented by our next exhibit. You will no- 
tice that exactly 50 percent of the marketed production of natural 
gas Was consumed in the States that were the southwestern large pro- 
duc ing States. 

The interstate market is not made subject to price control by the de- 
cision in the Phillips case. It is obvious, I think, that the regulated 
price in interstate markets must recognize the competitively deter- 
mined market in the intrastate utilization of natural gas. Certainly 
we all recognize that differences in prices on the same ‘product cannot 
coexist in the same market for « any length of time. 

That brings us now, gentlemen, to a consideration of the supply side 
of the market. We stated a moment ago that the present connected 
customers are all interested in assured supply at as low a price as may 
be possible consistent with discovery needs. The source of future sup- 
plies are the proved recoverable reserves in the ground. It is neces- 

sary that we have a slight understanding of recoverable reserves. 

Now, first, there are ‘supplies of natural gas that come into existence 
only when oil is produced, and whose rate of output depends entirely 
upon the rate of oil production. Such gas is referred to as oil-well 
or casing-head gas. 

The volume of this gas available for market supply is dependent 
upon the rate of crude-oil production. This type of gas amounted 
to 31% trillion cubic feet in 1953. That represented 33 percent of the 
total production of natural gas in the United States. 

Natural gas was the byproduct. An additional price incentive 
would have little effect on the availability of supply. However, an 
unduly low price would have hindered conservation of this oil-well 
gas. Therefore, prices of natural gas produced in conjunction with 
oil must be at least adequate to justify the expense of conservation. 

Now, if we were to assume, as has been frequently mentioned here 
during the past 3 days, that we would attempt to regulate the price 
of natural gas upon a cost basis similar to public utilities, how would 
— joint cost problem be resolved ¢ 

ach well, each producer, and each variation of the ration of the 
Bc produced would result in a different result. Gentlemen, 
this just cannot be done. Prices cannot be determined upon a basis 
of unit production cost. Any arbitrary effort to do so would result 
in differences in price on the same product in the same market at 
the same time, and that cannot exist. 

Now, let us take our second category or reserves. There is a 

category of natural-gas reserves that produce what we refer to as gas- 

well gas. The meaning of a gas well is subject to statutory definition. 
Gener ally a gas well is a well from which the production of gas is 
fixed by market demand or the allowable, and the liquid hydrocar bons 
are recovered from that gas as the byproduct. Notice the complete 
reversal of the situation. Gas-well gas production, 1943, amounted to 
7.1 trillion cubic feet. That was 67 percent of the gas produced in 
the United States in 1953. 

Given a market, the price received for this particular type of gas 
Is very instrumental in determining the rate of development of prop- 
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erties, exploration, and production. Again I would refer you to the 
joint cost problem. Again we see the ‘impossibility of solving that 
joint cost problem. 

The variables are just as infinite in this case where the liquid hydro- 

varbons are the byproduct as they were where the gas was the by- 
product of crude production. Since accurate determination of cost 
‘cannot be determined, substitution of judgment inevitably must take 
place. 

Natural gas in each of these types of reserves is fugitive in that it 
moves to the area of less pressure. The divided ownership of the 
sarth’s surface does not result in a compartmentalization of the under- 
ground reserves. This means that if gas is produced more rapidly 
from one part of the property than from another, gas will move to 
the adjacent areas, to those where the production is greatest. 

If the surface owners are to receive equitable proportions of the 
underground reserves, it will be necessary for the gas to be produced 
ratable. A lessee of property cannot defer dev elopment or seek to 
withhold his gas from the market while adjacent properties are pro- 
ducing. To do so means that the property represented by his lease 
will be drained by his rivals, making it necessary for him to pay 
penalty royalties to his lessor. 

This brief discussion of reserves and the character of reserves has 
been designed to bring out four basic considerations. 

No. 1, is that all of the reserves of this Nation are required to meet 
future needs. Secondly, that price is essential for prevention of waste 
from one source of produc tion, and it is essential to promote produc- 
tion from the other. Third, joint cost. represents an insurmountable 
obstacle to determining a regulated price based upon a cost formula. 
And fourth, that reserves have a way of pressing themselves on a 
market. That is because of their fugitive nature. 

As of the end of 1954, reserves stood at the level of 211 trillion cubic 
feet. Roughly speaking, that is 21 years’ supply, at.the current rate 
of withdrawal. It is in the annual change of reserves and new sup- 
plies developed compared with the net production that we must give 
our primary thoughts to. This is the new chart. That chart repre- 
sents the new supply of natural gas brought into existence each year 
represented by the yellow lines. 

The solid brown line at the bottom shows the increasing annual 

rate of demand in the market. It is this annual rate of demand that 
emphasizes that the supplies proven each year have tended to repre- 
sent a lower relationship to the annual demand in that given year than 
they had in prior years. 

We have prepared an overlay ch: art for this particular exhibit. This 
shows what has happened to the price behavior in the fields. The red 
line represents the behavior of the prices through time. I wish you 
would notice what has transpired in 1941-44 average where the new 
supplies represented better than three times the requirement. Your 
prices declined in the following year. 

The year 1945 was an indiv idual year when new supplies were very 
large. The prices remained on the soft side. The following year, 
with demand stepping up some, supplies remained large but’ new 
transmission lines came into existence and there was beginning of @ 
firming tendency in price. That firmed further in 1947, “and further 
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in 1948, but notice, will you, in 1948 a year of pretty good production, 
the prices weakened in 1949 and remained weak in 1950, and started 
showing a firming tendency at the later part of 1950, 1951, 1952, and 
1953. They have shown fir ming tendencies. 

That is the behavior of prices in a competitive market through time. 
A monopolistic price does not behave in such a manner. If it would, 
and if monopoly existed then there would be more sticky and stable 
prices throughout this period. 

We must recognize that producers of natural gas have experienced 
increased costs. We have heard about the rise in the price of many 
objects in many parts of our economy. I insist that we cannot deter- 
mine what change has taken place in the cost of the individual unit 
produced, but we can tell you what has happened to some of our 
particular expense items. 

No. 1, since 1945, the cost of operating a seismograph crew has 
changed from $12,000 per month to approximately $26,000 per month. 
During that same time period the industry has employed and are 
using 60 percent more crews than they were in 1945. 

Between 1945 and 1954, the average depth of the well drilled in- 
creased from 3,489 feet to 4,306 feet. The cost of drilling a foot as 
reported by the Mid-Continental Oil & Gas Association indicates 
that the cost per foot has gone from $9 to $12.50 per foot drilled. If 
we combine these two factors, the average cost per well has increased 
about 60 percent during this time per iod. 

Thirdly, the ratio of producing wells to total wells drilled is declin- 
ing. In the 1945-47 average, the percentage of producing wells to the 
total wells drilled was 64.4 percent. In the years 1952 to 1954, our 
producing wells represented only 60.5 percent. 

Mr. Harris. You are talking about gas wells, or are you talking 
about oil and gas wells? 

Dr. Boarwricut. Oil and gas wells. 

Certainly the producers cannot be blamed for seeking to secure 
a better price in the light of the increased expenses of exploration and 
development of supplies. Remember that there is a tremendous un- 
saturated market anxious and willing to pay a price to secure the 
natural gas which although higher is still very attractive. 

There is one other analysis prepared on the new supplies and the 
current production. The total new supplies each year were e xpressed 
as a ratio of the amount produced in that year. This is a most inter- 
esting, and at the same time a most disconcerting, chart. During the 
lirst 5 years after the war, the industry was proving up new supplies 
at an average rate of 3 trillion cubic feet for every 1 trillion cubic feet 
produced. During the last 5 years we have increased our supply by 
less than 2 trillion cubic feet for every trillion cubic feet produced. 
But even that would not be too disturbing were it not for the showing 
the last year. The results of our efforts during the first year of uncer- 
tainty concerning the future of the competitive incentive is indeed dis- 
turbing. 

I am sure you gentlemen realize that the circuit-court decision in 
the Phillips case was handed down on May 22, 1953. The uncertainty 
continued throughout 1953, as efforts were made to secure a review 
of that decision. The case was argued before the Supreme Court in 
April of 1954. That Court’s decision was rendered on June 7, 1954. 





308 NATURAL GAS 


Has this period of 18 months’ uncertainty brought about the diminu- 
tion of the ratio of new supplies to current production revealed by the 
1954 data? We barely found new supplies equal to that which we 
produced. I do not know whether there is a casual relationship be- 
tween these two factors. I do know that the industry drilled more 
wells. Maybe our luck was just not up to normal last year. 

I also know this: that the industry cannot long continue on this 
basis without digging into its bank account. 

Naturally the question arises, and it has arisen several times here. 
Will discovery of natural gas inevitably continue at an unabated pace 
because of the search for oil? Also, will the discovery efforts of a 
few large companies be adequate or will it be necessary to have the 
contributions of the small wildeatters? Certainly there will be nat- 
ural gas found in the search for oil. Certainly that will not be ade- 
quate. 

The rate of development of gas properties will unquestionably be 
associated with the price received for natural gas. The real problem 
is not whether some gas will be found in the “search for oil but the 
real problem, gentlemen, is, Will we continue to find and develop over 
10 trillion cubic feet every year? 

In 1953, for this country as a whole, taking only the new wildcats— 
and may I interrupt to state that a new field wildcat is a well drilled in 
a totally new area, or a new horizon—there were 1,153 new field wild- 
cats drilled by companies that are classified as majors. There were 
4,656 new field wildcats drilled by minor or independent companies, 
and there were 916 new field wildcats drilled by minor companies 
where the majors paid at least 50 percent of the cost of drilling. 

Now, if we take one-half of that last category, and add it to the 
efforts of the minors and the independents, I find that approximately 
500 out of the total of 799 successful new field wildcat gas and dis- 
tillate wells were found by the rank wildcatter, the minor independent. 

It is absolutely necessary that the initiative of this group of pro- 
ducers be maintained if we are to have the natural- -gas supplies that 
ure going to be needed in this market. Here again is an interesting 
anda confusing problem of regulation based on cost. 

There were approximately 4,800 dry holes drilled by minors and 
independents in 1953. Will the price of gas be set high enough so 
that the few successful ones will be compensated on the ratio of the 
1 to 9 chance they took to get a producer? Will you use their cost! 
Will you use an industry cost? And if you use their cost, will you 
multiply their cost by nine so that you can hold out the lure and the 
incentive to the unsuccessful man who drilled the duster ? 

This problem of cost and maintaining incentive for a man who 
drilled a wildcat and did not hit is an extremely complex one. ‘That 
is to put it conservatively. 

Now, it is sometimes alleged that the natural gas producing indus- 
try is a highly cone entrated industry. It is controlled in the hands 
of the few is the allegation. That allegation continues because it is 
concentrated, supplies are controlled by. a monopoly charging all the 
traffic will bear. 

Now, usually economists before making such a charge as that ex- 
amine many other aspects of the market when consideri ing the presence 
of a monopoly. I think that one thing that is always examined is the 
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freedom of entry of new operators before classifying an industry as 
1 monopoly. 

Now, if a company were controlling supplies to influence prices in 
his favor, it would not seek additional competitors. Yet that is ex- 
actly what the natural gas producing industry is doing day after day. 
Many companies have spent so much of their funds in the exploration 
and the lease clearance, and acquisition of the leases, that they seek 
partners in the development of the properties after they have them 
under lease. 

That partner may be in the form of a farm-out where a company 
will make available to an individual a given area provided he drills a 
hole of specified depth, or it may be a farm-out with an override roy- 
alty in which there will be the royalty to the original lessee, plus an 
override of one six-tenth or something of that type. Or it may be a 
dry-hole contribution that would be made to an individual who would 
drill in this general area to see if the area would prove up. Or it may 
be some other kind of an individual business transaction trying to 
invite or solicit additional productive effort into this field of natural- 
vas production. 

In other words, this industry, that is alleged to represent monopolis- 
tic control is constantly urging and inviting other competitors to come 
into it. 

Now, let us turn to the degree of concentration of control in this 
industry. Ordinarily the term of “producer” is quite clear. This is 
not true of natural gas. Individuals, partnerships, or corporations 
may be interested in natural- gas production in any of several different 
ways. Therefore, if an estimate of number of producers, and the 
degree of concentration of control is to have any significance, we 
should know the interests that are included and excluded in our clas- 
sification. Rarely does a landowner drill for natural gas or operate 
the wells. Instead, he leases his acreage and contracts for a royalty 
interest, frequently one-eighth, in return for granting dnilling 
privileges. 

He can retain his total royalty or he can sell a part of his royalty to 
additional individuals so that more than one man may have an interest 
in the production royalty. 

For our purpose, all royalty interests are excluded from the classifi- 
cation of producer. 

Then there are working interests. These are individuals or corpora- 
tions who participate in the cost of drilling upon an agreed-upon basis. 
That is either a single well or several wells. 

Four or five such working interests are very common. Frequently 
they exist where over 100 such working interests are represented in 
a r articular property. 

Each of these working interests has a definite interest in the profit 
or loss from the oper: ations of that property quite different from the 
interest. of the royalty owners. Usually there is one of that group 
who makes the day-to-day decisions and reports to the State regula- 
tory or taxing agency. 

For our purposes we have limited our account to those individuals 
or corporations. 

Using this definition, which includes only the reporting members to 
State agencies, an analysis was undertaken of Government records 
wherever available. In a few cases we went to gathering systems, 
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associations, and in some States it was necessary to go to the known 
producers. We secured the name, address, and production for some 
definite time period, of the natural-gas producers in each State, and 
then we consolidated those producers who were in more than one 
State to get a production for each producer in the Nation. 

On this basis eee were approximately 8,100 individual gas pro- 
ducers in the year 1953 

It is prefer: les o state that as an estimate for several reasons. First, 
there is the reason of difficulty of definition, the problem of getting a 
complete count and the diffic ulty of estimating the number of entries 
or exits from the producing business. 

This 8,100 producers is that segment of the industry which supplies 
both the intrastate and the interstate production of natural gas, 
They may be selling only in interstate today. They may be selling 
in intrastate tomorrow. Or they may be selling in intrastate today 
and interstate tomorrow, or he may be in both markets without bias 
or without prejudice to either. But he may lean to either interstate 

r intrastate tomorrow, depending upon the relative incentive. 

The total net production by companies was consolidated for each of 
the individual companies. These were then classified by size to deter- 
mine the degree to which there was a concentration in the hands of 
the few. 

Hereinafter I shall refer to the degree of concentration as the con- 
centration ratio. We have used the same brackets employed by the 
Department of Commerce in its similar study of all industries whieh 
was submitted to the Subcommittee on Study of Monopoly Power, 
December 1, 1949. The following results were secured : 

The first 4 natural-gas producers i in this country produced 17 per- 
cent of the total. The first 8 produced 28 percent of the total. The 
first 20 produced 46 percent; the first 50, 66 percent; and even though 
the Department of Commerce did not show the classification for the 
first 100, we carried our analysis down to the first 100, and the first 
100 companies by size produc ‘ed 78 percent of the total. 

We then examined this series to ascertain whether there were clear 
breaks between one producer and the next, or did they graduate down, 
featheredged, so that there was comparable competitive strength all 
along the series. You can examine the series from the top to the 
bottom, and you will not find a clear break indicating above this mark 
is large and below this mark is small. They graduate by infinitesimal 
degrees from the very largest down to the very smallest. 

We proceeded with this analysis to look at other extractive indus- 
tries. Such data are not published by the industries, nor are they 
published by governmental sources. The concentration ratios re- 
ferred to are in part the author's caleulation or they are based on 
sources referred to in the footnote in the table of the manuseript of 
testimony which you have beore you. 

I wish you would notice that there is no other we gle 1 industry 
in the United States as widely held as natural gas, with the single 
exception of bituminous coal. I have never healed the bituminous 
coal industry classified as one which is controlled by the few, and yet 
in bituminous coal, the first 4 produce 16 percent as compared with 
natural gas producing 17 percent. In copper, the first 4 produce 80: 
iron ore about 62; lead about 56; anthracite about 41; bituminous 16: 


natural gas 17. 
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If the natural-gas-producing industry is to be characterized as mo- 
nopolistic solely on the basis of size, then we must accept the statement 
that all extractive industries in this country are monopolistic and 
operate in monopolistic markets. This I cannot accept. 

There are 452 separate industrial classifications observed by the 
standard industrial classification of our manufacturing industries. 
Each and every one of these 452 industries was studied by the Depart- 
ment of Commerce, and was summarized in the report to the Com- 
mittee on Monopoly Power. I have selected for comparative purposes 
only a few industries, the output of which looms large in all indi- 
viduals’ expenditures in the cost of living. 

We naturally expected that tobacco and cigarettes would represent 
a high degree of concentration, and it did. The first 4 represented 
40 percent. Motor vehicles and parts—that is, the combination of the 
two—represents slightly under 60 percent; steel fabrication repre- 
sented approximately 44 percent ; meatpacking and wholesaling rep- 
resented about 42 percent ; and woolens and woolen goods represented 
just 28 percent; natural gas 17 percent. But it isn’t just these few. 

I took the report of the Department of Commerce and I counted 
every single industry with a higher concentration ratio than that evi- 
denced with respect to natural gas. There were 382 different indus- 
tries out of the total of 452 industries which had a higher concen- 
tration ratio than that evidenced for natural gas. 

[f all such industries are classified as monopolistic because of con- 
centration of control in the hands of the few, then we must take the 
position that competition among American industry is dead. 

The outstanding reason for studying concentration of industry on 
a national basis is twofold. First, other studies have been made and 
comparisons can be drawn. Second, the movement among the different 
areas of the country does in fact result in competition finding expres- 
sion in the national market. 

Still it might be contended that concentration was much greater 
on a regional basis. Inevitably concentration gets greater on a re- 
gional basis, the smaller the market studied. Thus, if you were to 
study the State of Minnesota with respect to concentration of iron 
ore, you would get a higher concentration than you would find exist- 
ing on a national basis. 

We studied the concentration ratio for natural gas on a regional 
and State basis, and have been careful to give you those concentra- 
tion ratios in the detailed statement. I think you will find that there 
is but little change. As we go from a national basis to the South- 
west, the concentration ratio of the first 4 moves from 17 to 19, and 
then when we go from the Southwest to the individual State of Texas 
it moves up a couple more percentage points. Even on the indi- 
vidual State basis the concentration ratio in the natural-gas industry 
is less than the concentration ratio in the preponderance of our in- 
dustry on a national basis. 

_ Hence, we cannot accept the charge that the natural-gas-producing 
industry is in the hands of the few. 

There is still another aspect of study which we must look into. It 
has been alleged that monopoly exists at the orifice of the interstate 
pipeline. Likewise, it is claimed that when a pipeline is laid, it is not 
subject to transfer of location and hence is at the mercy of the seller. 
That general characterization is true only to a very limited extent. 
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First, before you grant a certificate to a carrier, in the very first 
instance it is necessary to have the reserves committed to meet the 
needs of that pipeline as then contemplated for approximately 20 
years. 

Secondly, there is a concept, widely held, that when a pipeline is 
built, that is the end of construction. This is, of course, erroneous. 
Pipeline companies are never through building. Extensions to ney 
and additional supply sources, new gathering systems, new loops, new 
compressor stations, new markets, et cetera, constitute a continuing 
parade of adjustments of that line location. 

Thirdly, I find they are built to traverse many producing areas so 
that they may be able to secure their natural gas from the most 
advantageous source. 

Lastly, pipelines have interconnections with each other which tend 
to spread out their roots over a wide producing area. 

Very few pipelines will put themselves in the position of being totally 
dependent upon the producers in a single field or area. Sellers do not 
like to be dependent upon a single buyer. Frequently, both the buyers 
and the sellers have seen the price of gas go up when an alternate pur- 
chaser enters the field and seeks to secure supplies for his particular 
market. There is an interplay of competitive forces which is strong 
and determining of price behavior. 

With this understanding, let us continue our concentration studies 
of individual pipelines. 

The affiliated producing companies of these pipelines have been 
included among the vendors in this analysis, but purchases from non- 
affiliated pipelines have not been included. In short, what we are 
going to discuss is a breakdown of the first sale to determine the degree 
of control which might be associated with the supply of each trans- 
mission company. The above companies, however, are adequate to 
offer conclusive proof of the evidence of competition without the 
necessity of moving facilities. 

For each of these companies I shall mention only the proportion of 
the volume that is supplied by the first four vendors. We have a map 
which shows the principal natural g&s pipelines in the United States. 
and as I talk about these pipelines I “shall ask Dr. Foster to point out to 
you where these lines go and what areas they cover so that you may be 
able to visualize with us the real nature of this problem. 

The United Gas Pipeline Co.: The first four vendors supply 4.6 per- 
cent of their total. This system blankets the entire gulf coast area 
from Mexico eastward through Texas, Louisiana, and Mississippi, and 
along the coast of Alabama to Pensacola, Fla. It also covers the 
northern Louisiana and the east Texas areas, with their large natural 
gas fields, 

This pipeline connects and makes deliveries to the Interstate 
Natural Gas Pipeline Co., the Mississippi River Fuel Corp., the 
Southern Natural Gas Corp., the Tennessee Gas Transmission Co., the 
Texas Gas Transmission Corp., and the Texas Eastern Transmission 
Corp., and it buys large quantities of natural gas from the Lone Star 
Gas Pipeline Co. 

This system, the Lone Star system, plus the United system, gives 
vir tually a complete blanketing of the States of Texas, Louisiana. sand 
Mississippi. Thus, there are six connecting companies which are not 
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only drawing supplies from the fields adjacent to their particular 
lines, but they also have the competitive advantage of drawing gas 
from any field in the States of Texas, Louisiana, or Mississippi. 

Secondly, Northern Natural Gas Co.: The first four vendors supply 
é7 percent of the total. This system extends from the western portion 
of Kansas, Oklahoma, and west Texas, up into Nebraska, Iowa, Minne- 
sota, and ‘South Dakota. Its roots are firmly planted in the entire 
Hugoton gas area, 

Would you point out the Hugoton area, Dr. Foster. Thank you. 

It lies also in the Panhandle of Texas, covering part of the Pan- 
handle of Oklahoma and southwestern Kansas. In addition, Northern 
takes gas from the Texas Panhandle field and it owns the Permian 
Basin Pipeline Co., which extends down to the large fields in south- 
western Texas and New Mexico. Thus, the line is directly connected 
with Kansas Hugoton, Oklahoma Hugoton, Texas Hugoton, Texas 
Panhandle, and the West Texas Spraberry, southeastern New Mexico, 
and smaller fields too numerous to mention. Certainly Northern is 
not at the mercy of any one particular seller or sellers. 

Texas Eastern Transmission Corp: The first four vendors supply 
33.2 percent. It is a conversion of the war-emergency oil pipelines. 
The systenr reaches from New York to Texas, and is in direct con- 
tact with the fields in Arkansas, east Texas, northern Louisiana, 
Texas gulf coast in the Houston area, Texas gulf coast in the south- 
western area, and in the southwestern area it connects to the Wilcox 
Trend gathering system, which covers a considerable portion of south- 
western Texas. It also has connections with United Gas Pipeline 
Co., Texas Gas Transmission Corp., Mississippi River Fuel Corp., 
and Transcontinental Gas Pipe Line Co. 

No. 4, the Tennessee Gas Transmission Co.: The first four vendors 
supply 40 percent of the total requirements. This system extends 
fron the southernmost part of the Texas gulf coast and the Rio 
(Grande Valley right up through the gulf coast area to the Carthage 
field, northern and southern Louisiana, thence northeasterly up 
through the Appalachian fields into New York, where connection is 
made with the Northeastern Gas Transmission Co. serving the States 
of Massachusetts, New Hampshire, and Connecticut. This line has 
potential supply sources from the Appalachian producing area, 
Arkansas, North Louisiana, east Texas, and the broad belt along the 
louisiana-Texas gulf coast. 

Cities Service Gas Co.: 61.4 percent is supplied by the first four 
vendors. This is a pipeline system based upon serving the communi- 
ties in Oklahoma, Kansas, and Missouri. Supplies are secured from 
the Hugoton area and the Panhandle field. Connections also exist 
with practically all of the gas fields in the States of Kansas and 
Oklahoma, giving particular coverage to the production area be- 
tween Tulsa and Kansas City. In addition, it has connections with 
the Consolidated Gas Utilities C orp., an interstate pipeline, and it has 
connections with the eastern portion of the Panhandle field up into 
Oklahoma and Kansas. 

The next pipeline is the Panhandle Eastern Pipeline Co. The 
first four vendors supply 58.7 percent. This is one of the earliest 
large diameter pipelines in the country. It serves primarily com- 
munities in Michigan, Ohio, Indiana, Tilinois, Missouri, and Kansas. 
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The pipeline originates in the Panhandle of Texas. It also gets 
supplies from the Hugoton field in the States of Texas, Oklahoma, 
and Kansas. It owns the Trunk Line Gas Co., which extends from 
the Rio Grande Valley right up through the heart of the Texas gulf 
coast area, Louisiana gulf coast area, thence north where a connection 
is made with the Panhandle system at Tuscola, Ill. 

The Colorado Interstate Gas Co.: The first four vendors supply 
53.4 percent of the total. This serves primarily the State of Colorado. 
It is connected directly with the Kansas portion of the Hugoton 
field and with the Texas Panhandle field. 

Michigan-Wisconsin Pipe Line Co.: One hundred percent is sup- 
plied by the first four. This line serves primarily the eastern part of 
the State of Wisconsin and the western part of the State of Michigan. 
Its supplies are obtained almost entirely from the Phillips Petroleum 
Co. in the Texas Panhandle. In this particular case, there is a very 
high concentration of supply with over 99 percent of the total line 
requirements being obtained from 1 company. A careful examina- 
tion of the prices was made that the pipeline is paying for the gas. 
That pipeline has a long-term contract for supplies at prices more 
favorable than prices paid by other lines receiving supplies in the 
same field. Thus, even though there is a concentration»of supply 
source, the price at which the transaction is made shows the evidence 
and the effects of competition. 

Further, it is within the power of that line, if at any time it feels 
need for protection, to protect itself by making connection with gas 
fields in the immediate vicinity. 

At the present time it draws from the southern part of the Hugoton 
field. The entire Hugoton area, in Texas, Oklahoma, and Kansas, lies 
immediately north of where it receives its supplies. It is only 35 miles 
to the Panhandle where it can also make connections and free itself 
from any possibility of any extortion that it may feel. 

The last pipeline I shall mention is the Texas Illinois Natural Gas 
Pipeline Co, and the Natural Gas Pipeline Co. of America. I have 
combined the 2 because the 2 are owned predominantly by the Peoples 
Gas Light & Coke Co. of Chicago. These 2 lines receive 55 percent 
of their total requirements from the first 4 vendors. The Natural 
Gas Pipeline Co. of America connects directly with the Texas Pan- 
handle field. The Texas Illinois pipeline traverses Arkansas, east 
Texas, and into the Texas gulf coast region. Connections are made 
by Natural Gas Pipeline Co. of America with Colorado Interstate Gas 
(‘o., Texas Illinois Natural Gas Pipeline Co., and Cities Service Gas 
Co. 

Each and every one of these pipelines, with one single exception, 
appears to have exercised the sound business precaution of insuring 
competition among the vendors supplying its needs. That single ex- 
ception is the Michigan-Wisconsin line, which has a long-term con- 
tract at price levels which are below the prices being paid in the same 
field by competitive buyers. 

The net effect is that there is a veritable network of pipelines cov- 
ering the large producing areas of the Southwest, forming a virtual 
blanket of transportation facilities that does result in competition be- 
tween Hugoton and Panhandle; between Hugoton, Panhandle, and 
Gulf Coast; between Hugoton, Panhandle, Gulf Coast, East Texas; 
and between all of these areas and Louisiana, and so on. Admittedly 
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the pipelines cannot be picked up and moved as a garden hose. It is 
equally obvious that the business acumen evidenced by the builders of 
the pipelines indicated that they were just as cognizant of the desire to 
protect their accounts and their prices paid as have been the producers 
in their desire to get a competitive buyer into the field. 

The Cuatrman. Doctor, may I interrupt you there to ask if it might 
be possible if you could furnish the committee a chart-size black and 
white map that could go in the record such as the map you have ex- 
plained ¢ 

Dr. Boatwricut. Actually, Mr. Chairman, there is something 
which is.a little better. The Federal Power Commission has just is- 
sued their December 31, 1954, map of all interstate pipelines. It 
shows the exact pipelines now in existence. It shows those which are 
certificated for construction. It shows in a different color those which 
are being reviewed for certification. Copies of this map can very 
readily be made available to each member of the committee. 

The CHamman. Very well. If we may have that for the record, it 
will be very helpful. I am not sure that we can reproduce that map 
mcolor. I think we would have to have it in black and white for the 
record. Each member of the committee I am sure will be very happy 
to have one of those for his personal file. 

Dr. Boarwricut. We will furnish you a map in black and white 
for the record. 

The CuatrmMan. Thank you very much. 

Very well, you may proceed. I am sorry for the interruption, but 
I thought the map was rather interesting and informative, and it gave 
to me the first picture I have had of this network of pipelines. I 
wanted to be sure we had it in the record. 

You may proceed, Doctor. 

Dr. Boatwrieut. You will get a copy for the record. 

(The map referred to is herewith inserted facing p. 316.) 

Dr. Boatwrieut. To contend that prices in the Appalachian field 
are absolutely unrelated to those in northern Louisiana or the Texas 
gulf coast or the Hugoton-Panhandle field is to ignore the fact that 
markets beyond the Appalachian are served with a part of their 
supplies from these remote points, and they thus do compete with 
each other, both on main line transactions and on transactions with 
affiliated or connected lines. If the prices in northern Louisiana are 
too high, producing areas further south will win away their markets. 
If the southern field prices are too high, every intervening producing 
area will win away the markets. The backup of supplies is one of 
the most effective means of competition and is evident every day in 
the market of natural gas. 

Having examined the demand for and the supply of natural gas, 
let us turn to a more detailed analysis of the prices paid. It is price 
which serves as the constant equalizing and corrective coordinating 
force between supply and demand. 

We have previously discussed the association of natural gas prices 
with new supply and increased demand, and there it was pointed out 
that though prices behaved exactly as would be expected in a com- 
petitive market, that this behavior alone was not depended to prove 
competitive conditions. 


61557—55—pt. 1 21 
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Price behavior through time was but one additional building block 
indicating an absence of control. 

The index of natural gas prices was compared with those of alter- 
nate fuels, and that was discussed. Here again it was pointed out 
that such a comparison was not alone regarded as adequate competi- 
tive protection to the consumer because the alternates were not always 
completely substitutable. 

Again all that was claimed was that competition among gas pro- 
ducers was strongly indicated because the trend did not follow the 
prices generaly for all competitive substitutes. 

There are three other phases of price behavior which should be 
studied. One, price behavior of that portion of the total paid by the 
ultimate consumer that is regulated, versus that portion that has been 
competitively determined; second, the presence or absence of price 
patterns in any given area to determine whether or not competition is 
indicated; and third, the association of price with conservation of 
natural gas. We shall consider these in this order. 

The price paid for natural gas by the ultimate residential con- 
sumer is a composite of payments for distribution, transmission, and 
production. As such, it is a combination for payment for both per- 
forming the regulated functions of distribution and transmission, 
and for the heretofore unregulated producing phases of the industry. 

The average price paid by residential consumers as reflected in 
chart No. 9 declined more or less steadily and constantly from 1938 
and reached its lowest level of 65.3 cents per thousand cubic feet in 
1948. 

By 1953 the average price paid by residential consumers had in- 
creased to 86.5 cents per thousand cubic feet. This was an increase of 
21.2 cents per M c. f. 

During the same 5 years the average field price of natural gas also 
increased from 6.5 percent in 1948 to 9.2 cents in 1953. This was an 
increase of 2.7 cents per M c. f. 

Even if the total increase in field price had been fully reflected in 
the price of every cubic foot of natural gas sold, the increase in the 
field prices would have represented less than one-seventh of the total 
increases actually produced. 

The higher prices to the consumer about which there has been s0 
much complaint, and which has led some to contend that natural gas 
producers should be regulated, have not been brought about by higher 
field prices. They have been brought about by the higher prices of 
everything—steel, labor, taxes, and all of the other items which enter 
into the cost of distribution, transmission, and production of natural 

as. 
7 Recall, before leaving this exhibit, that industry has contended that 
the producers receive a price for natural gas at a wellhead which 
represents approximately 10 percent of the total price paid by the resi- 
dential consumer. This has been called misleading, and that the 
wellhead price is approximately 22 percent of the price paid by all 
consumers. 

Both of these statements are mathematically correct. The first re- 
fers to the residential part of the natural gas market, which we refer 
to as the demand market. This is not interruptible and must be served 
in total whenever it occurs. 
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The second statement refers to the average realization from natural 
gas based upon sales to residential, commercial, and industrial cus- 
tomers during a full year’s period of experience. That is the average 
price paid for the interruptible type service and the noninterruptible 
type service. ne : 

I submit that from the point of view of the 18 million residential 
consumers using natural gas, the comparison which is valid is that 
the field price is 10 percent of the price paid by the residential con- 
sumer. 

Now, let us look for the presence or the absence of price patterns. 
If you have a monopoly in any industry, you tend to find a price 
stickiness, a price uniformity, or a price pattern. If there is a lack 
of control and if each contract is the result of the haggling and bar- 
gaining in the market, then price differences will appear. 

To eliminate the effect of time on contractual prices, because we all 
recognize that contracts drawn 9 years ago cannot be compared with 
those drawn in 1952 and 1953—to eliminate the effect of time, we took 
only those contracts signed in particular fields in the year 1952 and 
1953. These analyses were made for the Appalachian field, the east 
Texas and north Louisiana fields, the Louisiana-Texas gulf, and the 
Panhandle-Hugoton area. The results, gentlemen, were as follows. 

From this chart, if you will read from left to right, you will have 
the proportion of the total number of contracts signed in any one of 
those a in the particular years in question at the particular prices 
referred to. 

Thus, if we take the Appalachian field, approximately 3 percent of 
the contracts in that field in 1952 and 1953 were signed at a price of 
about 22 cents. Then if we move on up to the next level just under 25, 
we see that roughly 33 percent of all contracts signed in that field were 
signed at prices at or below 25 cents per thousand cubic feet. 

Then if we move up to the next category we see that about 97 per- 
cent of all contracts were signed at or below a price of 28 cents, we will 
say. In other words, within the Appalachian field prices ranged from 
21 to 29 cents per thousand cubic feet. 

In the Panhandle and Hugoton area the price ranged from 7 to 18 
cents. In the east Texas-north Louisiana area they ranged from 4 to 
13 cents. In the Louisiana-Texas gulf area they ranged between 3 and 
16 cents. These differences are the reflections of all of the varying 
determinants of a competitive price as may be set by and determined 
by the local supply and demand situation. They also reflect differences 
in the cost of moving to market. They are such differences as are re- 
flected by a competitive recognition of costs. 

Prices even in a given producing area were not uniform, and sub- 
stantial volumes sold at widely differing price levels. There are sound 
reasons why that should be the case. Smaller volumes which must be 
reached out for by the pipeline tend to demand a lower price. Gas 
purchases from the tailgates of a natural gasoline plant where the 
dehydration, gathering and stripping has already been accomplished, 
are worth more to the carrier than other possible purchases. 

: mg produced as a byproduct of oil production where supply is sub- 
ject to the fluctuations of oil production is not worth the same amount 
as the noninterrruptible gas-well gas. 
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There are two other price relationships obvious from a detailed 
examination of the data, that I do not have the raw data to reflect in 
a chart but I should like to comment upon them. 

It has been found from observing the data that the introduction of 
a new pipeline outlet for any given field finds quick and early reflection 
in prices paid for gas in that field. Usually the new company will 
offer a higher price than the older established line is paying, and the 
older line will raise its price to meet the competition of the new trans- 
mission company. 

Secondly, the discovery of substantial new reserves affects the price 
in older fields. Thus Appalachian prices were lowered by the discoy- 
eries in the Southwest. The Monroe prices were lowered by the gulf 
discoveries, the gulf prices were restrained by developments in south- 
west Texas, Spraberry, and New Mexico. 

The absence of price uniformity within the producing areas and the 
variations among the areas again is an indication that competition is 
working effectively in the natural-gas-producing industry. 

Let us now turn to our last analysis of price. Is there an associa- 
tion between price and the proportion of the output which is vented 
and wasted? I think this subject, too, is of interest to the consumer, 

You will notice that the yellow line represents the volume of 
natural gas vented and wasted. That is as reported by the United 
States Bureau of Mines. That volume is expressed as a percent of 
the net production, and the percentages were then associated with 
the changing field prices. 

The most significant feature of this chart is the rapid decline in the 
ratio of waste to production. Notice that the ratio has fallen from 20.3 
percent to 8.8 percent in 15 years. 

Notice also that the percentage of natural gas wasted moved in an 
opposite direction to the field-price trend, which implies a causal 
relationship. 

These gains would not have been possible if field prices had not 
firmed from the abnormally low levels of the late thirties. Conserva- 
tion of oil and gas is difficult to achieve unless field prices of gas are 
at levels which make the installation of conservation facilities eco- 
nomical. During the years of abnormally low prices, conservation av- 
thorities were reluctant to compel conservation of gas for the reason 
that the cost of conserving exceeded the value obtained from the 
product. 

The importance of this reduction in waste and vented gas cannot 
be overstated. At the beginning of the period it represented 20.5 
percent of net production. At the end it represented 8.8. Taking 
the difference, 11.5 percent and applying that percentage to the 195} 
production, it represents more than 1 trillion cubic feet of natural 
gas. 

That saving is adequate to meet the total consumption of all 1) 
million residential consumers who in 1950 were using natural gas. 

Mr. Harris. Say that again. 

Dr. Boatwricnt. The saving in the vented and wasted gas in this 
time period applied to the 1953 production is equal to more than ! 
trillion cubic feet of natural gas. One trillion cubic feet of natur’ 
gas is approximately the total amount consumed by 13 million residet: 
tial consumers who were connected to natural gas in 1950. 
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Thus, gentlemen, we have applied every price test that an economist 
can think of in this vital question. We have seen that prices var 
through time and have the flexibility characteristics indicating ‘sed 
of control. Prices of natural gas have not gone up with competitive 
fuels or with the general cost of living. Prices paid for natural gas 
vary among fields and reflect general variations of cost of movement. 
There is an absence of price uniformity on new contracts in any given 
field at any given point of time. Prices react to variations of supply 
resulting from new discovery. Additional competition among pipe- 
line buyers represented by a new pipeline is reflected in the price pai 
for gas. We have seen that there is a definite association between 
price and gas vented and wasted. 

Each and every one of these tests has indicated a price behavior 
which is typical of a competitive market and is diametrically opposed 
to the behavior which would be anticipated in a monopolistic market. 
Therefore, there is no evidence pricewise to indicate any monopolistic 
control on the part of the producers. 

Natural-gas production is a competitive industry which has made 
available to all of the economy all of the advantages desired by those 
who passed the laws to insure the perpetuation of competition. Such 
evidence should place the burden of proof upon the accuser who 
charges lack of competition. 

I have one last point which I would like to cover, and that is if the 
production of natural gas is given a utility status, the costs incurred 
will be staggering and the benefits will be negative. Regulation by 
Government inevitably means a curb of individual liberty. Individ- 
uals seek to retain their liberty by changing their mode of business. 
Regulatory agencies find it necessary to reach out further and further 
in their struggle to substitute their judgment for the dictates of the 
market. This gives rise to the inevitable disease of proliferation of 
Government control. 

I am sure there is no need to discuss that topic, as I am sure it is a 
well-recognized disease every time Congress reviews the budget. 

The direct expenses incurred by the regulatory agencies will be 
large. The Federal Power Commission now has a large staff and a 
large budget for the purpose of regulating the small number of pipe- 
line companies which do perform utility functions. 

Will you imagine with me the time, staff, and expense which would 
be necessary to review approximately 30,000 separate sales transac- 
tions, and additional thousands written every year? No formula can 
be devised to determine costs or reasonable prices in the field for the 
commodity. Truly, a book on futility could be written on that subject. 
But these expenses of regulation would be paid by the consumer in his 
tax bill. Fi 

The seller would undoubtedly present arguments justifying the 
reasonableness of prices under review. Some would prepare detailed 
statements of expense, estimated life, byproduct realization, dry hole 
compensation, et cetera, when in their heart they knew that the real 
Justification was arm’s-length bargaining. ; 

he examiners would review and they would call for new evidence 
and would defer and seek to find a ground for justifying the substi- 
tution of their judgment for what the market dictates. But they, 
too, would know that in the last analysis what was really accomplished 
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was the imposition of a third party’s judgment. Legal fees, accounting 
costs, traveling expenses would go up in the meantime, and no matter 
what it amounted to, the customer would pay the bill, as all such 
expenses become a part of the cost of the service of determining 
natural-gas rights. 

Then we will assume a judgment is reached and handed down. If 
that arbitrarily determined price is above that which would be based 
upon the supply and demand relationship, burdensome surpluses will 
be brought into existence. The customer would pay the cost both 
through higher immediate rates and ultimately the cost of carrying 
the surplus. If the judgment price is below the dictates of the 
market, different forms of cost to the customer are brought into 
being. What is the social cost of stifling of incentives? How long 
will present reserves feed the steel blanket of carriers covering the 
Nation? What happens to costs of transmission when supplies are 
inadequate to maintain capacity operation? What happens to the 
cost of the distributing companies as they find it necessary to rehabili- 
tate the manufactured gas facilities?’ What happens to the consumer 
through this chain of events is not a question. He pays the bill. 

If these conditions develop because of judicial decree, the Federal 
Power Commission should be granted immunity from blame if their 
judgments prove costly to the economy. No five men and their staffs 
have been granted omnipotence of reasoning that their judgments can 
be et for millions of individual decisions made from day 
to day. 

But, argue some of the proponents of regulation, we will make it 
regulatory only to the large producers. Others may discuss the legal, 
ethical, moral, or constitutionality of such proposals. I shall mention 
only some industry truisms that would be brought into action. 

There are more natural gas royalty interests than there are opera- 
tors of producing properties. Is royalty-interest gas, usually sold by 
the operator, to be a part of the base volume to determine the applica- 
tion of regulation? If so, the royalty owner may insist upon the 
privilege of payment in kind and make a separate sale. Most would 
thus escape regulation, and automatically approximately one-eighth 
of the flow in interstate commerce would be exempt on that basis 
alone. But the purchasing problems of the carrier would be multi- 
plied many-fold and the consumer would pay the bill. 

Producing properties are frequently held by divided interests. 
Sometimes such interests run to a fraction of a percent. Usually 
these properties are under one operator. Would the total be included 
in his base amount to determine the application of regulation? If 
so, will these property participants insist upon separate sales con- 
tracts, thus eliminating them from regulation? Many will, and the 
unregulated part of the total will increase, as well as the cost of doing 
business to the detriment of the consumer. 

Some firms purchase and gather gas from numerous wells and 
bring it to a common delivery point and make a single sale. Does 
the sale of these combined purchases all count in the base to determine 
whether he shall be regulated? If so, will the numerous small pro- 
ducers insist upon separate sales privileges and compensate the 
gatherer on a fee basis? Many would, and the unregulated portion 
of interstate traffic will increase further and the cost of doing bus! 
ness will increase. The same result to the consumer. 
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Many natural gasoline plants have been built both because of 
economic incentives and because of conservation measures. Wet 
natural gas feeds into such plants from many small operators. There 
the gas is dehydrated and the liquid hydrocarbons are extracted. A 
single sale of the residue gas is made at tail gate of the gasoline plant. 
Does that volume constitute a part of the base for determining the 
application of regulation? If so, what will prevent the uniform adop- 
tion of a plan, already applicable at some plants, whereby each pro- 
ducer receives payment for his portion of liquid hydrocarbons 
extracted and he sells singly his portion of the residue gas at the out- 
side of the plant. 

Universal application of this mode of business would greatly in- 
crease the proportion of natural gas in interstate commerce not 
subject to regulation and greatly increase the cost of doing business 
to the detriment of the consumer. 

I hope I have offered sufficient evidence to indicate the utterly 
chaotic conditions which would be introduced by any such concept 
as regulation of only the large producers. 

Considering the overall—increased cost of service, costs of rate 
hearings without end, the cost of gathering evidence justifying pro- 
posed prices, the cost of destruction of incentives, the cost of mistaken, 
judgments, the cost of atomization of the industry—there can be no 
question but that under regulation the long-run prices paid by the 
consumer will be higher than they would be if the producing phase 
of the industry were unregulated. 

The facts reviewed have established that the consumer inevitably 
receives his greatest protection from competitive activity. 

I hope sincerely, Mr. Chairman, that the analyses which have been 
presented and the conclusions which I have expressed will be of some 
aid to Congress in arriving at the correct soliton to this complex 
problem. ‘The consumer has far more at stake here than the pro- 
ducer of natural gas. We are talking about controlling one of the 
energy sources of the Nation. The economic progress of any society 
is dependent upon abundant supply of low-cost energy. Likewise, 
control of energy is the first step usually taken on the route to totali- 
tarian government. 

I believe in the benefits of competition to the ultimate consumer. I 
sincerely hope that these benefits may be preserved for many for all 
time to come. 

I thank you very much. 


| Mr. Boatwright’s prepared statement, including tables and charts, 
ollows:) 


STATEMENT OF JOHN W. BOATWRIGHT, STANDARD Ort Co. (INDIANA), CHICAGO, ILL. 
CONSUMER INTEREST TN NATURAL-GAS COMPETITION 


Congressman Priest, members of the Interstate and Foreign Commerce Com- 
mittee. My name is John W. Boatwright. For more than 20 years I have served 
as an economist for the Standard Oil Co. (Indiana). It is my privilege to present 
certain facts about the natural-gas industry for your consideration. 

From the facts that I shall present, I have drawn the following conclusions: 

1. The potential consumer demand for natural gas is far from satisfied. Evi- 
dence abounds to indicate that the number of customers desirous of using natural 
sas would be tremendously increased if adequate supplies were made available. 
Further, these potential customers are willing to pay a price which will bring 
into existence sufficient supplies and facilities to meet their needs. 
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2. There is a distinct economic advantage to the customer using natural gas. 
In many markets this superior fuel can be secured at a cost per million B. t. u.’s, 
which is about the same as or lower than the price of alternate fuels. 

3. Assurance of future supplies is of grave concern to the consumers. Expan- 
sion of reserves has been very rapid during the postwar period. The ratio of new 
supplies to current production has declined but no serious question was raised 
until the results of 1954 became available. We cannot assign 1954 results to any 
definite cause. It might have been mere chance that the discoveries were as low 
as they were. 

4. The total number of natural-gas producers is something over 8,000. These 
individuals sell both intrastate and interstate. The industry is very widely held 
and far less concentrated in ownership than other extractive industries and most 
manufacturing industries. 

5. There is complete freedom of entry of new competitors in the production of 
natural gas. In fact, the structure of the industry is such that large producers 
are continually inviting and urging new men, money, and materials to enter the 
producing phase. 

6. The natural-gas-producing industry is very widely held even when analysis 
is limited to individual producing areas or States. It cannot be urged that nat- 
ural-gas production is so closely held that it is subject to control by a few. 

7. Analysis of prices with respect to flexibility through time, variations among 
producing areas, variations within the same producing area at any given instant 
of time, gas price as compared with competitive fuels, and the producer’s price 
of natural gas as a part of the total consumer payment all point to active com- 
petitive conditions. The price behavior of natural gas shows no symptoms of 
monopolistic control. 

8. Prices at which natural gas is sold to natural-gas transmission lines have 
been responsive to competitive conditions. When it was a byproduct, it was 
priced as a byproduct. As it grew out of this classification, it sold on the basis of 
competitive demand in a free market. 

9. All the principal interstate gas transmission lines, with one single exception, 
have connections with a wide number of producers, many fields, and many pro- 
ducing areas. There is also a large number of interconnections of pipeline sys- 
tems. Such widely scattered supply sources have the effect of producing a veri- 
table steel blanket of transport facilities all over the gas-producing area. 

10. Under a system of Federal regulation of natural-gas prices, the cost to the 
consumer ultimately will be increased more than would result from a continua- 
tion of a competitive market. 

My comments will be directed toward competition in: 

1. The demand side of the market. 

Here we shall show the development of demand for natural gas in terms of 
number of customers and total energy consumed. The competitive reasons for 
this development will be established. The competition of potential users with 
present customers must also be recognized. In fact, competition among gas users 
is of great driving influence in the natural-gas industry. 

2. The supply side of the market. 

Here we shall show the number of natural-gas producers and the existing 
degree of concentration of control. This analysis will be presented on a National, 
regional, State, and individual pipeline purchaser basis. The extent of reserve 
development, the effect of price on conservation and increased supply will be con- 
sidered. Competition among sellers becomes evident in this analysis. 

3. The price behavior in the market. 

Here we shall demonstrate from price analysis the absence of price uniformity 
or presence of control in the market. In fact, this series of price studies will 
demonstrate the absence of monopoly. 

I will further attempt to show the committee that the consumer should not 
pay regulatory costs for negative results. This brief section will go into the 
structure of the industry to point out reasons why consumer prices will in- 
escapably be higher under regulation of natural gas production than they will 
be under competitive conditions. 

The presence or absence of competition in the natural gas producing industry 
is of paramount importance. However, competition is frequently misunderstood 
or carries quite different meanings to different people. Hence I would like to 
comment briefly on the nature and behavior of a competitive market before 
discussing either the demand for or the supply of natural gas. : 

In a competitive market each buyer and each seller is trying to improve his 
own self-interest. The buyer seeks constantly to get the same goods or services 
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from alternate suppliers at lewer costs. In many cases the buyer may even 
resort to substitute products if it is to his economic advantage to do so. 

On the other hand, each seller is attem)ting to take advantage of each oppor- 
tunity to secure higher prices, or he may use lower prices to secure and hold 
customers. He tries to decide upon prices and other business behavior in the 
manner that in his judgment will best serve his own economic advantage. 

The give and take on business transactions reflecting the judgments of both 
buyers and sellers as to market conditions, is the balance wheel and the self- 
corrective factor in our economy. Mistaken judgments are quickly corrected. 
It is the condition of the market with respect to the supply and demand that 
determines the price behavior rather than the wisdom of the individual buyer 
or seller. 

No single test can be used to determine conclusively the effectiveness of com- 
petition or the absence of monopolistic control in the market. Many have been 
used. Among these may be mentioned the freedom of entry or exit from either 
the buyer or seller side of the market; the flexibility of price behavior among 
sellers or the absence of patterns of price behavior ; the number and size of firms 
among the buyers or the sellers; the shift of relative poistion in the proportion of 
the market supplied by particular companies; the growth of the market both 
in terms of quantity and quality; and, the variability of profits. The applica- 
tion of no one of these tests in conclusive. It is only by weighing all relevant 
findings in the light of the particular industry and the character of consumers’ 
demand that valid conclusions regarding the prevalence of competition can be 
drawn. 

Our economy is based upon the belief that the consumer is best protected 
from exploitation by a competitive market. For this reason the data were 
assembled on various criteria of competition in the natural gas industry. As 
these facts are reviewed, each member of the committee will have evidence upon 
which to base a sound conclusion. 


The demand for natural gas 


Perhaps the first test of public interest to apply would be that of size and 
scope of the market. Certainly there should be a sufficient demand to assure 
an adequate market outlet for the prevention of waste of this valuable, irre- 
placeable natural resource. Such a demand did not exist in the thirties when 
natural gas producers found it necessary to promote interstate pipelines to 
reach a market. Natural gas was sold on a byproduct basis. This problem 
continued to exist in several sections of the Southwest into the forties and 
after the war. During this period, conservation efforts were made doubly diffi- 
cult as producers frequently found it necessary to make greater capital outlay 
to conserve the gas than they could have recovered from its sale. Obviously 
waste ran too high for public interest. 

The expansion of demand for natural gas represents the consumer’s reaction 
to a multiple number of contributing factors. First, the technological progress 
in the construction and operation of large diameter pipelines made it possible 
to reach distant markets on a sound economic basis. Thus the markets in 
Connecticut, Delaware, Massachusetts, New Hampshire, New Jersey, North Caro- 
lina, South Carolina, Wisconsin, and Rhode Island have been opened up to 
natural gas since 1946. Secondly, the cleanliness, convenience, and combustion 
efficiency make it a most desirable fuel for residential purposes. The trans- 
mission line must have capacity, or storage, adequate to meet the peak-load 
requirement for heating homes and commercial establishments, but these same 
customers cannot use the capacity during the summer months. Hence, many 
industrial customers have been sold natural gas on an interruptible basis. 
a price of natural gas has been more attractive than that of competitive 
uels. 

The end result of these factors can be seen in the average number of customers 
served each year as reported by the American Gas Association. 
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TABLE I.—Total number of gas customers 


{In thousands] 
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16, 170 
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Source: American Gas Association, Gas Facts 1953, p. 84. 
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A few comments on facts behind these data are necessary. 

The growth of number of natural-gas customers is greater than the expansion 
of all gas customers. In 1953, natural-gas customers represented 74 percent of 
the total, mixed natural and manufactured gas 14 percent, while manufactured 
and liquefied petroleum gas the remaining 12 percent. In most cases where con- 
nection of a natural-gas transmission line has been made to a distributing sys- 
tem, total conversion to natural gas has followed rapidly. This is largely respon- 
sible for the decline of manufactured gas customers from 8,730,000 in 1946 to 
only 2,795,000 in 1953. 

Customers for mixed gas appear to be gaining. This is the transition phase 
of distribution and will decline as soon as transmission lines and storage capacity 
permit going entirely to natural gas. 

Almost 25 million gas customers are residential users. This is a very signifi- 
cant portion of our urban homes. But it is the increased intensity of use that 
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adds even greater significance. Not only do they use natural gas for cooking and 
water heating, but also approximately 12.3 million customers heated their homes 
with natural gas. But this story can be better told by the following table. 


TABLE II —Residential consumption of gas 


{In millions of therms] 


Mixed Manufac- 


Natural Natural 
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Source: American Gas Association, Gas Facts 1953, pp. 107, 108. 


A therm is a standard unit of heat measurement equal to 100,000 B. t. u.’s. 
There are approximately 10 therms per M. c. f. Stated another way 10 therms 
will do the cooking for a representative family for about 1 month. 

Consumption of natural gas has approximately tripled since the war. Natu- 
rally the gain has been greatest in the 35 importing States, where consumption 
has more than tripled while for the rest of the country consumption has a little 
better than doubled. 

Consumption of mixed gas has doubled in 9 years. 

Utilization of straight manufactured gas has been reduced to about one-third 
the immediate postwar period. 


The cost incentive to use natural gas 


Comparative cost to the consumer is perhaps the most impelling reason for 
the expansion of the market for natural gas. Consumers obviously desire the 
advantages of efficiency and cleanliness in a fuel. It is even more desirable 
when they can heat their homes with natural gas for fewer total dollars. This 
is true in many markets since the substantial inflationary changes of 1946, 1947, 
and 1948. 

The Bureau of Labor Statistics maintains a continuous analysis of commodity 
price changes. From that series we have prepared the following table. 
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TaBLe III.—Jndew of retail prices of competitive fuels 
[1935-39 = 100] 
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Source: Bureau of Labor Statistics. 


It is obvious why the consumer looks with increasing favor upon natural gas. 
Because of the relationship between supply and demand, the price of natural 
gas has not shown the same reaction to inflationary conditions as have prices 
of competitive fuels. 

The independent behavior of natural-gas prices through time is an evidence 
of competition in the market. 

It is not contended that competition with other fuels alone is adequate protec- 
tion to consumers. However, it is believed that if monopolistic controls had 
been in effect, natural-gas price behavior would not have moved so independently 
of prices of competitive fuels as revealed by the data. 

We have mentioned the behavior of gas prices during the period of rapid 
general price increases. Again turning to the Bureau of Labor Statistics we 
can secure the data for this comparison. 
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TABLE IV.—Comparison of cost of living—All items with natural gas 
[1935-39 = 100] 
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Source: Bureau of Labor Statistics. 

The quantity 10-10.6 therms has been used by Bureau of Labor as representative of typical for residential 
cooking. The 25-30.6 represents eooking plus hot water heating. The quantities of gas upon which quota- 
tions were secured by the Bureau of Labor Statistics did not remain constant throughout the entire time 
period. Hence, it is necessary to show indices of the outer limits of the sample. 


Natural gas is one of the few items in the family budget for which price 
has remained comparatively stable. Certainly, as a series, the beginning of a 
price rise lagged approximately 10 to 12 years behind other price series. This 
is the best evidence I have seen of the truly splendid accomplishment of the gas 
distributing companies, the transmission pipelines, and the producers. All have 
contributed to this result. 


PRICES OF cost oF LIVING. 
- NATURAL GAS FOR 
OTHER RESIDENTIAL USES 
HAVE CHANGED LITTLE... I (MANUFACTURED ! 


AS~, | 
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The price paid for natural gas, no doubt, will tend to rise if the supply is 
lot increased to meet the increased consumer demand. But it will increase 
‘ven more if the producers’ prices are regulated. This will be discussed in a 
Moment, Let us now examine the unsatisfied portion of consumer demand. 
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The unsatisfied consumer demand 


We have seen that there are approximately 25 million residential consumers 
of gas. Of these, 20 million use natural gas and an additional 3.7 million use 
mixed gas. And yet the present connected market is not saturated. In fact, the 
degree of saturation of the home heating market is estimated by the American 
Gas Association as only 50 percent. There are 250,000 in the Chicago metro- 
politan area alone. The distributing companies reporting to the American Gas 
Association estimate that approximately 1,200,000 additional gashouse heating 
customers will be added each year—1955 and 1956. These potential consumers 
are on utility distributing companies’ waiting lists, or would be on a waiting list 
if they thought it would do any good. 

Then there are those countless potential customers who live in communities 
not now served by natural gas. These live in the new suburban developments 
not reached by gas distributing mains, in communities not yet connected to a 
natural gas transmission pipeline, and in areas of the country to which natural 
gas pipelines have not as yet been built, such as parts of New England, Florida, 
and the Pacific Northwest. 

It was no surprise to the industry that when the Northern Natural Gas Co. 
applied in 1953 to the Federal Power Commission for a certificate to connect 
to 7 additional municipalities approximately 100 other towns presented peti- 
tions asking that connections be made also to their communities. There is a 
total of 490 communities, representing a total population of 1,600,000 people and 
370,000 gas customers, who have requested gas service from this carrier or indi- 
cated a desire for such service. 

There is no reason for wonderment why the Northwest is so anxious to have 
the Pacific Northwest pipeline constructed. Michigan communities are also most 
anxious to have their supplies supplemented by a proposed new pipeline. The 
Public Service Commission of Wisconsin; the city of Detroit; the county of 
Wayne, the State of Michigan; the Michigan Public Service Commission, and 
others, who appeared against Phillips in Docket No. G—1148 (FPC), protested 
a “monopolistic” price of 9.48 cents per M ec. f. These same public agencies ap- 
peared before the Federal Power Commission favoring a certificate for construct- 
ing the proposed line (Docket No. G—2306) when the gas reserve commitments 
called for a price approximately double the price paid to Phillips. 

These communities recognize that natural gas is a bargain even at prices 
double that being paid. 

Considerable portions of Alabama, Georgia, and a limited portion of Florida 
will receive natural gas under certificates already issued. Even after present 
plans are completed, most of Florida will remain anxious for natural gas sup- 
plies. 

These homes, these customers, running into additional millions, are the dis- 
enfranchised parts of the natural gas market. They too want the advantages of 
this economical and clean fuel. They are willing to pay the price for the com- 
modity that will bring into existence sufficient supplies and facilities. They want 
the opportunity of becoming a part of the competitive market for natural gas. 

Thus the total market for natural gas, which has grown tremendously, is still 
divided between the “haves” and “have-nots.” Present customers naturally want 
assurance of future supplies at as low a price as is consistent with discovery 
needs. It must not be the thought of the governing personnel that these users 
have a vested right in the natural gas reserves of the country to the exclusion 
of other willing and potential buyers. 


Interstate versus local demand 

During the period when natural gas was sold as a byproduct, independent pro- 
ducers looked primarily for local markets. Natural gas for the carbon black 
industry, local utility sales, energy for local electric powerplants, and fuel for 
other industry grew rapidly. This local use, as a proportion of the total national 
market, has declined in recent years as the “export” market assumed greater 
proportions. But the local market still represents 50 percent of the total ma rketed 
production of natural gas. The various channels of sales and the breakdow2 
of consumption during 1953 is estimated, as shown in table V. 
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TaBLE V.—Hstimated distribution of production of natural gas—1953 


Billion M c. f. 
jross production 
Interstate movement and consumption 
Intrastate consumption 
Repressuring 
Waste and losses 


The intrastate market price for natural gas is not made subject to Federal 
control by the Phillips decision. It is obvious that the regulated price for inter- 
state movement must recegnize the competitively determined price in the intra- 
state market. Different prices for the same product in the same market cannot 
exist side by side for long. The pattern of future general industry location and 
future chemical plant development can be vitally influenced by Federal regula- 
tion of prices on interstate movement. 

It should be pointed out that producers in the seven Southwest exporting 
States have sought an interstate market. They have offered the gas freely to 
both the inter- and intrastate market. No one desires to change that course of 
action, assuming continued free market conditions. It must be recognized that 
the intrastate market is large and could be greatly stimulated by a mistaken 
judgment at Federal level of natural gas price regulation. 

This brings us to a consideration of the supply side of the market. 


Assurance of future supplies is of vital concern to consumers 


The present and potential consumers of natural gas are vitally concerned 
with the future of natural gas supplies. The source of future supplies is proved 
recoverable reserves. It is necessary that we have an understanding of the 
nature of “reserves.” 

Gas reserves usually are separated into three classifications. “Nonassociated 
gas” is free natural gas not in contact with, nor dissolved in, crude oil in the 
reservoir. “Associated gas” is free natural gas in immediate contact with, but 
not dissolved in, crude oil. “Dissolved gas” is the gas in solution in the crude oil. 

Let us consider two broad categories of gas production from these different 
reserve classifications. 

First, there are those supplies that come into existence only when oil is 
produced and whose rate of output depends entirely upon the rate of oil pro- 
tuction. Such gas is referred to as “oil-well” or “casinghead” gas. The volume 
of this gas available for market supply is dependent upon the production of 
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crude oil. This type of gas production accounted for 3.55 trillion cubie feet or 
33 percent of the 1953 gas production in the United States. Natural gas is a 
byproduct and additional price incentives have no effect upon the availability 
of supply. However, an unduly low price would hinder conservation of this 
natural resource. Prices for natural gas must be at least adequate to justify the 
expense of conservation. 

If we were to assume an attempt to regulate the price of natural gas upon a 
cost basis similar to public utilities, how would the joint cost problem be resolved 
for oil-well gas? Each well, each producer, and each variation of ratios of the 
product produced would show a different result. This just can’t be done. Prices 
cannot be determined upon a basis of cost. Any arbitrary attempt would result 
in variations of compensation for the same end product side by side in the same 
market. 

Secondly, there is a category of gas production know as gas-well gas. The 
meaning of “‘gas-well” is subject to statutory definition. Generally, a gas well is 
a well from which the production of gas is fixed by market demand, or allowable; 
and liquid hydrocarbons recovered are a byproduct. Gas-well gas production 
amounted to 7.10 trillion cubic feet or 67 percent of the gas production for 1953 
in the United States. Given a market, the price received for this type of natural- 
gas production is quite instrumental in determining the rate of development of 
properties and of production. 

Again, the joint production aspect looms as an impossible obstacle to price 
determination on a cost basis. The variables are as infinite in number as was 
the case for oil-well gas. Since accurate determination of cost is impossible, 
substitution of judgment must inevitably take place. 

Natural gas in each of these categories is fugitive in that it moves to areas of 
least pressure. The divided ownership of the earth’s surface does not result in 
a compartmentalization of the underground storage. This means that if gas is 
produced more rapidly from one lease than another, the gas will move from 
adjacent areas to those of greatest production. If the surface owners are to 
receive equitable proportions of the underground reserves, it will be necessary 
for the gas to be produced ratably. A lessee of property cannot defer develop- 
ment or seek to withhold his gas from a market while adjacent properties pro- 
duce. To do so would mean that his property would be drained by his rivals, 
making it necessary for him to pay damages to his lessor. 

This brief discussion of the character of reserves was designed to emphasize: 

1. That all reserves are essential to meet future needs ; 

2. That price is essential for prevention of waste at one source of produc- 
tion and essential to promote production from another ; 

3. That joint costs present an insurmountable obstacle to determining a 
regulated price based on a cost formula; and 

4, That reserves have a way of pressing themselves on the market because 
of their fugitive nature. 

Total proved recoverable reserves at the end of each year are estimated jointly 
by the reserves committee of the American Petroleum Institute and the American 
Gas Association. This effort recognizes early estimates of new fields, revisions 
of estimates of fields discovered in prior years, and proven extensions to existing 
fields. 

The reserves committee has the assistance of the best geologists and engineers 
in the industry in preparing the estimate. As of the end of 1954, such reserves 
stood at the level of 211 trillion cubic feet. Roughly speaking, this is 21 years’ 
supply at the current rate of withdrawal. 

It is in the annual change of reserves and new supplies developed compared 
with annual net production that gives us our greatest point of interest. 

We spoke in the early part of the testimony of new buyers and potential 
buyers trying to secure gas supplies. This chart brings out the steady growth of 
demand. It emphasizes that new supplies proved each year tended to be lower 
relative to that year’s demand. 

Through the years, field price behavior showed weakening tendencies when 
new supplies were great, firming tendencies when new supplies were tighter 
and demand larger. It would be difficult to find market conditions and price 
reacti-ns more accurately reflecting what is expected from competitive behavior. 

We must recognize that producers have also experienced increased expenses. 
It is insisted that unit of output cost cannot be determined accurately, but we 
can show what has happened to particular expense items. 
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TABLE VI.—New supply of natural gas compared with net production and with 
fiield prices 
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1 For the years 1945 to 1954, inclusive, the Committee on Natural Gas Reserves, AGA; the annual average 
for the years 1941 through 1944 is based on an estimate by Ralph E. Davis, consulting engineer, Dec. 31, 1940, 
and the estimate of the Petroleum Administration for War at Dec. 31, 1944. 
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1. Since 1945 the average cost of operating a seismograph crew has more than 
doubled, rising from about $12,000 to $26,000 a month. At the same time the 
average number of crews in operation increased by more than 60 percent. 

2. Between 1945 and 1954 the average depth of wells completed in the United 
States increased from 3,489 feet to 4,036 feet. A report by the Mid-Continent 
Oil & Gas Association indicates that in the same period the average cost per 
foot of wells rose from $9 to an estimated $12.50. The combination of these 
factors of increasing depth and rising cost per foot indicates that the average 
cost per well rose by 60 percent. Industry-wide data are presently being com- 
piled on this subject by both the American Petroleum Institute and the census 
of mineral industries. 

3. The ratio of producing wells to total wells drilled is declining, reflecting 
intensified exploratory activity. In 1945-47 the percentage of producing wells 
to total wells drilled was 64.4. In 1952-54 the successful wells represented only 
60.4 percent of the total. 
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Certainly the producers cannot be blamed for seeking to secure a better price 
in the light of increased expenses of exploration and development of supplies. 
This is particularly true when there exists such a tremendous unsaturated 
market anxious and willing to pay a price for natural gas which, although 
higher, is still attractive. 

One other analysis was prepared on new supplies and current production, 
Total new supplies during the year were expressed as a ratio to the amount 
produced. 


TABLE VII.—New supplies of natural gas have declined in relation to net 
production * 





| | 
| Trillions of cubic feet 
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! Sources given in table VI. 


PRODUCTION BASE 


I have never been disturbed by the declining number of year’s supply in terms 
of current demand. This was inevitably a consequence of the growth of demand. 
I felt satisfied that with competitive incentive the supply could and would be 
increased as necessary to meet market needs. : 

This is a most interesting and disconcerting tabulation. During the first 9 
years following the war, the industry was proving up new supply at an average 
rate of almost 3 trillion cubic feet for each trillion produced. During the last 
5 years we have increased supply by less than 2 trillion cubic feet for each tril- 
lion produced. Even this would not be too disturbing were it not for the showing 
during the last year. 
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But the results during the first year of uncertainty regarding the future of 
a competitive incentive are disturbing. The court of appeals’ decision in the 
Phillips case was handed down May 22, 1953 (205 F. 2d 706). The uncertainty 
continued throughout 1953 as efforts were made to secure a review of this deci- 
sion. The case was argued before the Supreme Court in April 1954. This 
Court’s decision was rendered June 7, 1954 (347 U. S. 672). Has this period of 
18 months’ uncertainty brought about the diminution in the ratio of discovery 
to current demand revealed by the 1954 data? I do not know. I do know the 
industry drilled more wells. Maybe our luck was just not up to normal last 
year. I also know that the industry cannot long continue this experience with- 
out eating into its bank account of reserves. 

Naturally the question arises—will discovery of natural gas inevitably con- 
tinue at an unabated pace because of the search for oil? Also will the discovery 
efforts of a few large companies be adequate or will it be necessary to continue 
to have the contributions of the small wildcatters? 

Certainly some gas will be discovered as companies search for oil. This will 
be true irrespective of the price of gas. The rate of development of gas proper- 
ties probably will be influenced by natural gas prices. But this isn’t the question. 
The real problem is whether or not discovery of new supplies will be at a rate 
above 10 trillion cubie feet per year. 

Too often people think of one of the larger companies as typical of producers. 
This is a grievous error. Actually the average of the top 30 oil companies pro- 
duce only 50 percent of their crude and depend upon purchase of the remainder 
of their needs. Therefore, the typical producer is the individual, or group of 
individuals, who promote a project and, if successful, continue in producing 
activity. 

In 1953, for the country as a whole, 1,153 new-field wildcats were drilled by 
companies classified as majors; 4,856 new-field wildcats were drilled by minor 
independent companies and 916 new-field wildcats were drilled by minors or 
independents with at least 50 percent of the cost of drilling being contributed 
by major companies.’ Adding one half the wells drilled where expenses were 
divided, to the independent drilling activity, I find that approximately 500 of 
the successful exploratory gas and condensate wells could be credited to the minor 
or independent producers. The gas industry absolutely must maintain the ini- 
tiative of this group of producers or curtailment of new supplies and of market 
growth will come rapidly. 

Here again is an interesting and confusing problem of regulation if based on 
cost. Approximately 4,800 dry hole new-field wildcats were drilled in 1953 by 
minors and independents. Will the price of gas be set high enough on the few 
successful ones to compensate for the 1 to 9 odds faced in getting a producer? 
If so, will such prices be based upon each individual’s costs including 6 percent 
interest multiplied by 9—or will an industry average be resorted to? Wither 
procedure presents infinite difficulties. 


The consumer deserves the protection of competitive prices 


It is sometimes alleged that the natural gas producing industry is highly con- 
centrated in the hands of a few. And, the allegation continues, because it is con- 
centrated, supplies are controlled by a monopoly, charging all the traffic will bear. 

Usually economists examine many other aspects of the market when consider- 
ing the presence of monopoly. One thing that is always examined is ease of 
entry into the business. If a company were controlling supply to influence prices 
in its favor, it would not seek additional competitors. And yet, that is exactly 
what companies in natural-gas production are doing. Very frequently these com- 
panies spend so much on exploration, title clearance, and leasing that they seek 
out partners in the development because of limitations of funds. This applies 
to large as well as small companies. Such deals frequently take the form of 
farm-outs where an individual is given lease rights on a block of acreage, provided 
he drills a well to specific depth. Or it may be a farm-out with an override 
royalty of one-sixteenth. Or it may be a dry-hole contribution guaranty to a 
neighboring block of acreage to see if the general area will prove up. Or it may 
be some other type of a deal where the original developer of the prospective area 
will encourage another to enter the business. This behavior is the very opposite 
of limiting supplies so as to control prices. 


aes 


_} Exploratory Drilling in 1953. Frederic H. Lahee. Bulletin of the American Associa- 
tion of Petroleum Geologists, vol. 38, No. 6 (June 1954), p. 981. 
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Other common questions concerning the presence of monopoly have to do with 
price behavior of the product. Is there evidence of price stickiness? Is there 
a common pattern of price behavior? Are prices relatively the same among all 
sellers in a given area or among areas? Is there any evidence of collusion among 
sellers to influence prices? Is there any indication of withdrawing supplies from 
the market to extract a higher price? 

To the extent data will permit, these questions will be examined. But let us 
turn first to the degree of concentration of control. 

It is stated that there are approximately 4,100 producers selling natural gas to 
interstate transmission companies. That figure may be accurate. 

If I interpret it correctly, it means at some given point of time there were 
that many different vendors making natural-gas transactions with interstate 
pipelines. Some were operators, some were gatherers, some were gasoline plant 
operators, etc. But they may or may not have been producers. Even if they 
were producers, were they limited to operators or did this number include the 
many producers for which a single operator may have had sales responsibility? 

Ordinarily the meaning of such a term as producer is quite clear. This is 
not true of natural-gas production. Individuals, partnerships, or corporations 
may be interested in natural-gas production in several different ways. There- 
fore, if an estimate of number of producers and the degree of concentration of 
control is to have any significance, we should know the interests included and 
excluded. 

Rarely does the landowner drill for natural gas or operate the wells. Instead 
he leases the acreage and contracts for a royalty interest (frequently one eighth) 
in return for granting drilling privileges. He can retain his total royalty, or if 
he sells a part of it, additional individuals have an interest in the production. 
For our purpose the total number of royalty interests have been excluded from 
our calculations. 

The original lessee may sell all or part of his lease to a third party and retain 
an overriding royalty. Thus, the third party is obligated to pay the original 
royalty, plus the overriding royalty out of any production developed. Our cal- 
culations do not recognize overriding royalty interests as producers. 

Then, there are working interests. They are individuals or corporations who 
participate in cost of drilling on an agreed-upon basis, either a single well or 
several wells. Four or five such working interests are not uncommon and illus- 
trations exist where up to 100 such interests are involved. Each has an enter- 
preneurial interest in profits or loss quite different from a royalty interest. For 
our purpose, however, not even all of these are classified as producers. Usually 
there is one of the group who makes the day-to-day decisions and reports to the 
State regulatory or taxing agency. For our purpose we have limited our count to 
these individuals or corporations. 

Using this definition, which includes only the reporting members to State 
agencies, an analysis was undertaken of Government records where available. 
In a few instances we went to gathering systems, associations, and in some States 
to the known producers. We secured the name, address, and the volume of 
natural gas produced for the time period required by the State agency, for a 
month or by year. Where a single month was used, data were secured for the 
month of December 1953. Where only annual data were available, we secured 
the year 1953. 

On this basis there were approximately 8,100 natural gas producers at the 
end of the year. It is preferable to state this as an estimate because of the 
difficulty of definition, the problem of getting a complete count, and the difficulty 
of estimating the number of entries or exits during the year. This is the produc- 
ing segment of the industry that supplies both intrastate and interstate require- 
ments. Any one may be selling only for intrastate movement today. He may be 
selling in interstate tomorrow. Or he may be in both markets today without 
prejudice to either. He may lean to interstate or intrastate tomorrow, depend- 
ing upon the relative incentive. 

The total net production by company by States was consolidated to secure 
an estimate of each company’s production. These were then classified by size to 
determine the degree to which production of natural gas was concentrated in the 
hands of a few. Hereinafter, we shall refer to this as the concentration ratio. 
The same brackets were used as those employed by the Department of Commerce 
in its similar study of all manufacturing industries submitted to the Subcom- 
mittee on Study of Monopoly Power, December 1, 1949. The following results 
were secured : 
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TaBLE VIII.—Concentration ratios of natural gas production 
Percent 
1st 4 companies 
ist 8 companies 
ist 20 companies 
ist 50 companies 
1st 100 companies 


It is clear from these data that the production of natural gas is not concen- 
trated in a few large companies. In fact, production is very widely held and 
presents an ideal ground for competitive activity. Further, from an examina- 
tion of the array by size, there was a gradual gradation from one size to the 
next in order. There were no clear breaks to distinguish the large from the small. 
This condition gives rise to comparative economic strength which is ideal for 
competitive behavior. 

We proceeded from this analysis to other extractive industries. Such data 
are not published by the firms or by Government sources. The concentration 
ratios referred to below are in part the author’s calculation based upon sources 
referred to in the footnote. 


TABLE [X.—Concentration ratios in industry, natural gas production compared 
with extractive industries 


Ist 4 Ist 8 Ist20 | Ist 50 


Percent Percent Percent | Percent 
COME @. <2, butte ng bed te okenanhwuees 8 91 | (2) (2) 
Iron ore 3____- : Loe 52 | 77 (2) (2) 
TN A 56 | 70 | (2) (2) 
Zinz 5__ “c cates 60 | (?) 
Anthracite 6__ Re a : 60 | 
Natural gas 5 | 28 | 
Bituminous __ 24 


(2) 
(?) 





1 Yearbook, American Bureau of Metal Statistics; Moody’s Industrial Manual. 

? Not available. 

3 U.S. Bureau of Mines; Federal Trade Commission, report on Control of Iron Ore, 1952; and bulletin of 
the University of Minnesota Mining Director, 1954. 

‘ Yearbook, American Bureau of Metal Statistics—1953. 

' Yearbook, American Bureau of Metal Statistics—1953; Bureau of Mines, Mineral Yearbook—1952; and 
Moody’s Industrial Manual—1953. 

* Coal, Mine Directory—Keystone Coal Buye s Manual. 
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No other extractive industry studied is as widely held or has as low concentra- 
tion ratio as natural gas with the single exception of bituminous coal. I have 
never heard the bituminous coal industry characterized as being “controlled by 
the few.” However, if the natural gas producing industry is to be characterized 
as monopolistic solely on the basis of size of the few, then all extractive indus- 
tries in the country are operating in monopolistic markets. This I cannot accept. 


There are 452 separate manufacturing industries, according to the Standard 
Industrial Classification, which is observed by the Bureau of Census and other 
governmental agencies. The Department of Commerce summarized the degree 
of concentration of output in each of these industries for the Subcommittee on 
Study of Monopoly Power. This analysis was released December 1, 1949. I have 
selected, for comparative purposes, only a few industries, the output of which 
looms large in most consumers’ budgets. 


TABLE X.—Concentration ratios in industry, natural gas production compared 
with selected manufacturers 
[Percent] 


Ist 4 


Motor vehicles and parts._.............---..--- 
Steel works and rolling mills 
Meat packing, wholesale 


| 
I ocho Rib Es onitennantinieinecnodnnns | | 
Woolen and worsted fabrics ; | 


REBRSS 
CHODWMOW 


Natural gas production 





Again, the truth stands out clearly. Natural gas production is less con- 
centrated than any of this sample of important manufacturing industries. 
But it isn’t just this small sample that shows such results. Counting the in- 
dustries that had a higher concentration ratio of output of the first 4 companies, 
I find that 382 out of the 452 total are more highly concentrated than is natural 
gas production. If all such industries are to be classified as monopolies, then 
we must admit that competition among American industry is dead. 
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The outstanding reasons for measuring concentration on a national market are: 
(a) This is the general practice used for other industries, making com- 
parisons possible with natural gas. 
(b) The movement among different areas of the country does, in fact, 
result in competition finding expression in a national market. 

But still it might be contended that the concentration was much greater on 
a regional basis. Inevitably, the concentration ratios are higher, the smaller 
the market studied. Thus, if you study only the State of Minnesota, with re- 
spect to concentration of iron ore, you get a higher concentration than exists 
on a national basis. 

We cannot provide concentration analyses for other industries on limited 
areas of the Nation. We can, however, provide the analysis of natural gas 
production for the seven Southwestern States and for the State of Texas singly. 
These are the States that supply most of the exportable interstate volumes of 
natural gas. The results are as follows: 


TABLE XI.—Concentration ratios of natural gas production, by areas 


[Percent] 


7 Southwest- 


ern States Texas 


| Total Nation 


Ist 8 companies 
Ist 20 companies 
Ist 50 companies 
Ist 100 companies 


30 | 
49 
69 | 
80 


Ist 4 companies 19 | 


Thus, you will notice that the degree of concentration of ownership does tend 
to increase, the smaller the area analyzed. But, even if discussion be limited to 
the single State of Texas, the proportion controlled by the first 4 or the first 8 
companies is below the extractive industries (except bituminous coal) and below 
most manufacturing industries on a national basis. This emphasizes even more 
clearly the widespread ownership of natural gas production. 

Concentration analyses for any industry must also recognize the size distri- 
bution of companies other than the first four. Again, the series on natural gas 
was examined for the seven Southwest States and for the State of Texas alone, 
and it was found that there was a very gradual gradation from the smallest to 
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the largest producer. As previously stated, this strength all along the line pro- 
vides fertile soil for vigorous competition. 

It has been alleged that monopoly exists at the orifice of each of the several 
pipelines. Likewise, it is claimed that when a pipeline is laid, it is not subject 
to transfer of location and, hence, is at the mercy of the sellers. This general 
characterization is true only to a limited degree. 

1. Before a certificate is granted, in the first instance, it is necessary to have 
adequate reserves committed to meet the needs of the pipeline, as then contem- 
plated. Usually, such commitments specify prices to be paid. 

2. There is a concept frequently held that a pipeline is built and that is the 
end of the construction. This is, of course, erroneous. Pipeline companies are 
never through building. Extensions to new and additional supply sources, new 
gathering systems, new loops, new compressor stations, new markets, etc., con- 
stitute a continuing parade of adjustments of the line location. 

3. Many pipelines are built to traverse many producing areas so that they may 
be able to secure natural gas from the most advantageous source. 

4. Pipelines have interconnections with each other which tend to spread out 
their roots to a wide producing area. Thus, United Gas Pipeline Co. is a supplier 
to six other interstate carriers. This, in fact, ties these pipelines directly to 
the numerous fields in Louisiana, Mississippi, Texas Railroad Commission Dis- 
tricts 1, 2, 3, 4, 5, 6 and cffshore to each of these lines, in addition to all the fields 
adjacent to their particular lines. 

Very few pipelines will put themselves in the position of being totally dependent 
upon producers in a single field or area. Sellers do not like to be dependent 
upon a single buyer. Frequently, both buyers and sellers have seen the price of 
gas go up when an alternate purchaser enters the field and seeks supplies for his 
particular market. There is an interplay of competitive forces that is strong and 
determining of price behavior. 

With this understanding, let us continue our concentration studies of individual 
pipelines. 


TABLE XII.—Concentration of pipeline purchases among vendors 


Percentage purchased from— 


| 
ist 4 vendors 1st 8 vendors |1st 20 vendors} 1st 50 vendors 


United Gas Pipeline Co sa 40.61 | 53. 21 71.41 87. 85 
Northern Natural Gas Co €7. 24 87. 83 97. 33 100. 00 
Texas Eastern Transmission Corp ~ eo 35. 22 55. 00 83. 63 98. 49 
Tennessee Gas Transmission Co dashed 40. 42 58. 78 81. 95. 60 
Cities Service Gas Co 61. 42 . 74 98. 100. 00 
Panhandle Eastern Pipeline Co. and Trunk 

Line Gas Co _ . 69 77. 90. 1 98. 86 
Colorado Interstate Gas Co coe 53. 43 79. 35 57. 45 | 100. 00 
Michigan-Wisconsin Pipe Line Co sain iol . 00 | bsaeasihw alin 
Texas Illinois Natural Gas Pipeline Co. and 

Natural Gas Pipeline Co. of America 5. 25 | .§ 9. 100. 00 











The affiliated producing companies have been included among the vendors 
in the above analysis but purchase from nonaffiliated pipelines have not been 
included. In short, this is the breakdown of the first sale to determine the de- 
gree of control that might be associated with supply of each transmission com- 
pany. There are other pipelines that are being analyzed on exactly the same 
basis but results are not yet available. The above companies, however, are 
adequate to offer conclusive evidence of competition without contemplating 
moving the facilities. Let us consider each of them : 

1. United Gas Pipeline Co. blankets the entire gulf area from Mexico east- 
ward through Texas, Louisiana, Mississippi, and along the coast of Alabama 
to Pensacola, Fla. It also covers the northern Louisiana and east Texas area 
with their large natural gas fields. This pipeline connects with and makes de- 
liveries to the Interstate Natural Gas Co., Mississippi River Fuel Corp., South- 
ern Natural Gas Co., Tennessee Gas Transmission Co., Texas Gas Transmis- 
sion Corp., and Texas Eastern Transmission Corp. It buys large quantities of 
natural gas from the Lone Star Gas Co., whose system, plus United’s, gives 
virtually a complete blanketing of the State of Texas. Thus, these six connect: 
ing companies are not only drawing supplies from fields adjacent to their line, 
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put also have the competitive advantage of supplies drawn from practically 
any part of the States of Texas, Louisiana, and Mississippi. 

2. Northern Natural Gas Co. extends from the western portion of Kansas, 
Oklahoma, and west Texas up into Nebraska, Iowa, Minnesota, and South 
Dakota. Its roots are planted firmly in the entire Hugoton gas area that lies 
in the Panhandle of Texas, Oklahoma, and southwestern Kansas. In addition, 
it takes gas from the Texas Panhandle field and owns the Permian Basin Pipe- 
line Co., which extends down to the large fields in southwestern Texas and New 
Mexico. Thus, the line is directly connected with the Kansas Hugoton area, 
the Oklahoma Hugoton area, the Texas Panhandle and Hugoton fields, the west 
Texas Spraberry area, southeastern New Mexico, and smaller fields too nu- 
merous to mention. Certainly, Northern is not at the mercy of any particular 
seller or sellers. 

3. Texas Eastern Transmission Corp. system is a conversion of the war-emer- 
gency oil pipelines, greatly modified and expanded. This system reaches from 
New York to Texas and is in direct contact with fields in Arkansas, east Texas, 
northern Louisiana, Texas gulf in the Houston area, and Texas gulf in the south- 
west area. It connects with the Wilcox trend gathering system, which covers 
a considerable portion of southwest Texas. It also has connections with United 
Gas Pipeline Co., Texas Gas Transmision Corp., Mississippi River Fuel Corp., 
and Transcontinental Gas Pipe Line Co. 

4. Tennessee Gas Transmission Co. extends from the southernmost part of 
the Texas gulf coast-Rio Grande Valley up through the gulf coast area to the 
Carthage field, northern and southern Louisiana ; thence northeasterly up through 
the Appalachian fields into New York where connection is made with North- 
eastern Gas Transmission Co. serving the States of Massachusetts, New Hamp- 
shire, and Connecticut. This line has potential supply sources in the Appalachian 
region, Arkansas, northern Louisiana, east Texas, and the broad belt along the 
Louisiana-Texas gulf coast. 

5. Cities Service Gas Co. is a pipeline system based upon serving the commu- 
nities of Oklahoma, Kansas, and Missouri. Supplies are secured from the 
Hugoton and panhandle fields. Connections also exist with practically all of 
the gas fields in the rest of the States of Kansas and Oklahoma, giving particular 
coverage to the production area between Tulsa and Kansas City. In addition, 
it has connections with the Consolidated Gas Utilities Corp., an interstate pipe- 
~~ from the eastern portion of the panhandle field up into Oklahoma and 

ansas. 

6. Panhandle Eastern Pipeline Co. is one of the earliest, large diameter 
transmission carriers. It serves primarily communities in Michigan, Ohio, 
Indiana, Illinois, Missouri, and Kansas. It originates in the Panhandle of Texas. 
It also gets supplies from the Liugoton field in the States of Texas, Oklahoma, 
and Kansas. It owns the Trunk Line Gas Co., which extends from the Rio 
Grande Valley right up through the heart of the Texas gulf coast area, Louisiana 
gulf coast area, thence north where connection is made with the panhandle sys- 
tem at Tuscola, Ill. 

7. Colorado Interstate Gas Co. serves primarily the requiremenis of the State 
of Colorado. It is connected directly with the Kansas portion of the Hugoton 
field and with the Texas Panhandle field. 

8. Michigan-Wisconsin Pipe Line Co. serves primarily the eastern part of the 
State of Wisconsin and the western part of the State of Michigan. Its supplies 
are obtained almost entirely from the Phillips Petroleum Co. in the Texas Pan- 
handle. In this particular case, there is a very high concentration of supply with 
over 99 percent of the total line requirements being obtained from one company. 
A careful examination of prices reveals that this pipeline company has a long- 
time contract for supplies at prices more favorable than the current price paid 
by other lines receiving supplies from the same producing area. Thus, even 
though there is a concentration of supply source, the price at which the transac- 
tion is made shows the effects of competition. Further, it is within the power 
of the line to protect itself completely because it makes connections at the south 
end of the Hugoton field in the northern part of the Texas Panhandle. The entire 
Hugoton producing area lies immediately to the north while the Texas Panhandle 
field lies just to the south of the southern terminus of the line. 

9. Texas Illinois Natural Gas Pipeline Co. and the Natural Gas Pipeline Com- 
pany of America are two large lines designed primarily to serve the needs of 
the Chicago metropolitan market. Although separate corporations, their own- 
ership is predominantly that of the Peoples Gas Light & Coke Co. of Chicago. 
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For this reason the two lines have been consolidated in studying concentration, 
The Natural Gas Pipeline Company of America connects directly with the Texas 
Panhandle field. The Texas Illinois pipeline traverses Arkansas, eastern Texas, 
and into the Texas gulf cast region. Connections are made by Natural Gas Pipe- 
line Company of America with Colorado Interstate Gas Co., Texas Illinois 
Natural Gas Pipeline Co., and Cities Service Gas Co. 

Each and every one of these pipelines would appear to have exercised the 
sound business precaution of insuring competition among vendors supplying its 
needs. With the single exception of the Michigan-Wisconsin line, every one of 
them is connected either directly or indirectly with most of the producing areas 
of the Southwest. The net effect is that the network of pipelines covering the 
large producing areas of the Southwest constitutes a veritable blanket of trans- 
portation facilities which result in competition between Hugoton and panhandle; 
between Hugoton, panhandle, and gulf coast; between Hugoton, panhandle, gulf 
coast, east Texas; and between all of these areas and Louisiana, etc. Admittedly, 
the pipelines cannot be picked up and moved as a garden hose. It is equally 
obvious that the business acumen that built and promoted these lines has been 
just as cognizant of the desire for protection of their accounts and prices paid 
as have the producers in their desire to have alternate market outlets. 

To contend that the prices in the Appalachian field are absolutely unrelated 
to those in northern Louisiana, or in the Texas gulf coast, or the Hugoton- 
panhandle area is to ignore the fact that markets beyond the Appalachian region 
draw a portion of their supplies from these remote points and thus do compete 
with each other, both on main line transactions and on transactions with affiliated 
or connected lines. If the prices in northern Louisiana are too high, producing 
areas further south will win away their markets. If southern field prices are 
too high, every intervening producing area will win away the markets. The 
backup of supplies is one of the most effective means of competition and is evident 
every day in the market for natural gas. 


Consumers have not paid unregulated monopolistic prices 

Having examined the demand for and the supply of natural gas, let us turn 
to a more detailed review of prices paid. It is price that serves as the constant 
equalizing and corrective coordinating force between supply and demand. : 

We have previously discussed the association of natural-gas prices with new 
supply and increased demand. There it was pointed out that though prices be- 
haved exactly as would be expected in a competitive market, this behavior alone 
was not depended upon to prove competitive conditions. Price behavior through 
time was but another building block indicating an absence of control. 

The index of natural-gas prices compared with those of alternate fuels was 
also discussed. Here again it was pointed out that such a comparison was not 
alone regarded as adequate competitive protection to the consumer because the 
alternates were not completely substitutable. Again all that was claimed was 
that competition among gas producers was strongly indicated because the trend 
did not follow prices generally or of competitive substitutes. 

There are three other phases of price behavior that should be studied : 

(1) Price behavior of that portion of the total paid by the ultimate con- 
sumer that is regulated versus that portion that has been competitively 
determined ; 

(2) The presence or absence of price patterns in given areas to determine 
whether or not competition is indicated ; and, 

(3) The association of price with conservation of natural gas. 

We shall consider remaining price analyses in this order. 

The price paid for natural gas by the ultimate residential consumer is a com- 
posite of payments for distribution, transmission and production. As such, it isa 
combination of payment for both performing the regulated functions of distribu- 
tion and transmission, and for the heretofore unregulated producing phase °* 
the industry. 

The average price paid by residential consumers declined more or less steadily 
from 1938 and reached its lowest level, at 65.3 cents per thousand cubic feet, in 
1948. This downward trend represents a combination of economies of all three 
phases of the gas industry. The introduction of natural gas in markets formerly 
served only by manufactured gas sufficiently reduced costs of the distributing 
companies that they were able to maintain their prices at the same or even re- 
duced rates. This built up their load and expanded their markets. It also gave 
an increased load factor and hence lower cost per unit to the transmission 
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companies. This led to maintenance of rates or even reduced rates during a 
period of generally rising prices. Inevitably, this called for greater utilization of 
supply capacity and, as we have seen, a gradual building up of prices paid for 
new supplies. 


TABLE XIII.—Field price is only a small part of residential consumer price 
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By 1953, the average residential price increased to 86.5 cents per thousand 
cubie feet. This was an increase of 21.2 cents per thousand cubic feet. During 
the same 5 years the average field price of natural gas also increased from 6.5 
cents in 1948 to 9.2 cents in 1953. This increase was 2.7 cents per thousand cubic 
feet. Even if the whole of the increase of average field price had been fully 
reflected in the price of every cubic foot of gas sold to residential consumers in 
1953—an improbable assumption—it wouid have accounted for less than one- 
seventh of the 5-year rise in cost of natural gas to residential consumers. 

The higher charges to ultimate consumers, about which there has been com- 
plaint and which has lead some to contend that gas producers should be regu- 
lated, have not been brought about by higher field prices. They have been brought 
about by the higher prices of everything—steel supplies, labor, taxes, ete.—that 
enters into the distribution, transportation, and production of natural gas. 

Recall before leaving this exhibit that industry has contended that the pro- 
ducers receive a price for natural gas at the wellhead that represents approxi- 
mately 10 percent of the total price paid by the residential consumer. This has 
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been called misleading and that the wellhead price is approximately 22 percent 
of the price paid by all consumers. 

Both of these statements are mathematically correct. The first refers only to 
the residential part of the natural gas market which we refer to as the demand 
market. This is not interruptible and must be served in total, whenever it oc- 
curs. It has first claim. The second statement refers to the average realization 
from natural gas based upon sales to residential, commercial, and industrial cus- 
tomers during a year’s period of experience. This is an average price for inter- 
ruptible sales and noninterruptible sales. 

From the point of view of the more than 18 million residential customers the 
comparison that is valid is field price versus residential customers’ prices. 

Now let us look for the presence or absence of price patterns in given areas to 
see whether competition or monopoly is indicated. If there is a lack of control 
and each contract is a result of the higgling and bargaining in the market place, 
price differences will appear. 

To eliminate the effect of time on contractual prices we classified sales, by field, 
according to prices paid on contracts signed in 1952 and 1953. Such analyses 
were made in the Appalachian, east Texas, and north Louisiana, Louisiana-Texas 
gulf, and the panhandle-Hugoton areas. The results were as follows: 


TABLE XIV.—Range of prices paid under contracts executed in 1952-53 by major 
producing areas 


[Percentage of total contracts below indicated prices] 
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1 Includes Permian Basin producing area, 
Source: Annual Carrier Reports to Federal Power Commission. 


1. There is a distinct difference in price levels among the different geograph- 
ical locations of supply. The Appalachian field indicates prices from 21 to 29 
cents per thousand cubic feet; Panhandle-Hugoton from 7 to 18; east Texas- 
north Louisiana from 4 to 13; Louisiana-Texas gulf areas from 3 to 16. These 
differences are reflections of all the varying determinants of market price such 
as local supply-demand relationship and distance the product must be moved to 
reach the market. They are such variations as are dictated by competitive 
recognition of costs. 

2. Prices even in a given producing area are not uniform, but substantial 
volumes are sold at widely differing price levels. Sound reasons why this 
should be so are apparent from examination of data. Smaller volumes that 
must be reached out for by the carrier tend to command lower prices. This 1s 
again a competitive reflection of cost. Gas purchases from the tail gate of 8 
natural gasoline plant where the gathering, stripping, and dehydration have 
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already been accomplished are worth more to the carrier than other possible 
purchases. Gas produced as a byproduct of oil production where supply is sub- 
ject to fluctuation with number of days of operation is less valuable to the car- 
rier than noninterruptible supplies. 
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3. Two other price relationships were evident from the raw data. Time has 
not permitted complete documentation of these points. To the experienced 
member of the industry, these facts are self-evident : 

(a) The introduction of a new pipeline outlet for a given field finds quick 
and early reflection in prices. Usually the new company will offer prices 
for uncommitted gas which are higher than those of the earlier pipeline. 
The older buyer thus tends to raise his offering prices to meet the new 
competitive buyer. 

(b) The discovery of substantial new reserves may affect prices in older 
fields. Thus, Appalachian prices were lowered by discovery of large new 
reserves in the Southwest, Monroe prices were lowered by gulf discoveries, 
gulf prices are restrained by developments in southwest Texas, Spraberry, 
and New Mexico. 

The absence of price uniformity within producing areas and the variation 
among areas again is an indication that competition is working effectively in 
the natural gas producing industry. 

Now let us turn to our last analysis of price. Is there an association between 
price and proportion of output vented and wasted? This, too, is of interest to 
the consumer. 


TABLE XV.—Conservation of natural gas and field price 
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Source: Bureau of Mines. 
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The volume of natural gas that is vented and wasted is reported each year 
by the Bureau of Mines. This volume was expressed as a percent of net produc- 
tion. These percentages were then associated with the changing average field 
price. 


The most significant feature of this table is the rapid decline in ratio of waste 
to production. Notice that the ratio has fallen from 20.3 percent to 8.8 percent 
in 15 years. Notice also that this decline moved in an opposite direction to 
the field price trend implying a causal relationship. 

These gains would not have been possible if field prices had not firmed from 
the abnormally low levels of the late 1930’s. Conservation of oil and gas is 
difficult to achieve unless field prices of gas are at levels which make the installa- 
tion of conservation facilities economical. During the years of abnormally low 
prices, conservation authorities were reluctant to compel conservation of casing- 
head gas for the reason that the costs of conserving the gas were in excess of its 
value. 

The importance of the reduction in volume of waste gas that already has been 
accomplished can hardly be overstated. At the beginning of the period shown 
by the exhibit the vented and wasted gas was 20.3 percent of net production. At 
the end of the period it was 8.8 percent. The conservation thus amounted to 
11.5 percent of net production. Applying this percentage to net production in 
1953 results in more than 1 trillion cubic feet. Such saving is equivalent to the 
total consumption in 1950 by all 13 million residential! consumers who were re- 
ceiving the advantages of natural gas. 

And thus, we have applied the usual price tests of competitive behavior on 
the supply side of the market. We have seen that prices vary through time 
and have the flexibility characteristic of lack of control. Prices of natural gas 
have not gone up with competitive fuels or with general cost of living. Prices 
paid for natural gas very among fields and reflect generally variations of costs 
of moving. There is an absence of price uniformity on new contracts in any 
given field at a given point of time. Prices react to variations of supply result- 
ing from new discoveries. Additional competition among pipeline buyers repre- 
sented by a new pipeline is reflected in prices paid for natural gas. There is 4 
definite association between prices and vented and wasted gas. Each and every 
one of these tests have indicated price behavior typical of that expected in a 
competitive market. Therefore, we must conclude from price behaviors that 
there is no evidence to indicate monopolistic control on the part of the producers. 
Natural gas production is a competitive industry which has made available to 
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the economy all the advantages desired by those who passed the laws to insure 
perpetuation of competition. Such evidence must place the burden of proof 
upon the accuser who charges lack of competition. 


Consumers should not pay unwarranted costs of reguiation 


If the production of natural gas is given a utility status, the costs incurred 
will be staggering and the benefits negative. Regulation by government inevita- 
bly means a curb on individual liberty. Individuals seek to retain their liber- 
ties by changing their mode of business. Regulatory agencies find it necessary 
to reach out further and further in their struggle to substitute their judgment 
for the dictates of the market. This gives rise to the inevitable disease of prolif- 
eration of Government controls. There is no need to discuss this topic as I am 
sure it is a well-recognized disease each time Congress reviews the budget. This 
point has also been well developed by the Hoover Committee and the Temple 
University studies and others. 

The direct expense incurred by the regulating agency will be large. ‘The Fed- 
eral Power Commission now has a large budget and staff for the purpose of regu- 
lating the small number of pipeline companies which perform utility functions. 
Imagine the staff, time, and expense that would be required to review approxi- 
mately 30,000 separate sales transactions with additional thousands written each 
year. No formula can be devised for determining costs or reasonable prices in 
the field for the commodity. Truly, a book on futility could be written on this 
subject. These expenses of “regulation” would be paid by the consumer in his 
tax bill. 

The seller would seek to present arguments justifying the reasonableness of 
prices under review. Some would prepare detailed statements of expense, esti- 
mated life, byproduct realization, dry-hole compensation, etc., when in their heart 
they knew the real justification was arms-length bargaining. The examiners 
would review, call for further evidence, defer and seek to find a ground for jus- 
tifying the substitution of their judgment for what the market dictates. But 
they too would know that in the last analysis all that was really settled was an 
imposition of a third party’s judgment. Legal fees, accounting costs, travel ex- 
pense would go up in the meantime. No matter what it amounted to, the con- 
sumer would pay the bill as all such expenses become a part of the cost of service 
for determining natural-gas rates. 

Assume that a judgment is reached and is handed down. If that arbitrarily 
determined price is above that which would be based upon the supply and demand 
relationships, burdensome surpluses would be brought into existence. The con- 
sumer would pay the cost both through higher rates immediately and ultimately 
the cost of carrying the surplus. 

If the judgment price is below the dictates of the market, different forms of 
cost to the consumer are brought into being. What is the social cost of stifling 
of incentives? How long will present reserves feed the steel blanket of carriers 
covering the Nation? What happens to costs of transmission when supplies are 
inadequate to maintain capacity operations? What happens to the cost of the 
distributing companies as they find it necessary to rehabilitate the manufactured 
gas facilities? What happens to the consumer from this chain of events is not 
aquestion. He pays the bill. 

If these conditions develop because of the judicial decree, the Federal Power 
Commission should be granted immunity from blame if their judgments prove 
costly to the public because they are too high or too low. No five men and their 
staffs have been granted the omnipotence of reasoning that their judgments can 
be substituted for millions of individual decisions made from day to day. 

But, argue some of the proponents of regulation, we will make it applicable 
only to the larger producers. Others may discuss the legal, ethical, moral or 
constitutionality of such a proposal. I shall only mention some industry truisms 
that would be brought into action. 

There are more natural-gas royalty interests than there are operators of pro- 
ducing properties. Is royalty-interest gas, usually sold by the operator, to be a 
part of the base volume to determine the application of regulation? If so, the 
Toyalty owner may insist upon the privilege of payment in kind and make a sep- 
arate sale. Most would thus escape regulation, and automatically approximately 
one-eighth of the flow in interstate commerce would be exempt on this basis 
alone. The purchasing problems of the carrier would be multiplied manyfold 
and the consumer would pay the bill. 
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Producing properties are frequently held by divided interests. Sometimes 
such interests run to a fraction of a percent. Usually such properties are under 
one operator. Would the total be included in his base amount to determine the 
application of regulation? If so, will these property participants insist upon 
separate sales contracts, thus eliminating them from regulation? Many will and 
the unregulated part of the total will increase, as well as the cost of doing busi- 
ness—to the detriment of the consumer. 

Some firms purchase and gather gas from numerous wells, bring it to a common 
delivery point, and make a single sale. Does this sale of combined purchases 
constitute a part of his base to determine the applicability of regulation? If so, 
will the numerous small producers insist on separate sale privileges and com- 
pensate the gatherer on a fee basis? Many would and the unregulated portion of 
interstate traffic would increase further and cost of doing business would increase. 
Same result to the consumer. 

Still one last illustration must be mentioned. Many natural gasoline plants 
have been built both because of economic incentive and because of conservation 
measures. Wet natural gas feeds into such plants from many small operators. 
There the gas is dehydrated and the liquid hydrocarbons extracted. A single 
sale of the residue gas is made at the tailgate of the gasoline plant. Does this 
volume constitute a part of the base for determining applicability of regulation? 
If so, what will prevent the uniform adoption of a plan, already applicable at 
some plants, whereby each producer receives a payment for his portion of liquid 
hydrocarbons extracted and he sells singly his proportion of the residue gas at the 
outside of the plant? Universal application of this mode of business would 
greatly increase the proportion of natural gas in interstate commerce not subject 
to regulation and greatly increase the cost of doing business to the detriment of 
the consumer. 

These illustrations by no means exhaust the types that could be mentioned. I 
hope I have offered sufficient evidence to indicate the chaotic conditions that 
would be set in motion by any effort to regulate only the “larger producers.” The 
costs of procurement will be tremendously increased. The production not subject 
to Federal regulation will not be found to be in the neighborhood of 10 percent. 
This segment will grow as individuals seek avidly to retain their freedom. These 
increased costs will be a part of “cost of service” upon which rates are deter- 
mined. 

Considering the overall—increased direct cost of service, costs of rate hearings 
without end, cost of gathering evidence justifying proposed prices, cost of destruc- 
tion of incentives, cost of mistaken judgments, costs of atomization of the in- 
dustry—there can be no question but that under regulation the long-run prices 
paid by the consumer will be higher than they would be if the producing phase 
of the industry were unregulated. The facts reviewed have established that the 
consumer inevitably receives his greatest protection from competitive activity. 
The consumer is best protected by a competitive market 

I hope sincerely that the analyses that have resulted in the conclusions I have 
expressed will be of aid to the Congress in arriving at a correct solution of the 
complex problem. The consumer has far more at stake here than any benefit 
that may flow to the producer. We are talking about controlling a main source 
of energy in our economy. The economic progress of any society is dependent 
upon an adequate supply of low-cost energy fuels. Likewise, control of energy 
is usually the most vital step taken by any government on the route to totali- 
tarian control. I believe in the benefits of competition to the consumer. I hope 
that these benefits may be preserved for his sake. 


The CHatrman. Thank you very much, Dr. Boatwright, for an ex- 
haustive and illuminating statement. 

Are there questions ? 

Mr. Harris. 

Mr. Harris. Dr. Boatwright, I, too, wish to compliment you on 
presenting such a detailed analysis from a very exhaustive study of 
this most important problem. I am quite impressed by your final and 
concluding statement in relation to the consumer interest. In fact, I 
was impressed by your entire statement. Since there has been so much, 
and appropriately so, expression of concern about the interest of the 
consumer during the course of the hearings—it is a fact that the real 
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reason for the existence of the producer is to provide a supply for 
the consumer. 

Dr. Boarwricut. Certainly. 

Mr. Harris. Consequently, when we establish rules and the industry 
applies those rules, the first interest and the maintaining interest 
throughout the entire transaction, is the intent of the consumer. 

Dr. Boatrwricutr. Why, of course. The producer is interested in 
the consumer. He is not looking at just his market today. He is 
looking at it for years to come. 

Mr. Harris. The question has been raised here time after time about 
how can we provide legislation the net result of which would be to 
protect the consumer and at the same time free the independent pro- 
ducer and gatherer from the Federal reguiation. It seems to me that 
in your statement you have given a very clear and precise answer to 
the question. 

One thing you did not cover. Certainly this is no criticism because 
[ know it is a very great field, and you have covered a lot of it in this 
statement of yours. 

The one thing that I did want a little information on is the prob- 
lem which has been referred to by our esteemed friend and member 
of this committee and my colleague, Mr. Staggers, on the question 
of dumping. I wonder if in your analysis you have given attention 
to that problem. 

Dr. Boarwricur. We have considered the problem; yes, sir. That 
involves a tremendous number of additional economic considerations. 
We must recognize that the load on a pipeline is divided between 
the interruptible and the non-interruptible load in most cases. The 
residential demand is a must demand. That must be taken care of. 
It must be taken care of whenever it occurs. If that means cutting 
off or interrupting the flow of gas to industry, then that must be 
cut off. 

On the other hand, during the period of the summer months the 
residential users will not and cannot use the sum total of the capacity 
of gas which can be delivered. 

Mr. Harrts. Could you divide that up for us in percentages or an 
indication as to what the application of this procedure might be ? 

Dr. Boarwrieut. It differs with practically every line. Some lines 
run very heavily to industrial load, others run a very small propor- 
tion of the total industrial load. I don’t know that I could give you 
an industry average at the present time. 

Mr. Harris. Could you give us the percentage of total gas in inter- 
state transportation which goes into industrial purposes ? 

Dr. Boarwricut. No. I would have to review my files on that. I 
can’t give it to you from memory. 

Mr. Harris. Will you supply for the record if it is available ? 

Dr. Boarwricut. Yes. 

Mr. Harrts. Will you do that for us? 

Dr. Boarwrient. Certainly. 

Mr. Harrts. Would you also give us an explanation of the necessity 
for maintaining a certain minimum pressure in order that the gas 
when called upon by the residential consumers will be there ? 

Dr. Boatwricur. Surely. 


61557—55—pt. 123 
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(The information requested follows :) 


INDUSTRIAL USE OF NATURAL GAS IN THE UNITED STATES IN 1953 


Marketed production of natural gas is reported by three principal categories 
of users: residential, commercial, and industrial. Industrial sales are made 
intrastate directly by producers and are made both interstate and intrastate by 
natural-gas utilities. 

The Bureau of Mines reported that total consumption of natural gas by in 
dustrial users in the United States in 1953 was 5,763 million Mcf. The Ameri- 
can Gas Association reported that industrial sales of natural gas by utilities in 
1953 amounted to 2,868 million Mecf, including both that gas moved interstate 
and that sold to industrial users in the State of production. By difference, it is 
indicated that 2,895 million Mcf were disposed of directly by producers for in- 
dustrial use in the State of production. 

There are no data available that show the proportion of industrial sales by 
utilities which were made from gas moved interstate. The proportion of intra- 
state industrial sales of natural gas made by utilities probably accounts for 
a substantial part of their total industrial sales, as evidenced by their experience 
in the Irger producing States of the Southwest. Utility sales of natural gas 
to industrial users in Texas, Oklahoma, Louisiana, Arkansas, and Kansas 
amounted to 1,281 million Mef in 1953, representing 45 percent of the national 
total of industrial sales by utilities. Because of the large volumes of natural 
gas produced in these exporting States, it appears likely that most of such sales 
by utilities would be met from local production. 

The conclusion that can be reached from available data is that substantially 
less than half of United States industrial consumption of natural gas is met 
from gas moving interstate. 


United States marketed production of natural gas in 1953 (all figures in 
million M. c. f.) 


Amount 


As reported by Bureau of Mines: 
Residential consumption 
Commercial consumption 


Industrial consumption: 
Field use _- 
Other industrial 


Total industrial 
Losses and others 


Total marketed production. -- 





Analysis of total United States industrial consumption of natural gas 
Figures in million M. c. f.) 


Percent of 


! t 1 
Amount total 


Total United States industrial use, reported by Bureau of Mines (see above) -- | 5, 763 100. ( 
Industrial sales by utilities, reported by American Gas Association -.-- : , 868 49.8 


Industrial use indicated to have been supplied intrastate by producers- - 2, 895 
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Utility industrial sales of natural gas (all figures in million M. c. f.) 


Percent of 
Amount total 


Reported sales in: 
lexas enti twiared evens oo : 632 
Louisiana ha x 308 
Kansas. - -- . é ane ; ; : 129 
Arkansas ors aged A 112 
Oklahoma agesasee ase J 100 


Subtotal... : Said au = 2. 281 
Other States ! S36 ; ee eae és ‘ 1, 587 


Total fun . . . a5 2, 868 100 


This quantity of 1,587 trillion cubic feet is the probable maximum amount of industrial sales of natural 
gas from interstate movement. 

Mr. Harris. There has been a great deal of speculation about how 
long gas reserves will be av: ailable for the consumer. V arying figures 
have been given about how many years they will be av ailable for the 
consuming “public. You have given a very detailed discussion on that 
subject. 

I wonder if you happen to be acquainted with one of the outstanding 
geologists of the country, Mr. A. I. Levorsen. 

Dr. Boatwrient. I know him by reputation and I have met him. 
He is properly characterized as one of the outstanding men in the 
Nation. 

Mr. Harris. I notice a statement that he made recently when he 
said, and I quote him: 

There still appears to be about as many possible future oil and gas provinces 
in sight in the United States and Canada as there ever was. I, for one 


said Mr, Levorsen— 
see no lack of future supplies in North America if we maintain the incentive 
to explore. 

It seems to me that that statement confirms the statement which 
you have made here this afternoon with reference to the fear con- 
cerning the future supply of this great resource. 

Dr. Boatwricur. I do, too. 

Mr. Harris. It seems to me that it should be evident to corroborate 
What has been said here, that the important thing is the supply and a 
method by which that supply can be made available for the future. 

Thank you very much, Mr. Chairman. 

The Cuatrman. Mr. Hinshaw. 

Mr. HrnsHaw. Doctor, on page 48 of your statement there is a 
chart entitled “Field Price Is Only a Small Part of Residential Con- 
sumer Price,’ and the average price to consumers shows a certain 
Volume. Does that average price to consumers include all consumers 
of a household or residential nature or does it include only those who 
recelve gas in interstate tr ansportation f 

Dr. Boarwricur. That is the average price paid by the residential 
consumer who receives gas from its intra or interstate pipelines. This 
is based on the report of the distributing companies themselves. 

Mr. Hinsnaw. Of course it is realized that those residential con- 
sumers who are in the vicinity of a field are going to have a much 
lower price than are those who are far from it, due to the cost of 
transmission. 





350 NATURAL GAS 


Dr. Boatwricur. That is correct. 

Mr. HinsHaw. I wonder if there is a breakdown to show the average 
price to consumers, say in the Northeast, the North Central, the North- 
west, and the Far West, which are remote from the source of the gas. 

Dr. Boarwrieur. Such data are available. 

Mr. Hinsuaw. Are those data broken down into the cost of trans- 
mission, the cost of distribution, and the field price of the gas? 

Dr. Boarwricur. The difficulty becomes greater and greater when 
you attempt to trace gas to points of origin because of the many 
interconnections. In some cases the best you can do is to estimate 
certain parts of your price factor. 

Mr. Hinsnaw. Is the information available on the cost of trans- 
mission and the cost of distribution in those areas ? 

Dr. Boatwricut. Yes, it is available if you accept the averaging 
process of the statistician or the economist who has to work it out? 

Mr. Hrnsnaw. Is there a rule of thumb that the price of transmis- 
sion i8 so much per 100 miles, or whatever ? 

Dr. Boarwricur. No, not that I know of on mileage basis. 

Mr. Hinsnaw. Evidently transmission to a remote point on the 
same line is going to be at a greater cost than to a near point, is that 
correct ? 

Dr. Boarwricut. That is correct. 

Mr. Hinsuaw. They must bear some relation to each other. 

Dr. Boarwricur. There is a variation in cost, yes. 

Mr. Hirnsnaw. What might we arrive at as an estimate to be applied 
to transmission costs, say, to New England or New York—beyond the 
Hudson River, anyhow. There must be some estimate of cost for the 
transmission of natural gas. At least there must be some evidence of 
the cost in the statement, for instance, of the Texas Eastern Pipeline. 

Dr. Boatrwricut. Yes, that is correct. I was concerned that you 
might be asking for some type of average cost for various sized lines, 
various pressures, and so forth. 

To take the case which you used as an illustration, the city gate price 
in New York is about 31 cents. That is the price that is charged by 
the transmission company at the city gate. 

Mr. Hinsuaw. That is to the distributing company. 

Dr. Boarwricut. _Yes, That is the gas which was referred to ves- 
terday as costing 7.7 to 7.9 cents per thousand cubic feet in the field. 
So the difference betw een the cost of 7.7 and 31 would be the transmis- 
sion cost, 

Mr. Hinsuaw. That is a very interesting figure. The difference 
between the 31 cents and the $2.37, or some such figure as was givell 
to us the other day for the average residential customer in New York, 
is in distribution, is it not? 

Dr. Boatwricut. It is in distribution, yes, but I am afraid that we 
have selected a rather poor illustration. You see, natural gas came 
into the city of New York comparatively late, and natural gas does 
not supply the total gas load of the distr ibuting company. The city 
of New York and that area is supplied i in the main with mixed natural 
and artificial or manufactured gas. So you have a great many factors 
entering into the consideration of the price to the ultimate consumer 
there, other than just the city gate price of natural gas. 
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Mr. Hinsuaw. Let us find a city close in te New..orkthere are 
lots of them—which does not manufacture gas or mix gas but uses 
straight natural gas. 

Dr. Boarwrieur. That is right. 

Mr. Hiwsuraw. And as nearly as is possible like the city of New 
York so far as the type of customer is concerned. P resumably there 
eannot be much difference, for example, between Newark and New 
York or some borough of New York and another borough of New 
York. There is a difference in Westchester, of course, because of more 
househeating going on in Westchester. 

Dr. Boarwricut. Yes. 

Mr. Hinsuaw. But the cost of distribution at $2, or something like 
that, per thousand cubic feet has a reason, 

Dr. Boatwricur. That is right. 

Mr. Hinsuaw. What is that reason / 

Dr. Boarwrigut. One reason, of course, is that the cost of mains 
and the cost of service in a highly concentrated population is high. 
Secondly, you have the costs associated with the mixed versus natural, 
but if you take a case where it is natural only, you do not have that 
factor. You have the degree of density with which the market may 
be saturated. You have the amount of use per individual customer 
for residential use, which may enter into it. Each of these are variable 
which determine the cost per unit distributed. 

Mr. Hinsuaw. I think this chart is quite interesting, but it is not 
at all conclusive so far as our hearing is concerned, because we have 
nothing whatever to do with the distribution of gas. 

Dr. Boatwricur. That is correct. 

Mr. Hinsuaw. All we have to do with is the transmission and, since 
the Supreme Court decision, with the sale from the wellhead. 

Presumably the city gate prices are the thing that this committee 
is directly concerned with. Is that not true? 

Dr. Boarwriecut. I think the subject that this committee is con- 
cerned with is solely the subject of the price in the field, isn’t it? Is 
there any argument or question about the regulation of the rates or 
the city gate prices remaining or being under the Federal Power 
Commission ¢ 

Mr. Hinsuaw. No. On interstate transmission there is no question 
but that that is under the Federal Power Commission, But the dif- 
ference between the wellhead price or the tailgate price and the city 
gate price is regulated now, and of course has been in the past since 
1938, 

I think that sort of thing is inte resting to the public whom we serve. 

Dr. Boatwrigut. I wonder if I understand you correctly in this 
respect: that such a chart saline would have been more helpful to 
you if it had shown three levels, one level being the price paid to the 
producer, the second level being the price rec eived by the transmission 
company, and the third being the price paid to the distributing com- 
pany. Such a chart will be prepared and will be submitted as part of 
the record. 

Mr. Hinsuaw. If it could be done for interstate sales only, which 
_ the only thing which concerns this committee, we will ‘be quite 
happy. 

the en Can that be done, Dr. Boatwright, for interstate 
“ules only ¢ 
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Dr. Boatwrient. I was going to ask if you would be completely 
happy if we took the consuming area, excluding the Southwest? In 
other words, there are twenty-some States which produce gas. Penn- 
sylvania is a producing State, and West Virginia is a producing State, 
as far as that goes. Would you be satisfied if the chart excluded the 
seven Southwestern States? That will permit us to escape the problem 
of attempting to trace the gas. We will say that the Southwestern 
States not being in this, the situation breaks up as follows in all of the 
major consuming States. I am not sure it can be done. I will try. 

Mr. Hinsuaw. I think that will be quite satisfactory for our pur- 
poses. 

Dr. Boatwricut. We can come very close to it. 

Mr. Hinsuaw. My own State of California is a producing State, but 
it is declining in production. 

Dr. Boarwricut. That is correct. 

Mr. Hinsuaw. We are now importing large quantities of gas from 
the Panhandle of Texas and New Mexico, I guess. We would be 
included, I take it, in this chart, is that correct ¢ 

Dr. Boatwricut. Yes, sir, you would. 

Mr. Hinsuaw. I think that gets down to the nub of this thing and 
gets away from this idea of looking at this chart and saying the resi- 
dential consumer pays 75 cents when as a matter of fact that includes 
half of the gas sold in the producing States at very low prices. 

Dr. Boatwrient. That is correct. 

Mr. Hinsuaw. The cost in the other States certainly is much higher 
than that. 

Dr. Boatwrieut. You have still the problem of distribution, even 
in your local State. Your distributing costs are higher in the produe- 
ing States, as well as they are in the more remote States. 

Mr. Hinsuaw. The price at the city gate is a very important price, | 
think, for the understanding by this committee of the problems in- 
volved, because that is the limit of the jurisdiction of the Federal 
Power Commission and ourselves. 

Dr. Boatwrieut. That is right. That will be obtained. 

Mr. HrnsHaw. Thank you. 

(The information supplied by Dr. Boatwright follows :) 


Breakdown of 1953 natural gas prices between prices paid by residential users, 
distributors, and transporters (all United States except 7 Southwestern 
States) 


[Dollars per thousand cubic feet] 





Gas price Gas price 

paid by | paid a 
istri | transpor 
2} 

er (field price) 


Gas price 
s id by 
’ ats 
Regior residential 





New England____.._.__. 2. 61 | . 5s $0. 08 
Middle Atlantic ‘ . 28 “1 13 
South Atlantic. i d ‘ 

North Central... 

Pacific 

Mountain._. 


Average above regions. __ 


! U. 8. Bureau of Mines Mineral Market Report M MS 2341, Nov. 9, 1954. 
? Calculations based on annual carrier reports to Federal Power Commission for 1953. 
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The CuarrMan. Mr. Staggers ? 

Mr. Sraccers. Dr. Boatwright, I was impressed by your presenta- 
tion, and your efficiency and your competency. 

Dr. Boatwrieut. Thank you. 

Mr. Sraccers. I am sure that you are worth your salary in your 
organization, and more so, too, even though I do not know what you 
receive, 

I did not understand in what capacity you come before the com- 
mittee. Whom are you representing / 

Dr. Boarwrieut. I am representing the producers of oil and natural 
gas. 

Mr. Straccers. Where ? 

Dr. Boatwrigut. The United States. I was loaned to the industry 
at the request of the president of the American Petroleum Institute 
to study this problem. 

Mr. Sraacers. Are you speaking for the producers in my district? 

Dr. Boatwricut. I am speaking for producers in all districts to the 
extent that they are represented in the national association ; yes, sir. 

Mr. Sraccers. Are all the producers represented in the national 
association ? 

Dr. Boatwricut. Most of them are represented. 

Mr. Sraccers. I am just wondering, how do they give you author- 
ity to speak for them? I am wondering how you get that authority. 

Dr. Boarwricut. I have only the authority of the president of the 
American Petroleum Institute to make the analysis and to reveal the 
findings of my analysis to this committee in any helpful way that I 
ean, 

Mr. Sraccers. From the president of the Petroleum Institute? 

Dr. Boatwricut. The American Petroleum Institute. 

Mr. Staccers. That isall. Thank you. 

Dr. Boarwricut. Surely. 

The Cuarrman. Mr. Bennett? 

Mr. Bennett. Doctor, I want to ask you some questions about the 
Harris bill. I assume that you support the Harris bill? 

Dr. Boatwrieut. I am supporting the Harris bill to the extent the 
industry has accepted its provisions as stated in the Cabinet committee 
report; yes, sir. . 

Mr. Bennerr. The Harris bill provides for regulation of price on 
the part of the producer, does it not ? 

Dr. Boatwricut. That is right. 

Mr. Bennerr. Do you approve of that ? 

Dr. Boarwricut. I think now you are asking me a question that, 
as an economist, I am supposed to answer one way, and I shall answer 
it that way as an individual economist. I do not approve of that 
section, speaking personally. As the representative of the industry, 
which has counseled with and accepted the Cabinet report, I do accept 
it to that extent ; yes. 

Mr. Brnnerr. Personally, you are opposed to any regulation what- 
soever ¢ 

Dr. Boarwricut. Personally, I feel that there is no protection to 


the — that is quite equal to the privileges of the competitive 
tharket, 
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Mr. Bennerr. In your capacity before the committee, you are sup- 
porting the Harris bill? 

Dr. Boarwrieur. I do. 

Mr. Bennerr. Will you tell me how you feel the Federal Power 
Commission will determine what is a reasonable price for gas at the 
field where it is produced ¢ 

Dr. Boatwricur. I wish I could, but I cannot answer that question. 
{ do not know how they will determine reasonable price. I do not 
think there isa way other than substitution of judgment. 

Mr. Bennerv. I don’t think so, either. Do you think that there is 
any limitation on the authority of the Commission as to the factors 
which they may consider in arriving at what is a reasonable price! 

Dr. Boarwrieut. No, I do not know that there is any policy limi- 
tation on that announced yet, is there / 

Mr. Bennert. I do not find any in the bill. 

Yesterday Mr, Searls, in reply to a question I asked him, said that 
he thought the Commission could not consider the costs of production 
under that definition. 

Dr. Boarwricur. I should think that costs would have to be quite 
a ways down the road in their thinking, because I don’t think they 
are going to find it. I don’t think they can determine the cost. 

Mr. Bennerr. You do not think they can determine the costs/ 

Dr. Boatwrigut. No, sir, I do not. 

Mr. Bennerr. Why not? 

Dr. Boarwricut. Because it is a joint cost problem, because of the 
variability of ratio of products produced, because of the risk elements 
involved. 

Mr. Bennerr. Up until this recent decision last year in the Pan- 
handle Eastern case, the Commission had been fixing rates on the 
basis of the cost of the gas plus a reasonable return or fair return, 
had it not? 

Dr. Boarwricur. They had been fixing the cost as they so deter- 
mined. Did anyone accept that determination 4 

Mr. Bennett. I do not know about that. I guess probably many 
people were unhappy about their decisions. That is usually the case 
or is often the case. 

Dr. Boatwricut. I think it is an excellent illustration of what hap- 
pens, however, when the substitution is made of the judgment factor, 
even though it may have been justified upon a cost calculation. 

Mr. Bennett. Do you not think it would be easier for the Com- 
mission to determine cost plus a fair return for the producer than 
it would be to determine what is a reasonable market price! 

Dr. Boarwricur. No, I don't. 

Mr. Bennett. How would you go about determining what was a 
reasonable market price? You are an economist and an expert in this 
field. 

Dr. Boarwrieur. The first thing I would look for would be the 
competitive level, the competitive price. 

Mr. Bennerr. The competitive price is the market price, is it not! 

Dr. Boarwrigur. You bet it is. 

Mr. Bennett. It is the market price—period. 

Dr. Boatwrieur. Yes. 

Mr. Bennett. But the “market price—period” is not the price that 
the Commission is supposed to arrive at, necessarily. 








er 
he 


yn. 
ot 


P'S 
ef 


at 
on 


ite 


ay- 


hy 
ise 


LIS 


he 


at 





NATURAL GAS 355 


Dr. Boarwrient. There is no prohibition against the Commission 
arriving at the competitive price as the reasonable price, is there? 

Mr. Brnnerr. No, I do not think so. 

Dr. Boatrwricur. I don’t, either. 

Mr. Bennerr. But there is no requirement that the Commission find 
that the market price is the reasonable market price. 

Dr. Boarwricur. That is correct. 

Mr. Bennerr. There is no requirement that the Commission find 
that the average price is the reasonable market price. 

Dr. Boarwricut. I understand that is correct. 

Mr. Bennerr. How would one go about determining the reasonable 
market price of gas ina particular field / 

Dr. Boarwricurt. It is an extremely difficult problem. The only 
way that I know that it could be reasonably approached would be to 
attempt to approximate as closely as you could the competitive price, 
the arm’s-length price in any given produci ing area. ‘To me that is the 
reasonable price, and any other price is not ret sonable. 

Mr. Bennetr. But there are different prices arrived at in arm’s- 
length bargaining. 

Dr. Boarwricut. That is correct. 

Mr. Bennerr. Where you have a series of different prices in the 
same field and all arrived at by arm 's-length bargaining, then how do 
you come to a reasonable market price—by just averaging them out ? 

Dr. Boarwrieutr. No: you can’t do that, because you have to recog- 
nize that there are differences in quality and differences in business 
which must be considered. You have to recognize all the variables 
which enter into the determination of the price in the mind of the 
buyer and the determination of price in the mind of the seller. Don’t 
expect your price to be the same in the Texas-Hugoton field from all 
different vendors from all different sources and all different buyers. 

Mr. Bennerr. In determining the reasonable market price of gas 
in the field in Texas, do you think the Commission should go to Louisi- 
ana or Oklahoma and determine what the market price is in those 
areas to get an idea of what it should be in a certain field in Texas? 

Dr. Boarwricut. That is pretty far removed. I would not ignore 
the prices in alternate supply sources, certainly. 

Mr. Bennerr. Would you think the Commission would have the 

right to consider field prices in Pennsylvania and West Virginia and 
other States far remote from Texas or Oklahoma / 

Dr. Boatwrient. I think that is quite a ways off, but they would 
have the right to consider them, certainly. 

Mr. Bennerr. The fact that the gas production industry is sup- 
porting legislation which does provide for regulation indicates to me 
a recognition of the fact that some type of control of the price at which 

vas is sold in the field is necessary in the public interest. Do you think 
ths at isa fair statement ? 

Dr. Boarwrieut. Do I think that your statement of your conclusion 
that the industry recognizes something is needed is fair ? 

Mr. Bennerr. Yes. 

Dr. Boarwrieut. No; I don’t think that is quite fair. 

Mr. Bennerr. Why not? 

Dr. Boarwricut. Honestly, I think what is perhaps fair is that they 
think that this is the best deal that they can come out with. It is in 
keeping with the rec ommendations of the Cabinet level committee, and 
I think they have accepted it as inevitable. 
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Mr. Bennett. Mr. Searls said yesterday, or General shomgecn- J 
forget which of the witnesses made the statement—if I understood 
correctly, that this provision concerning reasonable prices was in here 
to protect consumers against unconscionable or runaw ay prices. 

Dr. Boarwricur. I am not at all apprehensive about unconscionable 
or runaway prices. I think the consumer who may be contemplating 
sale of gas for sale in Michigan is just as conscious of the long-range 
relationship with Michigan consumers as they are any other. You 
don’t do business on any other kind of basis. 

Mr. Bennett. Do you feel there should be no regulation or, if there 
is to be regulation, there ought to be as little as possible ? 

Dr. Boatwricut. I most assuredly accept your last statement whole- 
heartedly. 

Mr. Bennett. I should like to ask you 1 or 2 questions about the 
depletion allowance. I assume you are familiar with that and how 
that works. I am not. Is it true that oil and gas are the only com- 
modities upon which a 2714 percent depletion allowance is given for 
tax purposes ¢ 

Dr. Boarwricut. Depletion allowances are allowed on practically 
all extractive industries. The rates vary from industry to industry. 
In other words, a gravel pit has a depletion allowance, lumbering has 
a depletion allowance. They ¥ vary from industry to industry. 

Mr. Bennerr. But 2714 percent is the minimum and the maximum, 
as far as the oil and gas industry i is concerned, is that true / 

Dr. Boarwricur. ‘Twenty-seven and a half percent is the allowable 
or up to 50 percent of the profits from the unit aeeretaen: 

Mr. Bennett. So if a concern had a profit of $50 million, they 
could take 2714 percent ? 

Dr. Boatwricut. No. The depletion allowance is applicable to the 
limited property which is being depleted. In other words, you could 
not consolidate the profits of the total firm. It is applicable to the 
property which is being depleted. 

Mr. Bennerr. Is it applicable to the profits of a particular 
property ¢ 

Dr. Boarwrient. Yes. 

Mr. Bennert. And 50 percent of the next profit—is it net or gross 
profit ¢ 

Dr. Boatwricut. I think it is 50 percent of the net. 

Mr. Bennerr. That is deducted before taxes are computed ? 

Dr. Boatrwricut. Yes. 

Mr. Bennerr. That does not have any relation to the actual de- 
pletion which may have taken place in the particular industry 

Dr. Boarwricutr. No. The actual depletion may have been greater 
or it may have been less than that. 

Mr. Bennett. But in every case, every oil and gas firm is allowed to 
take up to 50 percent of its net profit ? 

Dr. Boatwricur. It is allowed to make a deduction equal to 271, 
percent or 50 percent of the profits from the operation of the in- 
dividual unit for purposes of tax determination. 

Mr. Bennerr. Did you ever make any study as to whether the 2715 
percent covered actual depletion ? 

Dr. Boatwricut. No; I have not. 

Mr. Bennett. Do you know of anybody who has? 
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Dr. Boarwricut. There have been a great many statements and 
examinations. I don’t know how det ailed or how accurate the studies 
may have been on the subject. 

Mr. Bennetr. How far does 2714 percent exceed the depletion 
allowed in any other mining operation / 

Dr. Boatwricur. I don’t know that I can tell you all of them. The 
next one that I think of is sulfur, at about 23 percent. 

Mr. Bennerr. What about iron ore ¢ 

Dr. Boarwrieut. Fifteen percent. 

Mr. Bennerr. Copper / 

Dr. Boarwricut. I think copper is 15. 

Mr. Bennerr. Is there any particular reason that you know of, 
other than Congress passed the legislation, that the oil and gas in- 
dustry should be so favored ? 

Dr. Boatwrieut. Yes, two. 

Mr. Bennerr. Pardon? 

Dr. Boarwricutr. Two reasons. One of them is the risk element, 
and the other is the fugitive nature. You see, a deposit of lead or a 
gravel pit or iron ore, or something, is a fixed bed, and you can extract 
that. If I have natural gas or oil, I can get a certain proportion of 
the total output, and even that which I take out is fugitive, possibly 
going to other areas. 

Secondly, my risks are much greater. 

Mr. Bennerr. Before you le save that, I disagree with you about 
risk. I happen to come from the iron and copper area of Michigan, 
und while Iam not an expert in mining at all, I do know the exact 
amount of the ore deposit of iron or copper is quite uncertain until the 
mining operation is actually undertaken. In other words, there isn’t 
any microscope that you can look at underground to determine in 
edvance how many tons of iron or copper are in a given deposit. You 
have to actually go down and mine it before you find out. It may be 
more than you anticipate or it may be less. To that extent, I think 
the risk is much greater than you have indicated it to be. 

Dr. Boarwricut. I do not mean that there is not risk. I recognize 
there is. I also recognize that such ratios as are found are not of a 
fugitive nature. 

Mr. Benner. Do you believe it would be unreasonable to put a 
requirement in this legislation, since there is to be some regulation, 
that the producer shall not be allowed or the pipeline shall not be 
allowed a price which is unreasonably out of gear with the cost of 
production ¢ 

Dr. Boarwrient. Yes; I do think that would be unreasonable. 

Mr. Bennerr. Do you think that the producer should be able to 
get any profit he can extract as long as there is the competition that 
you talk about ? 

Dr. Boatwrieut. I most assuredly feel that there should not be a 
restriction upon profits of the operators as long as there is a competi- 
tive market, any more than I feel there should be a restriction upon 
the profits of the lead and copper producers that you referred to. 

Mr. Bennerr. Do you feel that the transmission of gas by pipelines 
is competitive ? 

Dr. Boarwricur. The transmission of gas is based upon a certificate 
of convenience and necessity, and it is not dependent upon its com- 
petitive nature, 
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Mr. Bennerr. But is it competitive? Are pipelines competitive 
between themselves ? 

Dr. Boarwrigut. Sometimes. Except—— 

Mr. Bennerr. Where they are competitive, would you say that 
Federal regulation should be eliminated from transmission as well 
as from the cost of production ? 

Dr. Boarwricutr. No; I wouldn’t say so, because there isn’t a sufli- 
cient degree of competition. 

Mr. Bennerr. Do you think a sufficient degree of competition will 
ever occur ? 

Dr. Boarwricur. Do I think what? 

Mr. Bennerr. In other words, would it be healthy to have competi- 
tion between pipelines? Would it be a good thing for the producer? 

Dr. Boarwricutr. Well, yes; it would be a good thing for the 
producer 

Mr. Bennett. Do you think it would be a good thing for the con- 
sumer ? 

Dr. Boatwricut. It could go to an unreasonable length as far as the 
consumer is concerned, 

Mr. Bennett. In what way! 

Dr. Boatwricut. It is entirely possible that if your contract for 
reserves is for a 20-year period, let us say, or a sufficient period of time, 
competition among pipelines could draw away the reserves from one 
line to another line which, if they drew them away, would leave the 
consumers supplied by the older lines without a source of supply. 

Mr. Bennert. As of now, you see no comparison, competitionwise, 
bet ween pipelines and producers? You see no similarity ? 

Dr. Boatwrieur. No; I do not. 


Mr. Bennert. I guess that is all, Mr. Chairman. 

The CratrmMan. Mr. Mack? 

Mr. Mack. Dr. Boatwright, there are several questions which I 
wish to ask you, but I happen to have another committee meeting, and 
I shall attempt to go into just one field. 

I noticed in your statement that you mentioned in your opening 
remarks: 


The potential consumer demand for natural gas is far from satisfied. Fyvi- 
dence abounds to indicate that the number of customers desirous of using ‘nat- 
ural gas would be tremendously increased if adequate supplies were available. 

Then you go on to say that if the price were increased, supply prob- 
ably would meet the demand. 

I am wondering if you have any idea how much the price should 
be increased to make the necess: ary supplies available. 

Dr. Boarwricur. I don’t think any place I forecast that the price 
ought to be increased, do I? 

Mr. Mack. I retract that statement, then, and I will read your 
words: 

Further, these potential customers are willing to pay a price which will bring 
into existence sufficient supplies and facilities to meet their needs. 

That is the part that confuses me. 

Dr. Boatwricut. That is merely a statement that, in my judgment, 
on behalf of the consumers, the consumer would pay a higher price} 
he thought that were necessary to bring in the supplies. 
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Mr. Mack. I assume you are right. If they could not get the gas 
supply at a certain price, they would be willing to pay more. But I 
conclude from this that you felt that for a sufficient supply it would be 
necessary to increase the price. 

Dr. Boatwricurt. I said that a sufficient supply, in my judgment, 
would be developed if there was maintained an adequate incentive for 
exploration and development. I did not attempt to forecast the price. 

Mr. Mack. Why are there still customers who are desirous of this 
service ¢ 

Dr. Boatwricur. A great many reasons. In the first place, as far 
us the distributing companies are concerned, which have mains in the 
city streets, they have not reached out to new suburban areas. Con- 
sequently, they cannot be served. 

Second, the capacity of many of the transmission lines serving the 
communities, for the storage of gas in the lines, is not adequate to 
take care of the potential load on top of what they are now taking 
care of. 

Third, there are many areas of the country where the natural gas 
transmission lines have not even reached. They are very anxious that 
they should reach them. 

So you have a requirement for additional facilities, both in trans- 
mission and distribution, and in production. 

Mr. Mack. Then the fact that some are not presently served has 
nothing to do with the price of gas or the amount or availability of 
supply of the gas; is that true / 

Dr. Boarwricut. If I understand you correctly, if I may rephrase 
your statement as I understand it, I am sure we are in accord. The 
fact that customers now desirous of natural gas are not receiving the 
quantities they desire is not because of the limitation of supply on the 
part of the gas. That is the question, as I interpret it. 

Mr. Mack. That is my question. 

Dr. Boarwrient. I think that is absolutely correct. 

Mr. Mack. At the present time if there is a reason, it is in the trans- 
nitting lines ? 

Dr. Boarwricut. Transmitting and distributing, and all of the 
other factors necessary to attract supplies and facilities to a partie- 
ular community. 

Mr. Mack. I wonder if you would wish to comment on the price in- 
creases which have occurred in recent years at the source. It was men- 
tioned the other day that there has been a substantial increase. Are 
you of the opinion that regardless of whether we adopt this legisla- 
tion, the price would not continue to increase as it has in past years? 

_ Dr. Boarwrieur. I have been very careful in all our work not to 
forecast an increase or decrease in the price of petroleum. As pointed 
out only the other day by Mr. Wolverton, through the years so many 
things happen that change our sights on that, that a prediction is 
quite an area of uncertainty. There may be another field of natural 
vas that will be the equivalent of the Panhandle; there may be another 
field that will be the equal of any one of these large producing areas. 
So I would rather not make a forecast of price. 
Mr. Mack. You mentioned also that the producer is interested in 
the consumer. I guess that is a secondary interest; is it not? 
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Dr. Boarwrieut. I do not think that is quite fair. I think that any 
manufacturer, any producer of an extractive industry, is interested in 
his market, and believe me, that isn’t too secondary, either. 

Mr. Mack. We have the saying in the military service that “After 
me, you come first.” Of course we are interested in our neighbor, but 
we are particularly interested in ourselves. 

Dr. Boatwricut. Do you mean, would it be a question of whether 
I am more interested in gas than I am in steel production ¢ 

Mr. Mack. No. I was mentioning that the producer is interested 
in the consumer. 

Dr. Boarwrient. He is. 

Mr. Mack. I realize that he is. 

Dr. Boarwricut. Yes, sir. 

Mr. Mack. But at the same time, in your opinion, is the producer, 
because of his interest in the consumer, going to sell gas for less than 
the maximum price that he can get for the gas? 

Dr. Boarwrient. I don’t know that he is. On the other hand, I 
would say that no producer of natural gas is going to price himself out 
of the market, either. 

Mr. Mack. No; but he would always get the maximum price for 
his product. 

Dr. Boatrwricut. No; he is going to get his comeptitive price. He 
is going to get something that will cause a continuation of the demand 
side of his market so that he can sell all of his gas in the years to come. 

Mr. Mack. But normally he will attempt to get the maximum price 
for his product. 

Dr. Boatwricut. He would attempt to get the maximum price for 
long-range profits, and if you mean by “maximum price” he is going 
to get every bit he can in the month of June or July or something like 
that, I differ with you heartily. If you will modify your statement 
that he will operate his business so that he can make what, in his 
judgment as a businessman, is the maximum return on his investment, 
I must answer “Yes,” but that is a long-range consideration, not a day 
or month consideration. 

Mr. Mack. It would depend on how long the supply of the product 
lasted. 

Dr. Boatwricut. That is right. 

Mr. Mack. In this case, the length of his contract. 

Dr. Boatwrieut. And there is always a prayer in the heart of every 
producer that that will last forever. 

Mr. Mack. Presently the reserves are for approximately 21 years. 

Dr. Boarwrieut. Approximately 21 at the present rate of with- 
drawal. 

Mr. Mack. Is there any great concern on the part of industry that 
you will not be able to find new sources of supply, additional reserves, 
as you have over the past 10 years ¢ 

Dr. Boarwricut. I am acquainted with no such concern. The 
statement which was read a moment ago credited to Mr. Levorsen also 
has been made by the National Association of Geologists and Petrole- 
um Engineers, very much the same general statement, that the total 
unexplored area of the United States offering promise of oil and gas 
production is greater than the total area thus far explored. 

Mr. Mack. So it appears that there is an adequate supply. 

Dr. Boarwrieut. That is right. 
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Mr. Mack. I believe that is all, Mr. Chairman. 

The CuatrMan. Very well, Mr. Mack. 

Mr. Wolverton? 

Mr. Wotverron. Mr. Chairman, I realize the hour is very late, and 
if | conducted the kind of examination I would like, we would be here 
longer than would be fair to anybody in attendance. However, I 
would like to ask just a few questions. 

May I state that I regret exceedingly that it was necessary for me 
to leave because of some other matters, and I did not hear all the testi- 
mony of this witness. However, I have given some attention to the 
statement that was presented by him, which contains these tables. 

I assume you were present the other day when I submitted to Gen- 
eral Thompson some five questions that I considered dealt with mat- 
ters that deserved consideration from the standpoint of consumer in- 
terest and distributor interest as well, I would say, and probably 
transmission line. Did you get a copy of those five questions ? 

Dr. Boarwricut. I do have a copy, yes. 

Mr. Wotverton. They are not in any way answered in your state- 
ment, are they ? 

Dr. Boarwrieurt. I think, frankly, that they are, Mr. Wolverton. 
[ think the outstanding answer you have to all of your questions is 
the fact that the consumer has been protected by competition, that he 
has been protected by the competitive price behavior and has not re- 
sponded in keeping with the prices of other fuels, and so forth. There 
is no greater protection that I could suggest for the consumer than 
the competitive protection. 

Mr. Wotverton. I was going to ask you the question. Your résumé 
of the service you have rendered and the experience that you have 
gained in many avenues of activity since you graduated from Ameri- 
can University would indicate that you have as broad a knowledge 
of the subject as anyone could be expected to have. I assume that you 
do have that information or you would not occupy the important posi- 
tion you do with a company as outstanding as Standard Oil of Indiana. 

I should like to ask you the question: As a result of your experience 
and study, would you be in a position to indicate to this committee 
whether anything is necessary to be done and, if so, what could be 
done, in your judgment, which would protect the consumer interest 
which so many of us from consuming areas are interested in ? 

Dr. Boarwrieut. I think the entire testimony is directed to that 
consumer interest. I have been very much intrigued by the questions 
you have asked, Mr. Wolverton, because the entire testimony which 
I presented to the committee is predicated upon the consumer interest 
in the natural-gas problem. 

Secondly, I think that as far as the committee is concerned, there is 
nothing that they could do that would be more beneficial to the con- 
sumer than to insure a perpetuation of the competitive market for 
natural gas that has prevailed in the production and development and 
exploration work in the years past. 

Mr. Worverton. Is it your opinion that gas is sufficiently different 
from oil that a transmission line is not or should not be subject to the 
same rules and regulations as apply to pipelines ? 

Dr. Boarwricut. Yes; that is my opinion. 

Mr. Wotverton. Do you say there isa difference ? 
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Dr. Boarwricut. There is a sufficient difference so that I think it 
would be a grave error to have natural-gas transmission lines oper- 
ating on the same common-carrier basis as are crude lines. 

Mr. Wouverton. Then you do not believe that they should be open 
to use by any producer if he so desires ? 

Dr. Boarwricur. I feel they should not be open to any producer if 
he so desires, nor do I feel that they should be open to any consumer 
as the consumer may desire. Either one can completely disrupt the 
planned distribution of natural gas in communities. 

Mr. Wotverton. The opposition that you would relate to a pro- 
vision of that kind is similar to the opposition that we had when we 
had pipeline legislation under consideration ; is it ¢ 

Dr. Boarwricut. Are you referring to the passage of the Natural 
Gas Act? 

Mr. Worverton. No. I am referring to the Pipeline Act, which 
brings pipelines under the jurisdiction of the ICC. 

Dr. Boarwricut. No. My opposition is purely and simply predi- 
cated upon workability. 

Mr. Worverton. I say it is the same argument that was presented 
in opposition to that legislation when it was offered ; is it not ¢ 

Dr. Boarwricut. Iam not sure of that. 

Mr. Wotverton. Did the integrated companies favor the pipeline 
legislation ? 

Dr. Boarwrieur. I don’t think they did. 

Mr. Wotverton. I do not think so, either. 

Dr. Boarwrieut. But I don’t know whether they did not favor it 
on the same ground. 

Mr. Wotverron. I was going to say the opposition you express now 
to gas transmission lines coming under the jurisdiction of the ICC is 
the same as the position which was taken when we brought oil under 
the jurisdiction of the ICC. 

Dr. Boarwrieur. I don’t think that it is the same in this respect. 
May I illustrate my point? The transmission line may serve a com- 
munity such as the Metropolitan New York area, and at the present 
time the gas which the metropolitan area of New York is distributing 
may be, let us say, 28 percent natural gas. That metropolitan dis- 
tributing company may go to a field in “Texas and m: iy buy enough 
to take care of their total ‘requirements, But if they take care of their 
total requirements and tender it to the line, then they freeze out all the 
communities south of there that are also dependent upon that same 
transmission line, because there is not capacity in the line to take care 
of those communities to the south. 

I may live in one of those southern communities and I may heat my 
home with gas. There isn’t a thing that I can do, even though my 
community has been assured by the Public Service Commission that 
I am going to get natural gas and this distributing company has to 
distribute it to me, but they haven’t any natural gas. “What am I going 
todo? 

Mr. Wotverton. Who decides that question now ? 

Dr. Boatwrient. It is now decided when the distributing company 
advises the Public Service Commission of the possibility of acquiring 
natural gas, the quantity, the price, and then the decision is jointly 
reached by the distributing company and the regulatory agency. 
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Mr. Worverton. If there is a competition for the gas which requires 
a decision to be made, who makes it at the present time 4 

Dr. Boarwricur. If there is a competition for the gas among differ- 
ent communities / 

Mr. Wotverton. Yes. 

Dr. Boatwrieutr. That is made by the Federal Power Commission. 

Mr. Wotvertron. Suppose there is a difference in the offering price 
for the gas, who would decide that question as to what community 
should have it ? 

Dr. Boarwricut. You mean the price that the transmission com- 
pany charges at the city gate ? 

Mr. Wotverton. Yes. 

Dr. Boarwricur. The prices that are charged at the city gate for 
the natural gas are subject to the regulation of the Federal Power 
Commission. 

Mr. Wotverton. What are the elements that enter into that / 

Dr. Boarwricut. All so-called costs of service. 

Mr. Wotverron. Let us specialize or particularize a little bit. What 
are they ¢ 

Dr. Boatrwricut. There are a great many. I can’t name them all. 

Mr. Wotverron. There would be the cost of production, the cost 
that they paid for it, would there not ? 

Dr. Boarwricutr. That is right, and there would also be the cost 
of the compressor stations, the labor, the steel, and the taxes. 

Mr. Wotverron. And the cost of transportation, too. 

Dr. Boarwricir. That is correct. 

Mr. Wotverron. The amount of profit that would be in the trans- 
portation. 

Dr. Boatwricur. That is correct, up to 6 percent. 

Mr. Wotverton. All that adds up until by the time the consumer 
gets it, there is quite a bill to be paid by him. 

Dr. Boarwricnt. That is correct. 

Mr. Wotverton. Who protects his interest along the line, from the 
time it starts from the well until it goes into his home? What agency 
is protecting him and in what way does it protect the consumer ? 

Dr. Boatwrient. The Federal Power Commission is supposed to 
protect him from the orifice of the line to the distribution at the city 
gate. 

Mr. Wotverton. Say thatagain. That isa little bit too— 

Dr. Boarwricut. The Federal Power Commission protects him in 
the regulation and supervision of rates from the beginning of the 
transmission line to the delivery at the city gate. 

Mr. Wotverron. You are speaking of rates of transmission, are 
you? 

Dr. Boarwricut. I am speaking of rates that he can charge for 
natural gas. 

Mr. Worverton. Where does it start, in your opinion ? 

Dr. Boarwrient. It starts at the beginning of the line, the orifice 
of the pipeline. 

Mr. Wotverton. You do not mean at the well? 

_Dr. Boarwricur. At the well the protection has been competition. 
Chat is what my entire paper is devoted to. 

Mr. Wotverton. Is there any part of this Harris bill which protects 

the price that is to be paid or state what it shall be ? 
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Dr. Boarwricur. There is a part which does protect, in the sense 
that the Federal Power Commission shall determine the reasonable 
prices applicable to renegotiation of contracts and to new contracts. 

Mr. Wotvertron. But not in the original instance ¢ 

Dr. Boatrwrieur. Not, as far as I understand, in the original con- 
tract. 

Mr. Wotverton. In your opinion, there is justification for it on a 
renegotiation but not on the original agreement; is that correct ? 

Dr. Boatwricut. I accept the degree of control that is stated in the 
Harris bill. 

Mr. Wotverton. Whatever agreement you have as to the justific al- 
tion for control on a renegotiated contract does not apply to the orig- 
inal contract, does it ? 

Dr. Boatwric. No, it does not. 

Mr. Wotverron. Would you point out to me why it should be in 
one case and not in the other ? 

Dr. Boarwrieut. I can point out why, in my judgment, it should 
be in one and not inthe other. The one that already exists on the books 
is the result of the free exchange of buying and selling between indi- 
viduals in the market place. T he contract which was reached resulted 
in an exchange of property privileges. That is on the books. It has 
become the basis of financing tremendous investments in distributing 
and transportation facilities. It constitutes the basis on which a pro- 
ducer may have drilled and developed a field from which he is sup- 
plying the gas. That is history. Being history, it constitutes the basis 
for moving ‘from there on ‘ out. 

If by any law you are going to abrogate contracts which have been 
made in all past years, then I think it is a serious legislative error. 

Mr. Wotverron. What, in your opinion, is the effect of the so-called 
escalator clause with reference to the price of gas to the consumer? It 
has a tendency, of course, to increase it. Should those clauses be 
treated any differently than you would treat a renegotiated contract / 

Dr. Boatwricut. Frankly, I think they should. The reason I think 
they should is merely this: ‘A contract is made for the exchange of 
the output of a particular commodity for a 20-year period. That out- 
put is committed for 20 years without the right of the seller to inter- 
rupt the service. He has tried to protect himself in some way or an- 
other from inflation, from cost increases, and other factors which enter 
into the market. In addition, he has tried to provide himself with a 
current income which makes possible the development and exploration 
of the resources that he thinks may lie in the areas from which he is 
producing the gas. Consequently, he writes into that either an escala- 
tion or a most-favored-nation clause. 

Let’s not be under any misapprehension about this. The most- 
favored-nation clause is not always advantageous to the seller. Lots 
of times the most-favored-nation clause provides the ceiling which the 
buyer will not penetrate, and it becomes to the detriment of the seller 
as well as to the possible advantage of the seller. 

It is for those reasons that they have written in their effort to pro- 
tect, their effort to provide a current income, their effort to provide a 
current basis of sales to the distributing company and to the transmis- 
sion company, so they can develop their markets so that the producers 
in turn can develop their resources, that they have provided various 
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and sundry clauses in these contracts which might provide for price 
stepups, but the end object of the total deal is to provide a package sale. 

If you provide that package sale on a graduated stepup basis or on 
» most-favored-nation clause sale, it is a package sale which results in 
the exchange of property. I think that it isa valid contract and should 
be observed by both parties thereto. 

Mr. Wotverton. How long have these escalator clauses been in oper- 
ation, to your knowledge ¢ 

Dr. Boatwricut. They grew in importance following the 1947, 1948, 
and 1949 period. There were some in existence prior to that, but they 
grew in importance with the observation of the price series changes, 
and they grew very sharply in importance as the producer tried to 
protect himself. 

Mr. Wotverton. What is your understanding of the two-party 
favored-nation clause / 

Dr. Boatwricur. As I understand the most-favored-nation clauses, 
they break down into two types. One is a two-party and the other is 
the third party. 

The two-party most-favored-nation clause provides that as an indi- 
vidual buyer I agree to pay a seller any higher price that I may pay 
to the other future producers or on future contracts made in an adja- 
cent field or in the area. 

Mr. Wotverton. Do you think that is justified ? 

Dr. Boatwricut. I do. 

Mr. Wotverton. When it is chargeable to the consumer in the ulti- 
mate ? 

Dr. Boatwricut. Well, it is chargeable to the consumer. 

Mr. Wotverton. Why should the consumer be charged with a situ- 
ation like that, where a price is fixed, as you have stated, under this 
most-favored-nation clause, without anybody having the right to pass 
on it? 

Dr. Boatwricur. But the only thing that the most-favored-nation 

clause does is to say on behalf of the buyer to the seller, “I will pay you 
the competitive price as it develops through time.” That is exactly 
what the most-favored-nation clause does. 
_ Mr. Wotverton. If that clause was not in there and they wished to 
increase the price, they would have to renegotiate the contract, and 
permission would have to be obtained from the Federal Power Com- 
mission, would it not? 

Dr. Boatwrieut. No. If that clause were not in the contract, it 
might be a flat price contract, and that would be maybe for the life 
of the field. Quite a number of them do exist. 

Mr. Wotverton. Suppose there is a price fixed in the contract and 
an application is made to increase that price, would that be what you 
would call a renegotiated contract ? 

Dr. Boarwrieut. The contract may provide for 

Mr. Wotverton. I am not talking about having any provision in 
my question. I am trying to state it as bluntly as I can: A contract 
has been entered into for a certain price, and under whatever con- 
(ition you can visualize, an application is made to change that price. 
Do you call that a renegotiated contract ? 

Dr. Boarwricut. If it is subject to renegotiation on the part of 
both parties; yes, sir. 
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Mr. Wotverton. What is the difference, then, between that and a 
contract which you say renegotiates itself by one of these most-favored- 
nation clauses ¢ 

Dr. Boatwricut. Yes 

Mr. Wotverton. In other words, in that case they do the renego- 
tiation by the language which they use in thete contract, and yet you 
say in that case it is not right to expect that anyone would have con- 
trol over it or that there should be any review of it by any control body. 
I cannot see the difference between them so far as the effect on the 
consumer is concerned. 

Dr. Boatwrieut. Let’s consider the effect on the consumer in 
response to your questions, both with respect to renegotiation and with 
respect to the most-favored-nation clause. 

As I understand, the Harris bill does provide for review of the price 
aspect of renegotiated contracts and new contracts. Am I correct in 
that ¢ 

Mr. Wotverron. That is correct. 

Dr. Boarwricut. Being correct in that, let us assume that Con- 
gressman Priest, as a seller of natural gas, has a contract with a most- 
fuvored-nation clause in it, That most-favored-nation clause would 
pacer that he can increase his price provided the buyer paid some- 
vody a higher price. But the by: ‘er cannot pay somebody else a 
higher price without Government approval—the Federal Power Com- 
mission. ‘The Federal Power Commission in the very act of reviewing 
renegotiation, and in the very act of reviewing new contracts, has put 
x ceiling on most-favored-nation clauses. That just does it, right 
there. 

Mr. Wotverron. If the so-called third-party favored-nation clause 
is written into the contract, then it would not have to be renegotiated, 
would it ? 

Dr. Boarwricut. No, and it wouldn’t—— 

Mr. Wotverton. Then it would not come under the control of the 
Federal Power Commission. 

Dr. Boarwricur. Ah, but it does, because he cannot pay a higher 
price unless that higher price on some new future deal is approved. 

Mr. Wotverton. Even though he has provided in the contract that 
he would do so ? 

Dr. Boarwrieut. But he has to have his alternate contract with 
the higher price approved by the Federal Power Commission. 

Mr. Wotverton. Even though in his original contraet—— 

Dr. Boatwricut. Yes, sir. 

Mr. Wotvertron. That presents a different situation than I have 
understood heretofore, and I certainly will look into that very care- 
fully, because I think that is one of the vices that exist which should 
be corrected. Yet from what you say there is no vice existing because 
the Federal Power Commission would have control over it even though 
there is in the contract a provision for it. 

Dr. Boarwrigutr. Even though it is in the contract. But let us be 
sure that we are talking about the same thing. The most-favored- 
nation clause provides for the payment of a higher price to the in- 
dividual seller, provided a higher price is paid on any subsequent con- 
tract toa second seller. The most-favored-nation clause can come into 
effect only when a higher price is paid to a second seller. The higher 
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irice is paid to a second seller on new contracts when certificates are 
applied for, subject to review of the Federal Power Commission under 

the Harris bill, and to all intents and purposes it puts a ceiling on the 
most-favored-nation clause. 

Mr. Wotvertron. Let me read this statement to you which sets forth 
the understanding which I have as to a two-party favored-nation- 
clause : 

Under this clause the specified price in a long-term fixed contract is increased 
in the event the buying pipeline company shall pay a higher price to another 
producer for gas in the same field or in an area specified in the contract. 

Do you agree with that statement / 

Dr. Boatwrraur. Yes, generally speaking, that is a correct state- 
ment, 

Mr. Wotverton. Would that be subject to control of the Federal 
Power Commission before that could be accomplished ¢ 

Dr. Boarwricur. Under the Harris bill 

Mr. Worverton. No, not under the Harris bill. I mean under the 
law as it is today. Then I shall ask you about the Harris bill. 

Dr. Boatwricur. Under the law as it existed prior to the Phillips 
decision, no; it was not under Federal Power Commission review. 

Mr. Worverton. Why do you say prior to the Phillips decision ¢ 
It was the same act of 1938. The decision did not change the act. 
[t may have changed the interpretation that some people had given 
to the act, but did not change the law. 

Dr. Boatrwricut. Yes, sir. 

The Cuatrman. Will the gentleman yield for just a moment? It 
seems to me that there is a misunderstanding between what Mr. Wol- 
verton is asking and your answer, if I have kept up with the situation 
as it has dev veloped. Mr. Wolverton read language to the effect that 
if a higher price was paid by a purchaser in that field, then the 
favored-nation clause in the other contract would apply. 

Dr. Boarwricur. That is correct. 

The Crratrman. His question was, Would the Federal Power Com- 
mission have any jurisdiction in ay sense over the higher price paid 
to the other producer? I gather from your statement a moment ago 
that it would because they would have some authority over the new 
higher price. Did you mean to say that would be true under the act 
up until the Phillips decision or only after the Phillips decision ? 

Dr. Boarwrienr. I don’t know that the Phillips decision changes 
this other than as it changes the state of confusion, at least in my 
mind, as to the Federal Power Commission’s approval of prices. Prior 
to that time certainly it was the case that if a higher price was paid 
toa second party, and the first party had a most-favored-nation clause 
in his contract, it provided that a similar price would be paid to the 
first seller. 

Mr. Worvertron. I must hurry this examination because it is not fair 
to keep you and the others here. I think I can state in just a few 
words the principles that I have in mind. I want to make sure that 
Tam right in my understanding of them. 

The third- party favored-nation clause : 

Under this clause the price is increased in the event some wholly unrelated 


third party shall pay a higher price to another producer for gas in the same 
field or in an area specified in the contract. 


Is that right ? 
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Dr. Boatwricut. Yes, I think that is true. 

Mr. Wotverton. What control is there over that situation in the act 
as it is at the present time or in the proposed Harris bill 

Dr. Boarwricur. In the act as it is at the present time, again skip- 
ping the time period because I don’t know the status under the present 
Supreme Court decision, but prior to the Phillips case certainly there 
was no question that there was no control. It was purely an economic 
control, and it was one of competition. 

As I interpret the Harris bill—please understand I am not a lawyer: 
I am an economist—it is my Solana that the Federal a 
Commission shall have the right to review and approve new prices on 
new contracts whenever a certificate is involved or any extension is 
involved, and as such I should assume that the price that would be paid 
by the third party would be subject to review, and if that is approved 
as reasonable by the Federal Power C ommission, then the most- 
favored-nation clause would bring the price of the prior contract up 
to that level. 

Mr. Worverton. In your opinion, then, you justify any control 
which does exist in the Federal Power Commission to pass on those 
questions. 

Dr. Boarwricur. I am sorry you were not in the room at the time 
this question was put to me. I accept that provision of the Harris 
bill. 

Mr. Worverron. You did what ? 

Dr. Boarwrieut. I stated that as an economist I did not personally 
desire to see that provision in the act, but I accept it because it is in 
keeping with the recommendations of the President’s Committee and 
it is in keeping with the position that the industry has taken and 
accepted. That is going further than I would go as an individual 
economist. 

Mr. Wotverron. I am sorry I was not here when you answered that 
question. 

Mr. Chairman, I shall refrain from any further questions in order 
to evs you an opportunity to adjourn this meeting, although when 
you get a witness of the quality and experience of the gentleman who 
is now testifying, the situation lends itself very readily to taking 
advantage of his presence to ask him innumerable questions. 

The Cuatrman. The Chair fully agrees with you, Mr. Wolverton. 
Mr. Macdonald. 

Mr. Macponaxp. There are two things which I should like to point 
out. I am in the position of giving some information at this time. 
which is a unique experience for me on the committee, especially unique 
to give information to someone so learned as yourself. I notice that on 
page 16 of your statement, talking of the communities of Michigan, 
you state they have rec ognized that the price of natural gas isa bargain 
even at prices double that being paid presently. I just wish to point 
out for your information and for the information of the industry that 
you represent that that is not the feeling of the communities in the 
Eighth Congressional District of Massachusetts. If the industry feels 
that way, it should come up to the northeastern section of our country. 

The second thing I was going to point out concerns the depletion 
allowance, about which I have asked other witnesses. I think your 
statement that they are entitled to 27.5 or 50 percent is not quite accu: 
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rate. 1 think it is 27.5 up to 50 percent. I asked other witnesses about 
that point, and I was referred to you as the economist who was going 
totestify. Sonow Iam going to ask you. 

Do you know that under the present cost basis of the FPC the net 
effect of the average of 6 percent return on a cost basis plus this 27.5 
brings the return up to roughly 33 percent ¢ 

Dr. Boatrwricnt. We are ‘facing the very interesting question in 
many respects of a borderline of know ledge. To the best of my know!- 
edge these has never been a so-called publie- utility industry classifi- 
cation given to any extractive industry. Consequently, I don’t know 
what policy or what law or what rules would be determined on the part 
of the governing agency. We have never encountered a question as 
to whether a depletion allowance was a “cost of service” in an extrac- 
tive industry. Even if it was so considered, they are not adequate 
because the extractive industry is allowed a depletion credit against its 
earnings subject to taxes, and it is not 27 714 percent of profit ; it isa 
reduction of the amount upon which you pay your income tax, 

Mr. Macponap. In an industry such as this, wouldn’t that be more 
important in some ways than a set amount? Wouldn't it total more to 
the individual to be able to take that amount out of his income and 
therefore be more satisfactory to him in the long run ? 

Dr. Boarwrigut. It may very well be. Please understand: You 

can build a very clear cut case that the decision of the regulatory 
agency concerning policy has to be rendered before you can so state 
that the 2714 ag would or would not continue in existence. That 
is point No. . Point No, 2: If they decide that the 2714-percent de- 
pletion ae ance should be regarded as a cost of service and treat it 
in accordance with the way they treat depreciation, it is of no avail 
because it reduces the investment and it accordingly reduces the base 
upon which the 6 percent permissible earnings is applicable and it goes 
out the window. So they cancel each other. 

Mr. Macponatp. Translated into my terms, I take it you think it 
would not be a fair rate of return in your industry to get a return of 
33 percent on their money. 

Dr. Boarwrieut. Frankly, I think this is one of the most misunder- 
stood questions that we can refer to, and I want to challenge that. 
[f you take the statement of the earnings of the industries of the 
United States, as published for over 25 years by the First National 
Bank of New York, year after year for 25 years, and average the oil 
and gas industry, you will find that the oil and gas industry’s net 
earnings is less than the aver age return on net investment of all 
industry. 

Mr. Macponatp. That is very interesting, but I wanted to get an 
answer as to whether or not you thought it was a fair or unfair 
return. 

Dr. Boatwrient. I don’t know what you are talking about, the 30 
or the 6. 

Mr. Macponawp. The 30. 

Dr. Boarwrieut. It is so utterly preposterous. We don’t have any 
()- percent earnings. 

Mr. Macponatp. Perhaps you have misunderstood me up until 
this point. 

Dr. Boatwrient. I am afraid so. 
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Mr. Macponatp. And maybe I am misunderstanding you now, I 
thought I made quite clear what I was talking about. I was trying 
to get an answer from you concerning the 27.5 depletion plus the 
present cost basis which the FPC per mits. I am asking you if that 
does not total a 33 percent return in any given year on the money 
invested by the producer. 

Dr. Boarwricur. It doesn’t. 

Mr. Macponatp. Why doesn’t it ? 

Dr. Boarwricur. Because the 27 percent is a reduction of the 
umount of your profits prior to payment. of income tax. 

Mr. Macponarp. Right. 

Dr. Boarwricur. It is not a 27 percent return on investment. 

Mr. Macponarp. I am not talking about return on investment. | 
am talking about dollars. 

Dr. Boarwricit. But you add the 27 to the 6 and you say that is 
35 percent return on investment. 

Mr. Macponarp. It is for that given year, is it not? 

Dr. Boarwrieut. No. 

Mr. Macponaup. Let me check this mathematically on paper. Tak- 
ing the figure of $100,000, in round numbers, would you translate the 
27.5 depletion for that year into figures for how much can be taken 
out of that $100,000 for depletion ¢ 

Dr. Boatwricut. Is the $100,000 income or cost of drilling or what 
is it? 

Mr. Macponaxp. Income. 

Dr. Boarwricur. It is income’ It represents net income ?¢ 

Mr. Macponarp. Right. 


+ 


Dr. Boarwricnr. $100,000, 27.5 percent; $27,500 reduction of the 


tax base. 

Mr. Macponarp. Right. 

Dr. Boarwrieut. All right 

Mr. Macponatp. My next question is, Isn’t that money in the pocket 
just as well? Does it matter to the producer where the money comes 
from into his pocket, whether it is return on his investment or a reduc- 
tion in his income tax ? 

Dr. Boarwrieut. You bet it makes a difference. 

Mr. Macponatp. Why? 

Dr. Boarwricut. Let’s assume that you have an income of $100,000 
net and you happen to be in the tax bracket which pays 52 2 percent. 
If you don’t have the 2714 percent depletion, you pay $52,000, That 
is clear. If you reduce your $100,000 by $27,500, that gives you 
$72,500, doesn’t it ? 

Mr. Macponarp. Yes. 

Dr. Boarwricnr. You multiply that by 52 percent, and what do 
you pay? You have not. saved $27,500. You have reduced your 
taxes by half or 52 percent of $27,500. 

Mr. Macpvonatp. Thank you. My last question: Do you repre- 
sent all the producers? I see that you are listed as representing 
Standard Oil. 

Dr. Boarwricur. At the present time I do not represent the St: and- 
ard Oil Co. I am here purely on loan to the American Petroleum 
Institute. That institute is made up of both independents and—I 
don’t know where independents stop. It is made up of all producers. 

Mr. Macponatp. All producers ? 
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Dr. Boarwricut. Yes. 

Mr. Wonvertron. Will the gentleman yield at this point for one 
question 4 

Mr. Macponaxp. Certainly. 

Mr. Wotverton. When you began your statement this afternoon 
you said that you were not speaking for your company. 

' Dr. Boarwrient. That is correct. 

Mr. Wotverron. Could we take it from that statement that your 
company does not agree with what you have said ¢ 

Dr. Boarwrieut. My company has not had the privilege of reading 
the testimony which has been presented, sir. 

Mr. Wotverron. They don’t agree with what you have said or they 
do agree or you don’t know whether they agree ? 

Dr. Boarwrieut. I just don’t know. 

Mr. Wotverron. I am surprised that one who has had the experi- 
ence you have had for 20 years with a company would not know where 
it stands on what you have said here today. You had better never run 
for Congress if after 20 years you don’t know what your people think 
about things. 

Mr. Macponatp. I was wondering if these independent producers 
have an association. 

Dr. Boarwricur. Oh, yes. 

Mr. Macponap. Any active association / 

Dr. Boarwricut. Yes, 

Mr. Macponatp. On what basis is this association formed? Is 
there just one association / 

Dr. Boarwriciutr, The one that I am best acquainted with is the 
Independent Producers Association. 

Mr. MacponaLp. From where is their membership drawn ? 

Dr. Boarwricut. From all over the country. 

Mr. Macponanp. It is not sectional, divided up according to fields ? 

Dr. Boarwricut. Not tomy knowledge. 

Mr. Macponaup. Do you happen to know whether or not in any 
given field they have an association of producers ? 

Dr. Boarwricur. I presume that they have associations in lesser 
geographic areas. I know they have units of the IPAA on a State 
basis. Whether it goes down smaller than States I do not know. 

Mr. Macponarp. Is there to be a witness to testify for the Inde- 
pendent Producers Association ? 

The CrrarrMANn. I am sure there will be. 

_ Mr. Worvertron. Russell Brown is listed as a witness. Isn’t he go- 
ing to testify for the independents ? 

The CrratrMan. He is. 

Mr. Macponarp. My last question. On page 29 of your statement 
you give some indications of the presence of monopoly, and in the 
last. sentence you ask the question: “Is there any indication of with- 
drawing supplies from the market to extract a higher price?” Do 
you know whether or not, since the Phillips decision, there has been 
a withdrawal or withholding of supplies from the market ? 

Dr. Boarwricut. I do not know. 

Mr. Macponatp. You don’t have any idea ? 

Ci Boarwrieut. I do not know of any being withheld from the 
market, 





372 NATURAL GAS 


Mr. Macponatp. Were you here when General Thompson testified / 

Dr. Boatrwrient. Yes. 

Mr. Macponatp. Did you hear General Thompson say that there 
lad been any withdrawing of supplies ? 

Dr. Boarwricut. He said he knew of some cases. I know of none. 

Mr. Macpvonatp. Would you say, if there had been withholding, 
there would be an indication of the presence of monopoly in the field / 

Dr. Boarwrieut. No, not if it is an individual who is withholding 
his particular supplies, any more than some individual may be making 
steel at one price and drop out of the market at another price. That 
does not indicate that it isa monopoly. 

Mr. Macponarp. In your statement is there any indication of with- 
drawing of supplies ? 

Dr. Boarwricut. Is there any indication in the evidence and review 
which would indicate it was being withheld? I could find none. 

Mr. Macponaup. You asked if there was any indication of service 
withdrawal ¢ 

Dr. Boatwrieut. No, any indication of monopoly. 

Mr. Macponap. And your feeling is? 

Dr. Boarwrieut. My feeling is that there is no indication in any- 
thing that I looked into that there was any evidence of monopoly in 
the pictur e. 

Mr. Macponatp. You made no study of the trade association move- 
ment among the producers ¢ 

Dr. Boatwrieut. No, I have not. I have just studied individual 
contracts, thousands of them. 

Mr. Macponatp. Thank you very much. 

Dr. Boarwrieut. Surely, 

The Cuatrrman. Thank you very much, Doctor, for your testimony 
and your response to questions by committee members. 

Dr. Boarwrient. Thank you, Mr. Chairman. 

The CuHarrman. Without objection, there will be inserted at this 
point in the record the statements of Mr. R. G. Lawton, president of 
the Lawton Oil Corp., Magnolia, Ark.; Mr. Russell B. Brown, gen- 
eral counsel of the Independent Petroleum Association of America; 
Mr. Clarence T. Smith, member of the Illinois Oil & Gas Association; 
and Mr. J. P. Jones, director of production of the Penn Grade Crude 
Oil Association. 

(The statements referred to follow :) 


STATEMENT OF R. G. LAWTON, MAGNOLIA, ARK., PRESIDENT OF THE LAWTON OIL CorpP. 


My name is R. G. Lawton. I live in Magnolia, Ark. I am president of Lawton 
Oil Corp. and a graduate of Oklahoma University in petroleum geology and en- 
gineering. 

Lawton Oil Corp. is engaged principally in the production of oil and gas and at 
the present time the company is operating some 3,100 barrels of oil production, 
together with some gas, in the States of Arkansas, Louisiana, Texas, and New 
Mexico. 

I have been engaged in the producing end of the oil industry since 1919 and 
served as the first director of production in the Petroleum Administration for 
Defense from December 1950 to January 1952. Upon leaving PAD I returned 
to the presidency of Lawton Oil Corp. 

At the outset, I should like to give you a brief description of the various phases 
of the oil and gas business and after that I should like to give you a number of 
reasons why Federal regulation of producers and gatherers of gas is contrary 
to the public interest, including the long-range interests of gas consumers in 
nonproducing States. 
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No. 1, the general nature of the natural-gas business. First, the three segments. 
The natural-gas industry is divided into three distinct segments: (a) Producing; 
(b) interstate transmission; and (c) distribution. The producer initially sells 
to the transmission company ; the transmission company sells to the distributing 
company; and the distributing company, in turn, sells to the consumer. 

I am an independent producer of natural gas and my remarks will be directed 
principally to the producing end of the business. 

Second: Oil and gas production is a single business. Oil and gas are usually 
associated together in the ground. Any well, if productive at all, may produce 
oil, or gas, or both. The oil-producing industry and the gas-producing industry 
ure so entwined that it is impossible to make any separation between them 
except in isolated instances. 

The gas-producing business has been dependent for the development of new 
reserves upon the exploration for oil. Only in relatively recent years has there 
heen any concentrated effort to develop new reserves of gas, apart from explora- 
tion for oil. 

This relationship between the two industries means that an oil producer will 
sooner or later be in the gas business. If he finds oil, he will usually have gas to 
sell. 

In general, therefore, because of such interrelationship, it is fair to say that 
oil and gas production is a single business. It is so considered in the industry. 

Third: The term “independent producer and gatherer.” I would like to make 
clear at this point the meaning of the term “independent producer and gatherer” 
of natural gas as used in the oil and gas industry. The term is not used to 
differentiate the smaller from the larger gas producers or in any similar sense. 
It is used solely to distinguish a gas producer from an interstate gas trans- 
mission company or its affiliate. All gas producers, large or small, having no 
connection or relationship with an interstate gas transmission company, other 
than a contractual relationship for the sale of gas, are included within the term. 
The term was so used in the report of the Federal Trade Commission which 
preceded the Natural Gas Act. That report was referred to in section 1 (a) of 
the act. The term has been frequently used in the same sense by the United 
States Supreme Court and other courts in construing the Natural Gas Act. 

Fourth, leasing: Oil and gas are produced in 29 States and the United States, 
but the greatest volumes are produced in Texas, Louisiana, Mississippi, Okla- 
homa, Arkansas, Kansas, Colorado, New Mexico, Wyoming, Pennsylvania, Illi- 
nois, West Virginia, and California. More than 8,000 companies and individuals 
ure engaged in the producing end of the business. The producing end of the 
business itself involves a number of separate phases. 

Ordinarily the first step is the acquisition of leases or drilling rights. Geo- 
logical and geophysical work may be undertaken either before or after the 
acquisition of leases. The leases generally cover both oil and gas and are made 
for a term of 5 or 10 years and as long thereafter as oil or gas is produced. They 
are acquired from the owners of land or the owners of the oil and gas mineral 
rights in land. They generally provide for the payment of annual renials until 
oil or gas is discovered. They provide for the payment of royalty on oil and gas, 
generally one-eighth of the product or its value. 

Competition, speculation, and risk-taking begin at that point. The thousands 
of individuals and companies in this business are continually on the lookout for 
new and additional leases and many operate in the same area at the same time— 
one bidding against the other. The landowners, farmers, and ranchers attempt 
to obtain the highest price available before leasing their land for oil and gas 
purposes. The same is true of the United States, probably the largest landowner 
of all, as evidenced by the huge sums it recently realized from the sale through 
competitive bidding of oil and gas leases on the Outer Continental Shelf. 

So, even in the initial step of this business, the acquisition of leases, the situa- 
tion of each producer is different. If he buys early, before any drilling is done 
in an area, he may be able to buy at low cost. If he buys late, after drilling has 
started or after production has been obtained, he may and undoubtedly will have 
to pay extremely high prices. 

The producer and gatherer’s operations are not and cannot be confined to any 
xiven locality. He must be prepared to compete wherever it appears likely that 
oil and gas may be found. It is not possible for Congress or the Commission to 
assure him any sort of monopoly, limited or otherwise. 

Fifth, drilling: After acquiring his leases, the independent producer and 
gatherer must risk additional capital in the drilling of wells. Despite the techni- 
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cal improvements in geological and geophysical methods of locating structures 
favorable to the accumulation of oil or gas, only drilling can determine whether 
these products underlie any location. 

Of every 9 new field exploratory wells drilled, only 1 on the average discovers 
oil or gas. Only 1 in 967 discovers a major field. Many discoveries cannot be 
profitably operated for various reasons. Even the development of discovered 
fields often results in the drilling of many dry holes or unprofitable wells. 

The average cost of wells drilled in the last few years is in the neighborhood 
of $100,000. Often exploratory wells cost $500,000 to $1 million or more. The 
producer's loss in case of a dry hole is not only the drilling cost but his invest 
ment in leases around the well which may be proved worthless by the dry hole. 
Such leases may cover thousands of acres and the producer’s investment in them 
may exceed the cost of the well. 

To compensate for these risks, to induce investment of new capital and reinvest- 
nient of profits, the returns on successful ventures must be attractive. 

Sixth, production : We reach now the point of producing gas. After the operator 
acquires his leases, conducts his geological and geophysical work, and drills his 
wells, he obtains, if fortunate, production of oil and gas or gas alone. Approxi- 
mately 30 percent of all gas produced is associated with oil and distillate and 
approximately 70 percent is produced alone. Gas from oil wells is usually in 
sinall volume, low in pressure and irregular in production. Gas produced with 
oil is generally referred to as casinghead gas. Gas produced alone is known as 
dry gas or gas-well gas. 

Natural gas as produced ordinarily is not suitable for pipeline transmission 
and distribution without further treatment. Moreover, casinghead gas and some 
gas-well gas usually contain valuable liquid hydrocarbons which mke it profitable 
to treat or process the gas in a gasoline plant for removal of these liquids which, 
in turn, may be used for the manufacture of motor fuel, aviation gasoline, 
liquefied-petroleum gas, butadiene, and many other petrochemicals. At the same 
time, the residue of the gas is improved and made available for pipeline trans- 
mission and distribution. 

In the early days of production of oil and gas, small gasoline plants were 
erected by the producer on the producing lease to extract the heavier hydrocar- 
bons from the gas. In later years, much larger and more efficient plants have 
been erected in the field to serve the entire field. The plant may be built by one 
or by a group of producers in the field, or by one having no production in the 
field. In any event, much of the gas processed is purchased from other producers 
in the field. It has been the prevailing practice to purchase gas upon a formula 
dependent upon the liquid content of the gas plus a proportionate part of the 
revenue from the sale of the residue gas. Thus the producer has a direct interest 
in the price that the plant operator obtains for the residue gas. 

No two gas fields or oil and gas fields, and there are hundreds of them in the 
Southwest, are alike. Each field, from the standpoint of developing the field and 
producing and marketing the gas, must be separately studied and analyzed by 
the producer and, to perform its proper regulatory functions, by the State. 

Seventh. State regulation of drilling and producing operations. Producing 
States have enacted comprehensive programs designed to prevent waste of 
natural gas, to obtain the greatest ultimate recovery of gas as efficiently as pos- 
sible and to protect the correlative rights of owners. The overall purpose is 
the protection of the economy of the States through the conservation of an ir- 
replaceable natural resource. 

To this end States have adopted such devices, among others, as unitization, 
proration, bans against flaring of gas, regulations requiring maximum utilization 
of casinghead gas, ratable taking, fixing of gas-oil ratios, control of pressure 
maintenance, and other secondary recovery operations. 

Kighth, marketing. When gas is discovered there may be no immediate pos- 
sibility of marketing the gas. On the other hand, the producer may have sev- 
eral alternative markets, such as sales for local industrial use, for local mu- 
nicipal use, or interstate sales for industrial or public consumption. Many of the 
markets may be limited as to the volumes and quantities required by the 
purchaser. 

The marketing of gas by the producer frequently involves much more than 
merely agreeing upon a price, particularly when the gas is sold to a pipeline 
company. In addition to selling his product, the producer must also assume 
a number of obligations. In many instances he must agree to drill additional 
wells. Often the producer is obligated to install, either originally or at some 
time in the future, expensive compression equipment to maintain the required 
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delivery pressure. The gas is required to meet definite standards of quality. In 
some contracts, the producer may be required to offer gas from additional areas 
if the volumes available from the area originally contracted are insufficient to 
meet the purchaser’s requirements. 

The contract which the producer makes is far more than a simple sale of a 
product at a specified price. In addition to considering what he is to receive for 
his gas, the producer must also carefully consider what additional investment 
he will have to make and what additional expenses he will incur in the later 
years of the contract. The investment required to be made in the future may 
equal or exceed the original investment in wells and leases. 

All these factors enter into the price of gas. No two contracts can be compared 
by price alone. Gas available at high pressure, whether as a result of natural 
well pressure or compression, is worth substantially more than gas at low pres- 
sure. The several obligations which the producer assumes may reduce a seem- 
ingly high price to a relatively low price. 

Regulation of independent producers: The Natural Gas Act as construed by 
the Supreme Court and implemented by FPC Order 174B among other things, 
requires independent producers and gatherers to (1) obtain from FPC a certifi- 
cate of public convenience and necessity before making any sale to an interstate 
pipeline, and to (2) file with the FPC their gas-sales contracts specifying their 
rites and charges, and (3) to file notice of any proposed increases in such rates 
and charges even though provided for in the contract. These rates and charges 
are subject to reduction by the Commission if deemed unreasonable, unjust, 
discriminatory, et cetera. 

The producing end of the gas business does not lend itself to the slow and 
cumbersome process of Federal regulation. Applications for certificates and rate 
hearings with respect to natural-gas companies have historically consumed 
months and sometimes years in grinding to a conclusion. The time consumed 
and the cost involved are not too burdensome, perhaps, when reduced to an 
application to build a hundred million dollar pipeline or a rate hearing involving 
millions of dollars. But when applied to an application for a certificate to con- 
nect one or more gas wells to an interstate pipeline, the time and cost involved 
may be ruinous. 

When a gas well is drilled, it is necessary that the gas be promptly marketed. 
In many instances the lease will terminate if the gas is not marketed in a matter 
of days. Moreover, in the case of gas from oil wells, it is sometimes necessary 
to market the gas in order to be allowed to produce the oil. Awaiting a certifi- 
cate from the FPC for the sale of gas may mean the loss of thousands of dollars 
in oil revenue and possible loss of the entire lease for failure to produce the oil 
and gas. 

A requirement that for each connection of a gas well the producer must go 
through the redtape of filing and processing an application in Washington and 
shutting in the well in the meantime is intolerable and serves no useful purpose. 
Producers will inevitably make some other disposition of their gas if this situ- 
ation continues. 

I now desire to call your attention to even more basic objections to Federal 
regulation of independent producers. 

1. The extension of Federal control to independent producers and gatherers 
marks a distinct departure from the American system of free enterprise and is 
a large step in the direction of socialism or stateism. Never before has the Fed- 
eral Government asserted power to fix prices of a commodity for the protection 
of consumers except in time of war or national emergency to prevent inflation. 
Independent producers and gatherers have never been regarded as public utilities 
and do not have a monopoly either in fact or granted by law. They are a highly 
competitive industry—more than 8,000 of them. 

Mr. John Boatwright has already demonstrated by irrefutable facts and figures 
the highly competitive nature of the business. Although it is claimed by the 
advocates of Federal regulation that the great volumes of natural gas are con- 
trolled by a relatively few companies, Mr. Boatwright has demonstrated that 
there is less concentration in the business of gas production than in any other 
extractive industry or in most manufacturing industries. 

Advocates of Federal regulation of natural-gas producers will be hard pressed 
to come up with any sound basis for singling out natural-gas production for Fed- 
eral regulation while producers’ prices for coal, oil, steel, lumber, copper, lead, 
Wheat, corn, and other basic commodities are left to competition in the open 
market. The claim of monopoly, the only justification heretofore asserted, has 
been proven false. It is no answer to say that the producers’ price for gas is 
necessarily reflected in the consumers’ cost. 
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Coal used in generating electricity is a substantial factor in the consumer's 
cost of electricity—perhaps as great as the field price of gas is to the consumer's 
cost of gas—but I have not heard it suggested that the producers’ price of coal 
should be regulated by the Federal Government. So, too, are the prices for stee| 
and steel pipe, which are used to construct pipelines for transporting gas, re- 
fiected in the consumer's cost of gas, and they are a greater factor than the field 
price of gas, but I know of no suggestion that the price of steel or steel pipe be 
regulated by the Federal Government. 

In short, it has never been the policy of this Nation, in regulating public utili- 
ties, to regulate those who supply the utilities with goods and services although 
they contribute to the utilities’ cost of service to the public. Producers, who 
supply natural gas to the transmission companies, and, through them, to the 
distributing companies, should be in no different position than those who supply 
other goods and services to utilities. Their prices should be left to competition. 

2. Most important to the producer is the power of the Commission to deny as 
to the producer the right to receive the price which he agreed to take and the 
purchaser agreed to pay for the gas, while at the same time denying the producer 
the right to terminate the contract and dispose of his gas elsewhere. This is 
downright unfair, especially as applied to contracts made before the Supreme 
Court decision. Many of these contracts provide for low rates in the beginning 
with stipulated increases at stated intervals calculated to average out at a certain 
price for the gas delivered during the contract period. 

The lower prices at the beginning are for the benefit of the pipeline. They 
relieve its burden by providing low-cost gas at the beginning of its operation when 
its volumes of gas handled are low and its costs high and enable it to pay th 
higher prices at a time when its costs are lower without necessitating an incre:se 
in its rates. The injustice of de priving the producer of the stipulated prices after 
receiving the benefit of the lower prices must be apparent to all. 

As to future contracts—well, at least the producer has his eyes open and if he 
makes any more contracts for the sale of gas to an interstate pipeline, it will be 
with knowledge of what may happen to him. Naturally he will be slow to make 
such contracts. Consumers will be the ultimate losers by way of inadequate 
sipplies and higher prices because of reduced volumes handled by the pipelines 
and the distributors. 

3. Most producing States regulate the production of oil and gas. Principally, 
this State regulation is in the interest of conservation. Experience has shown 
that the waste of gas results from 1 or more of 3 things: (1) by letting it escape 
to the air, (2) by abandoning wells with subsequential quantities of gas un- 
produced, and (3) by failure to drill marginal wells necessary to drain all the 
gas in the reservoir. 

The value of the gas is the key to its conservation. There comes a time in 
the productive life of every gas well and of every oil well which produces g:s 
when the volume produced declines to a point where the costs of operation ap- 
proach or exceed the amount of revenue derived from the production. Moreover, 
in every oil or gas field as the wells drilled approach the outer edge of the produ 
tive structure, the costs of drilling and producing the wells approach or exceed 
the revenue from them, 

At the approximate point where production costs equal or exceed the revenue, 
existing wells are abandoned and the additional wells near the edge of the struc- 
ture required to adequately drain the structure remain undrilled. In each 
instance the result is that large quantities of gas are left in the ground. This 
results in undeground waste. The consuming public are deprived of this gus 

The Federal Power Commission has no authority to compel a producer to drill 
additional wells. Any control of the price by the Commission will naturally 
reduce the incentive to drill additional wells and to maintain existing wells. 
This is inevitable whether the prices fixed by the Commission are reasonable 
or unreasonable on the basis of any assumed standard. To the extent that regula 
tion by the Commission reduces this incentive, it will interfere with the State 
conservation programs and result in less gas for the consumer. 

4. Not only is there no just cause to regulate independent producers, but such 
regulation will work to the detriment of consumers. The most that can be 
expected from Federal regulation of producers’ gas prices is some inconsequential 
reduction in current prices. This will not be enough, if any at all, to be noticed 
on the consumer’s monthly bill. If the full producers’ price were eliminated 
and the producer allowed nothing for his gas, the reduction in the average house- 
hold consumer's bill would be 55 cents per month. The price to be paid for 
any immediate reduction in the consumer’s price is reduced gas supplies and 
higher prices in future years. 
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From what I have said earlier, it is apparent that independent producers will 
shy away from sales to interstate pipelines as long as the burdens of Federal 
regulation remain. Some advocates of Federal regulations seem to think that 
under Federal regulation producers will be compelled by law to supply gas to 
the interstate pipelines. I need not tell you that the Natural Gas Act does not 
undertake to compel any producer to so conduct his business as to become sub- 
ject to its terms. 

(As Commissioner Smith of the Federal Power Commission said, “No means 
have been devised whereby producers can be required to develop gas reserves 
or to make them available for interstate transportation and sale in preference 
to large and growing local markets if they do not choose to do so.” Question 
Marks About Natural Gas, by Nelson Lee Smith, before the section of mineral 
law, American Bar Association, San Francisco, Calif., September 16, 1952.) 

Other advocates of Federal regulation say that gas producers will be eco- 
nomically compelled to sell their gas to interstate pipelines ; that there is nothing 
else to do with it, and that producers are not going to deprive themselves of a 
profitable market for their gas. These folks are whistling in the dark. 

The States of Texas, Louisiana, Oklahoma, New Mexico, Kansas, and California 
have about 90 percent of the Nation’s gas reserves and accounted for about 90 
percent of total production in 1953. Texas alone accounted for more than one- 
half of total marketed production. 

Approximately one-half of the production is consumed in the producing States 
and the remaining States compete for the balance. With a free market in the 
States of production and a burdensome regulated market for sales for export, 
it is obvious that producers will favor intrastate markets over interstate sales. 
Producers may be expected to make an intensive effort to develop these local 
markets as long as the interstate market is federally regulated. 

If the interstate markets were saturated, perhaps Congress could afford to 
take measures which discourage interstate sales of gas. But those markets 
are far from saturated. In the southwestern producing States over 90 percent 
of the urban and suburban households use natural gas for space heating; where- 
as, in the newer gas-consuming States only about 15 percent have thus far been 
able to obtain gas for such purposes. It is a well-known fact, recently publicized, 
that vast numbers of persons are seeking new or additional supplies of gas in 
Wisconsin, Michigan, and Illinois. There are 250,000 on waiting lists for space- 
heating gas in metropolitan Chicago alone. 

Projected new pipelines to supply additional gas to these areas were abandoned 
or suspended following the Supreme Court’s decision last June—all due to the 
reluctance or refusal of producers to subject themselves to FPC regulation by 
supplying gas to the pipelines. Another projected pipeline—the American Loui- 
siana—is still under consideration by the FPC. Some producers refused to apply 
to FPC for certificates to supply the line following the Supreme Court decision 
last June. This pipeline contemplated an initial capacity of 300 million cubic 
feet per day and an ultimate capacity of 700 million cubic feet per day, to serve 
Detroit, Mich., and points in Wisconsin. 

The attitude of producers toward selling gas in interstate commerce is in no 
sense vindictive. They have the choice of selling it in interstate commerce 
and be told by the Federal Power Commission what they can receive for it, and 
When, if ever, they may discontinue deliveries regardless of the price they may 
be allowed to receive. It would be amazing if producers should choose to sell 
in interstate commerce under these conditions. 

It is the desire of independent producers, of course, to sell gas for interstate 
as Well as intrastate consumption. They would like to see both markets open 
to competition on equal terms. That is why they are urging amendment of the 
Natural Gas Act. 

Domestic consumers in the producing States are supplied with gas in the same 
manner that interstate consumers are supplied. The transmission and the dis- 
tributing companies are both regulated by the States as public utilities. The 
velar however, are free to sell their gas in the open market. Now that the 

al Government has regulated the producers as public utilities, interstate 
consumers are given an advantage (at least some think it is an advantage) which 
the local citizens do not have. 

Heretofore the commerce clause of the Constitution has been relied upon to 
prevent discrimination against the local citizens. Surely citizens of nonproduc- 
ing States who so eagerly seek natural gas for their homes cannot in good con- 
scence claim the privilege of obtaining gas at lower producer prices than the 
“iizens of the State where it is produced. 
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If consumers in the nonproducing States are to be supplied with their require- 
ments of gas, additional discoveries must be made. Mr. Boatwright has given 
you the figures on reserves and has shown that while known reserves have in- 
creased substantially since 1946, production has increased much faster, so that 
known reserves now represent 21 years’ supply on the basis of the present pro- 
duction rate compared with 33 years’ supply in 1946 at the production rate at 
that time. This situation has resulted in large part from the rapid expansion of 
interstate pipelines since 1946. Most of the surplus gas reserves at that time 
have been contracted for by the new and expanded pipelines, so that additional 
expansion of pipelines is dependent in large part upon the discovery of additional 
reserves. 

There is no reason to believe that additional gas reserves cannot be discovered 
if there is adequate incentive to search for them. Federal regulation of pro- 
ducers’ prices will take away the incentive to search for additional gas reserves 
to the extent that the gas cannot be utilized in the States where produced. No 
doubt some gas fields will be located in the search for oil. But when located, 
they will not be developed as long as the only available market is a federally 
regulated market. 

Previously established pipelines will suffer from the slowing down of new gas 
discoveries. While they generally have contracted for gas supplies before build- 
ing the lines, it is necessary to acquire additional gas supplies to make up for 
the decline in production from the older fields. So consumers are bound to feel 
the effects of the discouragement of the search for additional gas supplies in the 
gradual reduction in gas supplies and higher prices resulting from inability of 
the pipelines and distributing companies to operate at full capacity. 

5. Prices. Not only is Federal regulation of gas producers a threat to inter- 
state supplies, but it has been brought about without any need for restricting 
producers prices. This is not an emergency situation where extreme prices 
prompt unwise and un-American methods for controlling prices. Mr. Boatwright 
had discussed gas prices with you, so it is unnecessary for me to discuss them in 
detail. Suffice it to say that field prices for gas are low in comparison with prices 
of competitive fuels. 

A comparison of average fuel costs per million B. t. u. at the source in 1953 


follows: 
Cents 


Gas at the well_-_ 

Coal at the mines____~_- £ 
Residual fuel oil at the refinery 
Light heating oils at the refinery 

When the advantages of natural gas over fuels are considered, these price 
differentials are all the more impressive. These price relationships developed 
under free competition. Is it reasonable to suppose that Federal regulation of 
producers’ prices can accomplish more for the consumer ? 

IT should like to discuss briefly the suggestion of some advocates of Federal 
regulation that small producers be exempted and that only the large ones be 
regulated. The suggestion is, of course, a recognition that regulation of pro- 
ducers as now provided by the Natural Gas Act as construed by the Supreme 
Court is unworkable and cannot be defended. Likewise, the suggested change 
would be unfair, unworkable, and detrimental to consumers. These basic ob- 
jections apply to any such proposal: 

(1) It would be a revolutionary basis for regulation. I know of no instance 
where utility regulation has been imposed on the basis of size alone. 

(2) It would discourage small producers from increasing their production 
or sales in interstate commerce and would encourage large producers to reduce 
theirs. The effect would inevitably be to curtail the flow of gas in interstate 
commerce. 

(3) If applied to those who purchase gas and resell to interstate pipelines, it 
would discourage purchasers and would tend to remove the gathering and proc- 
essing business from the producing industry to the pipeline companies. This 
in turn would tend to reduce the output of liquid hydrocarbons for use in motor 
fuel, aviation gasoline, liquefied petroleum gas, and other petrochemicals. 

For these reasons I favor the passage of H. R. 4560. Its passage will allow 
the continuance of free competition in the producing industry that has per- 
formed so well in the past in providing increased gas supplies at reasonable prices. 
It will permit the pipelines to receive the same price for the gas which they 
produce as for the gas which they buy. It will encourage them to find addi- 
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tional reserves. At the same time it provides an additional safeguard to con- 
sumers by restricting the pipelines in practical effect to the payment of no more 
than the market price for gas which they buy. 

So, in conclusion, I wish to quote from the editorial of the Saturday Evening 
Post in the February 19 issue, page 12, where the editor said: 

“Congress will have to declare its intention once more, making it clear whether 
or not it wishes to maintain the distinction between interstate pipelines and 
distributors, on the one hand, and competitive natural-gas producers on the 
other. This distinction was recognized in the Natural Gas Act, but, despite the 
small part which the price of natural gas at the well plays in the amount which 
the domestic consumer pays on his monthly gas bill, the clamor that the Govern- 
ment should fix rates for the thousands of companies and individuals who dig 
for natural gas and find it has never ceased. 

“It is hard to believe that Congress will ignore the record of an industry which 
has inereased its customers by millions within a single decade, while keeping 
the ultimate cost low during a period of inflationary prices. What more could 
be accomplished by Federal regulation of this business is hard to imagine. The 
Supreme Court’s decision of last year will certainly produce a new battle in 
Washington. It will be unfortunate if the debate becomes so intense that the 
basic principles involved are generally ignored. One of these certainly is that 
any move to impose regulation on an American industry should be supported by 
substantial evidence that a need for regulation exists and that the measures 
sought are consistent with the operation of a free economy.” 


STATEMENT OF RuSSELL B. Brown, GENERAL COUNSEL, INDEPENDENT 
PETROLEUM ASSOCIATION OF AMERICA 


My name is Russell B. Brown. I am general counsel for the Independent 
Petroleum Association of America, a national organization of oil and gas pro- 
ducers with membership in every oil and gas producing area in the United States. 
Although the Independent Petroleum Association of America is, in the main, 
composed of oil and gas producers, the membership also consists of landowners, 
royalty owners, drilling contractors, and others directly affiliated with the 
production of hydrocarbons. 

As an association of producers of crude oil and natural gas, the Independent 
Petroleum Association of America is vitally affected by the issues involved in the 
proposed amendments being taken into consideration at this time. The asso- 
ciation has, for many years, been seriously concerned about the efforts of the 
Federal Power Commission in extending jurisdiction into the local function of 
production and gathering of natural gas. 

This concern was heightened by the United States Supreme Court decision 
last year in the Phillips Petroleum case—to the extent that at the association’s 
25th annual membership meeting in Tulsa, Okla., last October 25-26, a resolution 
on natural gas was unanimously adopted calling for a clear-cut definition of the 
scope of the Natural Gas Act and the jurisdiction of the Federal Power Com- 
inission—to the end that production and gathering of natural gas and the field 
sale thereof shall not be subject to Federal regulation. The production and 
gathering of natural gas have none of the characteristics of a public utility; it 
isa highly competitive business in which thousands of producers compete among 
themselves. 

The gas industry is divided naturally into three segments: producing, pipeline 
transmission to markets, and local distribution. The gas-producing segment is 
inseparable, however, from the business of oil production. Practically all of the 
many thousands of oil producers likewise produce some gas, and a vast majority 
of gas producers likewise produce some oil. Hence, when we speak of the gas- 
producing industry it is more appropriate to speak of it as the oil and gas pro- 
ducing industry. Practically all oil wells produce a mixture of both oil and gas, 
and the gas so produced is known as casinghead gas. 

That oil and gas producing industry is a highly competitive industry and the 
prices received by that industry for its products have been arrived at through 
competition, the same as prices received by producers of coal, iron, wheat, beets, 
et cetera. Since it deals with natural resources, the exploration for, and devel- 
opment of, new reserves constitute one of the most important services that it 
performs for the public. 
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Like any other trade or industry, funds expended for this exploration and 
development must be received in proceeds from goods sold by the industry, and, 
consequently, must be reflected in the competitive price levels of those goods, 
An oil and gas producer who expects to stay in business must be constantly on 
the watch for new oil and gas reserves and must expend large sums of money in 
exploration and in wildcat ventures, with the inevitable result that he must 
purchase many leases which turn out to be worthless, and must drill many dry 
holes. 

The revenue with which he conducts that part of his business must be derived 
from his successful ventures. The producer who discovers and develops a val- 
uable gas field or oil and gas field must pay from that discovery for the cost of 
his unsuccessful ventures which may have been far removed, geographically, 
from his successful venture. 

To limit a producer to a price for gas produced from any field which allows 
him only a fixed return on his investment in leases in that field (which may have 
been nominal) and the cost of his development of those leases must inevitably 
either (1) result in his bankruptcy, or (2) force him to discontinue exploration 
for new reserves, or (3) force him to pay for his exploration out of his crude oil, 
if any, and products other than natural gas. 

Furthermore, since the public demands and must have the products produced 
by the oil and gas industry, the economic impact upon the industry and upon the 
public of applying such a standard to producers generally would inevitably be to 
force the industry to pay for its exploration for new reserves out of the prices of 
its commodities other than natural gas. In other words, the cost of this neces- 
sary exploration would be shifted from the purchasers of natural gas to the pur- 
chasers of gasoline and products other than natural gas. Certainly such a result 
Was never intended by Congress. 

If producers’ prices are to be regulated by the Federal Power Commission, and 
not left to be controlled by free competition between producers and to free com- 
petition with already cheap other fuels, they can be regulated only by two 
methods. That is, they can be regulated on either a historical cost or public 
utility basis, or they might be fixed on an arbitrary basis of some kind. Obvi- 
ously, an arbitrary basis is not just or reasonable for fixing producers’ prices. 

It is obvious, also, from the very nature of the producer’s business, that it is 
wholly impossible to regulate the prices at which the producer sells on the same 
basis as that of a public utility. 

With respect to the cost of drilling wells, if the Commission were to consider 
only the cost of drilling each producing gas well, the computation would be 
simple in most cases, although complications could well arise from different 
royalty situations. But the result of such procedure would certainly be so un- 
reasonable, and so certain to stop all gas development, that surely no one would 
even propose it. It is when other elements, such as exploration costs, costs of 
dry holes, lease bonuses, and lease rentals, are taken into account, that very 
serious problems arise. 

It is extremely rare that a producer will discover a profitable dry-gas field on 
his first try, and his chances of making a similar second discovery on his second 
try are practically nil. He may well have to drill 1, 10, or 30 dry holes before 
he ever gets a producer. 

For the purposes of illustration, let us take first the least complicated case, 
namely that of a producer who discovers a dry-gas field following the usual 
sequence of geological and geophysical surveys, purchase of leases, payment of 
rentals over a short or long period, exploration, drilling of several dry holes, etc. 

It may be easy to agree in principle that such items of expenditure are proper 
elements of cost, but to apply that principle in practice is another matter. If 
the discovery is in a completely new area, such as in a State in which no oil or 
gas has heretofore been found, and where the producer has incurred no previous 
expenditure for exploration, the answer could be the simple one of allowing as 
cost the total exploratory expenses in such State. But even in this oversimplified 
case, difficulties of the application of the cost principle would inevitably arise. 

Let us assume, for example, that half a dozen widely spaced wells have been 
drilled, justifying a reserve estimate of say 250 billion cubie feet, or enough gas 
to supply 30 million feet daily for 22 years. On the basis of this estimate and 
making a more or less educated guess as to the total number of wells needed to 
fully develop the field, a cost per thousand cubic feet is arrived at, and is used as 
an element in determining what the Commission considers to be a just and 
reasonable price. Then a year or two later it is found as a result of additional 
drilling that the original volume of reserves was substantially overestimated or 
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underestimated. In such case, what will happen to the price proved to have been 
based on entirely erroneous assumption? Will it stay put, or will it fluctuate up 
or down as Grilling and development of the field progresses? 

However, the foregoing example is so oversimplified that it is not at all 
representative of actual conditions. It is infinitely more likely that any new 
dry gas discovery will be made in a general area where the producer has been 
operating before, and where he has over a period of years done geological and 
geophysical work; where he has taken, surrendered, sold, and farmed out leases ; 
paid lease rentals; drilled dry holes; and has derived some income from wells 
producing oil or gas, or most likely both. It is also much more likely that any 
new discovery will be a discovery of a mixture of both oil and gas. 

In such a case, how can anyone—except by arbitrary decision—possibly make 
an allocation of the elements of cost properly chargeable against the new dis- 
covery either if it be dry gas or if it be associated with oil? What portion of 
the cost of leases—presently owned or previously surrendered—what portion of 
lease rentals and of geological and geophysical expenditures—what dry holes— 
should be taken into account? 

Of the thousands of wells no two will be alike in circumstances. No set 
formula of general application can be used, such as including dry holes, or geo- 
logical and geophysical work done, or leases taken, within a certain distance 
of a discovery well. Will the producer, in order to secure the inclusion of 
cost items, be expected to prove to the satisfaction of the Commission that cer- 
tain leases were taken, certain geological and geophysical work done, and cer- 
tain wells drilled in search of gas rather than for oil? Ina general area already 
productive of both oil and gas, such proof would, of course, be impossible. 

And if the producer—as assumed in this example—has had income from both 
oil and gas in the area prior to the new dry gas discovery, how will the income 
be allocated against the expenditure incurred? How large an “area” will be 
considered in each individual case? Will income from both oil and gas be con- 
sidered or from gas only? What will be the situation if the producer’s income 
from oil alone, or from gas and oil together, or from gas alone, already exceeds 
the total expenditures? What will be the situation where an application of a 
cost basis will result in a wellhead price of say $10 per million cubic feet? The 
Commission surely cannot guarantee a reasonable return on every producer’s 
investment. 

The problems and complications involved in using cost as an element in deter- 
mining the price at the well for dry gas are serious enough, but they are extremely 
simple compared to the formidable difficulties which arise in connection with 
gas which is produced with oil, and where one cannot be produced without the 
other. To begin with, let us consider the hundreds, or perhaps thousands, of cases 
of fields, large and small, which have been producing oil and gas anywhere from 
a few months to many years. 

From these fields sales of gas have been and are being made to pipelines which 
transport it in interstate commerce. These fields present every conceivable 
variety of physical and economic conditions. They are large and small, deep 
and shallow, many with more than one productive horizon, some large and some 
small, at varying depths. Some produce mainly oil with a small quantity of gas; 
some produce mainly gas with @ small quantity of oil or distillate. Some are 
nearing exhaustion and some have just started production. Some few are owned 
by one or a very small number of producers ; in others ownership is divided among 
literally hundreds of producers; and in many others where pools or fields are 
unitized the ownership is undivided throughout with literally hundreds of pro- 
ey each owning an undivided interest in the gas which is produced from each 
well, 

In all this variety of conditions, however, there is one thing certain; namely, 
that by whatever means one might attempt to establish cost, it would be different 
with each individual producer. Even within the same field, one will find a 
perfect riot of different cost conditions. Some producers acquired their leases 
early and cheaply; others came late and paid dearly. Some are already in the 
black ; others will never pay out. Some wells produce oil and gas from one 
horizon, some from another. Some are shallow, some are deep. Some are pro- 
ductive in one horizon only, others in half a dozen. 

A geological horizon which produces oil in one well may produce only gas in 
another, Some producers may have spent considerable amount of money—a year 
4g0 or 10 years ago—in geological and geophysical exploration, lease purchases 
and dry holes in the area prior to the discovery of the field; others entered the 
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field after discovery and had no such preliminary expenses, but on the other hand 
paid high prices for proven or semiproven properties. 

Among the producers entering the field after discovery, paying high prices, 
some have already made, or stand to make substantial profits; others will never 
get their money back. Some have derived most of their income from oil, some 
from gas. It is certain that in such a confusion of widely varying conditions 
and uncertainties it will be utterly impossible to devise any formula or yardstick 
of costs which can be applied with reasonable uniformity to all the cases involved, 

The preceding remarks refer to the innumerable wells which are now producing, 
In the case of oil and gas fields to be discovered in the future, the past history 
element, relating to the producing wells themselves, will of course be nonexistent, 
but otherwise the same difficulties will prevail, plus a lot of new ones. These 
arise partly out of the fact that at the time gas will be available for sale from 
a newly discovered oilfield, it has, in the vast majority of cases, not been suffi- 
ciently developed to enable anyone to even form a reasonable guess as to how 
much gas will be ultimately available, or the cost thereof. 

On the basis of development at the date of making the first gas sales contract 
in the field, the cost element of a producer may be determined to be quite high, 
but 3 months later deeper drilling or unexpected extensions of the estimated 
producing area nay reveal a low-cost element. Or unforeseen geological develop- 
ments in later wells may have the exact opposite effect. 

If cost is used as an element in determining price to the gas producer, even if 
it be assumed that it is possible to compute it, the price would be in a constant 
state of flux, until the gas-producing potentialities of an oil and gas field have 
been definitely established by complete development of the feld through all poten- 
tial producing horizons—frequently a matter of years. 

It is a common occurrence in the oil industry for deeper producing horizons 
or for lateral extensions of a field to be found 10 or 15 years after its discovery. 
Another insoluble problem in connection with the cost element of gas produced 
with oil is represented by the widely varying and frequently changing relation- 
ship between oil and gas produced in a certain field or even in individual wells 
the same field. 

The relationship between the volume of oil and the volume of gas produced 
by a well—the so-called gas-oil ratio—is not static but is subject to continual 
changes depending upon underground pressures, which are in turn determined 
by the rate of production of a given well or field, total volume of oil, gas, or 
water, producea by a field, by the injection of water or gas to maintain pressures, 
ete. Obviously, the total volume of gas ultimately to be produced is an indis- 
pensable factor in Jetermining the element of cost. 

Innumerable wells are drilled which, upon completion, are essentially gas 
wells; that is, they produce a large volume of gas with a small volume of light 
oil or distillate. They are commonly called wet gas wells or gas-distillate wells. 
After a certain length of time, which may be a few months or may be a few years. 
these wells may gradually produce less and less gas, and more and more oil until 
they become essentially oil wells. Under different undeground physical condi- 
tions, exactly the opposite development takes place. In some fields a spreading 
“gas cap” will change oil wells into wet gas wells or possibly even into dry gas 
wells. 

Another element of confusion and complication with respect to the “cost” of 
gas is the great diversity of arrangements under which gas produced with oil, 
or so-called casinghead gas, is being disposed of. Many operators frequently 
run their own gas through gasoline plants owned by themselves for the double 
purposes of extracting the liquid products, and of rendering the residue gas fit 
for commercial and residential consumption; whereas, many others sell their 
casinghead gas to a gasoline plant under a vast variety of contractual arrange 
ments. 

Frequently the oil operator receives back from the gasoline plant all or a por- 
tion of the residue gas for injection into the oil wells in order to maintain under- 
ground pressures and increase ultimate production of oil. In the course of time 
this injected gas will be finally produced and sold, but it will have become 8? 
commingled with the gas in the formation that no one will be able to tell what 
portion represents injected gas and what portion is gas brought to the surface 
fer the first time. No one can even attempt to determine properly the cost of 
such gas under the vast variety of different conditions and arrangements under 
which it has been produced and passed through the gasoline plant, and under 
which the liquid products have been disposed of. 
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A similar problem exists in connection with production from gas-distillate 
fields where in order to avoid so-called retrograde condensation it is necessary 
to maintain pressures on the producing formation above a certain minimum. In 
these cases gas is being continually produced from the wells, stripped of its liquid 
contents in the gasoline plant, put back into the well under pressure—less loss in 
processing—again produced, once more injected into the well, and so on indefi- 
nitely. Then, after a period of perhaps 10 or 15 years, what is left of this gas 
goes through the gasoline plant for the last time and is sold for consumption. 
How can anyone properly establish the cost element of this gas? 

How would the cost of gas belonging to the hundreds of thousands of farmer 
and rancher royalty owners, or of “carried interest” owners be determined? The 
farmers and ranchers received bonuses when they leased their lands to the op- 
erator; and they received lease rentals, and royalty income from oil and gas, and 
they have probably sold part of their royalty rights to others. How can the 
“cost” of his gas be determined except by arbitrary methods? 

In the case of a trunk pipeline which is engaged exclusively in transmission 
and properly financed and engineered, with an adequate market and gas reserves, 
the element of risk is reduced to a minimum, and consequently price and profit 
controls are warranted in return for freedom from competition from other pipe- 
line companies, exercise of right of eminent domain, et cetera. But in the general 
operations of the gas producer, on the other hand, risk and uncertainty are ever 
present. 

There are no means within the reach of the Federal Power Commission to com- 
pensate the vast number of prospectors who never find any gas. There are also 
undoubtedly a vast number of prospectors who have spent large sums in pros- 
pecting but have found only very small quantities of gas; even if it were possible 
to regulate his rates as those of a utility, would it be reasonable to allow him a 
rate of, for example, $50 per thousand cubic feet at the wellhead, while his 
neighbor, possibly even producing from the same well under unitized operations, 
would have a rate of zero because he had been more fortunate in his risk taking? 
Those are not extremes but are definite probabilities. 

The examples heretofore given of the impossibility of regulating gas pro- 
ducers as public utilities are not farfetched hypothetical cases, unlikely to hap- 
pen or of rare occurrence, but they are actual typical conditions, conditions which 
the Federal Power Commission would have to deal with by the thousands, and 
every day of the year. The hazards of prospecting and the complexities of the 
production and disposal of gas are such that no formulas or yardsticks of gen- 
eral application could possibly be devised. 

Whatever may be the legal niceties of the situation arising out of the Phillips 
decision, it appears that the Federal Power Commission has been given an im- 
possible task in regulating the producers as utilities and in fixing just and 
reasonable prices of gas to the producer. The enormous variety of natural 
conditions under which gas is found, and the enormous variety of conditions un- 
der which it must of necessity be produced, makes the application of any uniform 
yardstick impossible. If a yardstick cannot be applied with reasonable uni- 
formity, it has no value. If a yardstick in one case measures 36 inches, in anoth- 
er 12, and in another 96 inches, then its use becomes the equivalent of an arbi- 
trary decision camouflaged as a yardstick. 

To even begin an attempt at the impossible task of regulating producers of gas 
as utilities, the Federal Power Commission would have to employ hundreds of 
engineers and literally thousands of other employees who would be needed for 
the task. It is not believed that the Supreme Court, much less Congress, ever 
had in mind such administration of the Natural Gas Act. 

The only determination of a just and reasonable price to the gas producer 
is that arrived at by unregulated arm’s-length negotiations conducted in good 
faith between willing buyers and willing sellers. There are enough competing 
sources of heat and energy, in the form of coal, oil, and electricity, to prevent 
exploitation of the consuming public by the gas producer. There is likewise a 
maximum of competition between the gas producers themselves, to prevent any 
such exploitation. If the exactions of a producer go too far, he immediately 
prices himself out of the market. And another certainty is the total impos- 
sibility of regulation of prices paid to gas producers as those of a utility. 

The Supreme Court of the United States has clearly recognized the com- 
plete impossibility of regulating the independent producer of gas as a public 
utility. Mr. Justice Jackson, in his concurring opinion in the case of Colorado 
Interstate Gas Company v. Federal Power Commission (324 U. S. 581), said: 

“To let rate base figures, compiled on any of the conventional theories of rate 
making, govern a rate for natural gas seems to me little better than to draw 
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figures out of a hat. These cases confirm and strengthen me in the view I 
stated in the Hope Natural Gas Company case that the entire rate-base method 
should be rejected in pricing natural gas, though it might be used to determine 
transportation costs. These cases vividly demonstrate the delirious results 
produced by the rate-base method. These orders in some instances result in 
three different prices for gas from the same well. The regulated company is a 
part owner, an unregulated company is a part owner, and the landowner has 
a royalty share of the production from certain wells. The regulated company 
buys all of the gas for its interstate business. It is allowed to pay as operating 
expenses an unregulated contract price for its co-owner’s share and a different 
unregulated contract price for the royalty owner’s share, but for its own share 
it is allowed substantially less than either. Any method of rate-making by 
which an identical product from a single well, going to the same consumers, has 
three prices depending on who owns it does not make sense to me.” The “de- 
iirious results” referred to by Mr. Justice Jackson are now compounded mani- 
fold. If independent producers of natural gas are now to be regulated as public 
utilities, even if we were to assume the possibility, the result would unquestion- 
ably be, in a typical and usual case of unitized operations, for example, that 
the same identical gas produced from a single well, going to the same consumers, 
would have literally hundreds and even thousands of different prices depending 
on who owns the multitude of different undivided interests in that gas. In the 
earlier Colorado Interstate case, in which Mr. Justice Jackson expressed his con- 
curring view, the Court was concerned only with the far more limited set of facts 
involving only gas produced by regulated interstate pipeline companies of their 
affiliates. 

The example given by Mr. Justice Jackson in the earlier Hope case is further 
indication of those ‘delirious results” to which the latter referred. In the Hope 
case he wrote as follows: 

“Let us assume that Doe and Roe each produces in West Virginia for delivery 
to Cleveland the same quantity of natural gas per day. Doe, however, through 
luck or foresight or whatever it takes, gets his gas from investing $50,000 in 
leases and drilling. Roe drilled poorer territory, got smaller wells, and has 
invested $250,000. Does anybody imagine that Roe can get or ought to get for 
his gas five times as much as Doe because he has spent five times as much? 
The service one renders to society in the gas business is measured by what he 
gets out of the ground, not by what he puts into it, and there is little more rela- 
tion between the investment and the results than in a game of poker * * * 
To regulate such an enterprise by indiscriminately transplanting any body of 
rate doctrine conceived and adapted to the ordinary utility business can serve 
the ‘public interest’ as the Natural Gas Act requires, if at all, only by accident. 
Mr. Justice Brandeis, the pioneer juristic advocate of the prudent investment 
theory for man-made utilities, never, so far as I am able to discover, proposed 
its application to a natural gas case.” 

The Federal Power Commission itself has also likewise readily recognized 
the impossibility of regulating independent producers as public utilities. They 
did so even before the June 7, 1954, decision in the Phillips case. In the case 
of Panhandle Eastern Pipe Line Company (Docket Nos. G—1116, et al.), the 
Commission was confronted again with the problem of establishing a rate base 
for the gas produced by the regulated interstate pipeline company. In its 
Opinion No. 269 issued in that case on April 15, 1954, the Commission wrote: 

“The facts of record in the instant proceeding fit precisely into the situation 
above described (referring to the language of Mr. Justice Jackson in the Colorado 
Interstate case) as producing a ‘delirious’ and ‘capricious’ result. Not only is it 
contended by Panhandle, as pointed out earlier, that the rate-base approach 
would produce a minus valuation of 1.24 cents per thousand cubic feet at the 
wellhead on the natural gas produced by it, but in certain instances Panhandle’s 
partners in particular wells, earn after all expenses and taxes from 5 to 5.6 cents, 
receiving a price of 8 to 9.8 cents, while lessors and royalty owners are paid for 
gas produced from the same well at the rate of 9 cents per thousand cubic feet. 
To us this is a situation of multiple pricing of gas from the same wells and going 
to the same consumers which just does not make economic sense.” 

In that Panhandle Eastern case the Commission then proceeded to allow 
Panhandle, on its own gas produced by it, a price determined by unregulated 
arms-length dealings and free competition. Then, of course, the later Phillips 
case multiplied many thousandfold the “delirious and capricious” results which 
were unsuccessfully urged upon the Commission in the Panhandle case. 
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Hence both the Supreme Court of the United States and the Federal Power 
Commission have clearly recognized that the gas producers are engaged in a 
highly hazardous risk-taking business, which is highly competitive in character 
and totally without any monopolistic tendencies, and without any of the charac- 
teristics of a public utility, and that it is wholly impossible to regulate them as 
such. 


al 


STATEMENT OF CLARENCE T. SMITH, Fora, ILt., MEMBER OF THE ILLINOIS 
Om & GAS ASSOCIATION 


Mr. Chairman and gentlemen of the committee, my name is Clarence 
T. Smith and I reside at Flora, Ill. I am a life-long resident of that area 
where, since 1925, I have been engaged in the general practice of law. The 
1936-37 leasing activities and drilling operations opened the Illinois Basin oil 
devolpment. My interest in this development as an oil-country lawyer has 
widened through the years into an active, although small, role as an inde- 
pendent producer of oil. I assisted in the organization of the Illinois Oil & 
Gas Association and have been a member of its Board of Director since its 
organization. As a resident of Illinois, I have had every opportunity to observe 
the tremendous benefits that have come to our State from the development of 
oil and gas production. 

It has been my privilege to serve as the Illinois representative on the Inter- 
state Oil Compact Commission for many years, which position I now hold by 
appointment of our present Governor, The Honorable William G. Stratton. 
I mention this background as evidence of my interest in the welfare of the oil 
and gas industry which has done so much for the social and economic welfare 
of Illinois, as in the nation at large. 

Illinois, and in fact, the tri-state area of Illinois, Indiana and Kentucky, is 
not an important factor in the supply of natural gas to the consuming public. 
In this area, with but few exceptions, such nautral gas as is produced is inci- 
dental to the production of crude oil. But we, the producers of this area, are 
vitally interested in the issue under consideration by this committee. 

It is the independent segment of the industry—the wildcatters—that has in 
the past discovered the major portion of the Nation’s oil and gas reserves. Such 
reserves have enabled this Nation to maintain its leadership of the world in 
times of peace and of war. This same independent group, if not restrained, 
will continue to find and place into production, under good conservation prac- 
tices, adequate petroleum supples to meet the foreseeable demand of our con- 
stantly expanding civilian and military requirements. 

Let us not fail to recognize the great help and assistance that our segment 
of the industry receives from the larger units in the form of contributions and 
support of the drilling of wildcat wells. Extensive and costly geological and 
geophysical surveys and technical research programs carried on by these same 
larger units benefit our entire industry. 

Those of us who are engaged in the business of trying to find and produce 
oil know that this is a high-risk industry. Only 1 of 9 wildcat wells discovers 
oil. Only 1 of approximately 50 discovers a pool or field that will be commercially 
productive. A few individuals, glamorized by magazine feature writers, have 
made one or more tremendous and spectacular discoveries. The many thousands 
who have been unsuccessful in their great gamble in this field are unheralded. 

But we are here to consider an amendment to the Natural Gas Act and I have 
been discussing the discovery of oil by independent operators. Why? Because 
the question here involves not only the producers of natural gas, but all oil 
producers, both large and small, in the United States. 

d Approximately one-third of all publicly consumed natural gas is produced 

incidental to the production of oil. It is sought by those in some consumer 

areas to regulate the production, gathering, and price of such gas at the well 

head upon a public utility basis. It is utterly impossible to segregate the many 

and varied elements of cost and risk factors involved to enable any adminis- 

ira body to regulate a portion of the industry under public utility prin- 
es. 

_At this time, permit me to say to you that this industry cannot, as a high 
i in part or in whole, operate successfully, continue to find and 

»p adequate reserves under proper conservation and engineering principles, 
and discharge its responsibilities to the people of this nation, under public utility 
theories or regimented control from the Nation’s Capital. : 
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This statement is based upon my intimate knowledge of the many and varied 
problems that are presented from day to day in the activities of the independent 
producer. There are today sufficient problems at the local level to cause great 
loss of productive time and outlay of expense to oil operators. As an oil country 
lawyer, I say to this committee that the thought of trying to operate in our 
industry under the myriad rules, regulations, and interpretations which are 
fundamentally a part of Federal control chills the heart and kills the incentive 
of all independent producers. 

This brings me to the message that I bring you from the producers of our 
area. Our producers believe that failure to enact the proposed legislation under 
consideration by this committee will inevitably result in full and absolute 
Federal control, not only of production, gathering, and sale of natural gas that 
may go into interstate commerce, but also in like control of the production, 
sale, and marketing of crude oil and all its products. 

In support of our position, I would like the quote from the staff report of 
the Federal Power Commission, Natural Gas Investigation, Docket No. G—5s0, 
as follows: 

“It is appropriate to point out, however, that if the Federal Power Commis- 
sion or any other Federal agency were to be authorized to control arm’s length 
sales by producers and gatherers, the result would be to establish Federal 
authority over all field and well prices for natural gas. Control of oil as well 
as gas would necessarily become involved, since the production of these two 
resources is to a large extent inseparable. With particular reference to the 
present problem, it would not be practicable for the Federal Government to 
attempt to regulate sales of natural gas by the producers and gatherers thereof, 
unless it also took over from the States essential functions now performed by 
them relative to oil and gas conservation and the protection of correlative prop 
erty rights in these resources.” 

We, in our industry, know that our progress has been made under free eco- 
nomic competitive conditions. As a high risk industry it can continue to suc- 
cessfully operate only upon an incentive basis. If incentive is removed, and if 
this industry, or any segment thereof, is to be regulated as a public utility, 
we see but one result—that of Federal control of all segments of the industry 
from production to the final marketing of its many and varied products, and 
then nationalization of the entire industry. 

The Illinois Oil & Gas Association is, by unanimous action, supporting the 
legislation under consideration. The concern of our industry, and the fear under 
which it looks into the future under the statute as now written and an in- 
terpreted by the Supreme Court, is sincere and well founded. A copy of the 
resolution of the Illinois Oil & Gas Association, unanimously adopted, is attached 
for the record. 

In addition, I would like to add that there is a constantly growing fear of even- 
tual like regimentation among the marketers of petroleum products in our State 
This is clearly evidenced by the adoption of a resolution of the Illinois Petroleum 
Marketers Association at its annual meeting held in Peoria, Ill., on March 9, 1955. 
This association is now on record in support of the legislation under considera- 
tion and is requesting the Members of Congress to support corrective legislation 
such as is now here under consideration. A copy of such resolution is attached for 
the record. 

As a citizen of the State of Illinois, interested in the welfare of our State and 
the oil and gas industry which has contributed so much to its economic welfare, 
and in an effort to encourage and provide a sound economic basis upon which it 
may continue to develop and produce this vitally necessary natural resource, I 
urge you to favorably consider H. R. 4560 now under consideration by this 
committee. 

(The resolution of the Illinois Oil & Gas Association membership meeting 
follows :) 

“The Supreme Court of the United States, in a recent decision, held that sales of 
natural gas by producers and gatherers to purchasers who transport the gas in 
interstate commerce for resale are subject to regulation by the Federal Power 
Commission under the terms of the Natural Gas Act. 

“The Federal Power Commission, as a result of such decision, has asserted con- 
trol over the price at which natural gas subject to its jurisdiction may be sold by 
producers and gatherers, and over the production and gathering of natural gas 
in the field. 
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‘While there is little gas produced in the State of Illinois, there is considerable 
oil production and if Federal regulation of the gas industry is permitted to con- 
tinue, we feel this is the final step before nationalization of the oil industry. 

“Our forefathers and we, ourselves, have fought to preserve the rights of the in- 
dividual, and it is certainly in the interest of the entire nation that the production 
and gathering of natural gas should not lie under Federal control: Now, therefore, 
be it 

“Resolwed, by the Illinois Oil € Gas Association in membership meeting duly as- 
sembled on December 9, 1954, That this Association does hereby recommend and 
urge that the Congress of the United States enact at its next session, legislation 
that shall clearly exempt production and gathering of natural gas and the sale 
thereof by producers and gatherers from the jurisdiction of the Federal Power 
Commission ; be it further 

“Resolved, That a copy of this resolution be sent to each Senator and Repre- 
sentative of the 84th Congress of the United States.” 

(The resolution of the Illinois Petroleum Marketers Association follows :) 

“Whereas, the Supreme Court of the United States has ruled that, under pres- 
ent law, the Federal Power Commission has authority to regulate prices in the 
production and gathering of natural gas; and 

“Whereas, the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural gas industry through Federal 
regimentation is bound to affect the marketing of other petroleum products, in- 
cluding gasoline and heating oil; and 

“Whereas, such Federal regulation of natural gas represents a backward 
step toward Government control of private industry, with the clear danger that 
the principle involved here could spread to every industry and business includ- 
ing all branches of the oil business. leading the country down the road to na- 
tionalization of all forms of productive enterprise : Now therefore be it 

“Resolved, That the Illinois Petroleum Marketers Association in convention 
assembled at Peoria, I1., this 9th day of March 1955 go on record as calling upon 
their State’s Representatives in both Houses of the United States Congress to 
support corrective legislation which will relieve field prices of natural gas of 
unnecessary and dangerous Federal regulation ; and be it further 

“Resolved, That the secretary of the association be instructed to forward 
copies of this resolution to each Senator and to each Congressman from the 
State of Illinois with the respectful request that they take a forthright stand 
in defense of American private enterprise by pledging their support to such 
corrective legislation.” 


STATEMENT OF J. P. JONES, DIRECTOR OF PRODUCTION OF THE PENN GRADE CRUDE 
Ort ASSOCIATION 


My name is J. P. Jones. My home is in Bradford, Pa. I am a producer of 
both oil and gas in the Appalachian area. I am the director of production of 
the Penn Grade Crude Oil Association and represent my State in the Inter- 
state Oil Compact Commission. I was also formerly president of the National 
Stripper Well Association. I am appearing here to urge that you give favorable 
consideration to H. R. 4560 which, I understand, is designed to free gas pro- 
ducers from Federal control and regulation. 

In our area, which covers eastern Ohio, West Virginia, western Maryland, 
western New York, and western Pennsylvania, exploration for and development 
of natural gas reserves are generally conducted by individuals rather than 
corporations and companies. What we do is join together in groups of varying 
number, pool our available resources, and drill a well on somebody’s hunch or 
information. It is quite common for the group to include storekeepers, doctors, 
school teachers, and others who may have saved a little money, but the moving 
spirit is usually a small producer or wildcatter who is continually trying to 
uncover prospective oil and gas reserves. 

You appreciate, I am sure, the difficulties under which we operate. The 
membership of the groups varies with each well, each of which is a seprate 
venture depending on the success or failure of recent wildcats or the availability 
of capital which, I assure you, is definitely limited. I am told there are about 
00 of us operating in this manner. Since each well is a separate venture, the 
sroups have no continuous going concern against which to write off their dry 
holes. Some of us at times run out of funds and we are then forced to withdraw 
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from drilling activities, but as soon as we get back on our feet, we resume the 
search for new reserves. 

Under such circumstances it is virtually impossible to keep records such as 
are maintained by large organizations. The individuals who are fortunate 
enough to have some existing production have tried to conform to the require- 
ments under Federal controls. They have become swamped with redtape, paper- 
work, hearings, rehearings, and directives. Unless a lawyer happens to be 
involved as a participant in one of these ventures, it is doubtful whether legal 
talent can be afforded to cope with all the inevitable problems resulting from 
Federal regulation. We are not familiar with such terms as certificates of 
public convenience and necessity, rates, tariffs, classifications, and uniform sys- 
tem of accounts for natural gas companies. 

Although we are being forced to submit to such regulation on our currently 
producing reserves, I can assure you, gentlemen, that our exploration ventures 
will become seriously retarded. Personally, I doubt whether we will continue 
to be able to obtain the participants that are needed for such ventures. 

I don’t know the details of public utility operations, or how they are specifi- 
eally regulated. I understand, however, that part of the regulations call for 
a limitation of earnings based on investment. Any attempt to place similar 
restrictions on gas production in our area would force us to cut down on our 
exploration activities. The reason for this, of course, is that we could not 
afford to participate in a game with the deck stacked against us. It is clear 
that we would lose everything in our unsuccessful ventures and we would 
be limited on how much we could earn when and if we might be successful. 

This country’s production of oil and gas began in the Appalachian area almost 
a hundred years ago. The Drake well was completed in 1859 near Titusville, 
Pa., not far from my home. In the intervening period it has been estimated 
that about a half-million wells and dry holes have been punched into the earth in 
this area. You would think that with all these wells there would not be any 
untested acreage remaining and that all the oil and gas in the area would have 
been found by now. The record is to the contrary. 

While the trend in production has been downward for many years as might 
be expected in such an old producing area, our activities have contributed sub- 
stantially to the local supply of natural gas. During the past 9 years—that is, 
since the end of World War II—we have discovered and developed about 24% 
trillion cubie feet of new gas reserves. Since our production in this same period 
of time has exceeded 3 trillion cubic feet, it appears that we have not main- 
tained our total reserves position. It is clear, however, that without our explor- 
ation, both production and reserves would now be much lower. I believe the 
record has been a good one. 

Those of us familiar with this area are convinced that it has many undis- 
covered reserves and it is for this reason that we remain in business. We have 
found production in areas where dry holes have been drilled in the past and 
many formerly condemned areas are accordingly being reworked. There has 
been a noteworthy development in this regard. For many years much land was 
condemned as being unfavorable for the accumulation of reserves because it lay 
beyond a line which marked the high fixed carbon ratios in the coal beds, the 
theory being that no oil or gas reserves could be expected east of this line. Dur- 
ing the past few years, however, the line has been shifting eastward to fit the 
fact that gas reserves have been and are being found in this formerly condemned 
area. 

As a matter of fact, the line theoretically now lies about a hundred miles to 
the west of Washington, D. C., and the prospective producing area is much larger 
than was thought only a few years ago. There is no question in my mind that 
new reserves can and will be found in this area, provided we remain free to con- 
duct our production and exploration in the traditional manner. 

In our territory we have many wells which have been producing natural gas 
for many, many years and the production per well varies from place to place. 
While the daily average production per well for the area as a whole is on the 
order of fifteen to twenty thousand cubic feet per day, we do actually drill and 
complete wells, the production of which varies from a few thousand feet per 
day up to twenty, thirty, and even fifty million cubic feet per day. Within the 
past few years such wells were common in the Leidy and Benezette fields. We 
eannot tell what our drilling will find and any arbitrary volume exemption as 
has been suggested from time to time will not exclude small producers from 
regulation. 
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We have had one advantage over small producers in other areas in that we are 
quite close to the large markets for natural gas. As a result, the wellhead price 
of our gas has been relatively higher and it is this factor which has provided 
us with an incentive to seek additional reserves. 

Gentlemen, the authorization of the Federal Power Commission to regulate the 
sales of our natural gas is nothing more or less than price control. I have had 
some experience under price controls. The memory of operations under OPA 
is still fresh in my mind. Under OPA controls the production of Pennsylvania 
Grade crude oil was stifled. You may remember that in order to offset this 
detrimental effect the Government had to subsequently offer us subsidies. We 
resisted such subsidies. They were abhorrent to our concept of private enter- 
prise. 

While we did, in time, have to accept them in order to survive as crude-oil 
producers, the shame has remained with us to this day. There is no question in 
my mind that controlling the sales price of natural gas will, in time, lead to a 
shortage of supply and, if the experience under OPA is any criterion, I suppose 
subsidies will eventually be offered to revive natural gas production. But aside 
from these speculative thoughts, we cannot see how regulation can be limited to 
natural gas alone once it is started. 

Natural gas and crude oil are closely allied and often are produced from the 
same well. If natural gas is to be controlled and regulated, we can logically 
expect an extension of such regulations to the production of crude oil, and if the 
price of 1 natural resource or 2 is to be regulated, the argument will soon 
ve advanced that all natural resources should be controlled under Federal 
authority. Under such conditions, gentlemen, we would no longer have the type 
of economy which has enabled this Nation to prosper and grow strong. That is 
Why I am urging you to restore our freedom to operate in our traditional 
manner—a way which has brought about an abundant supply of natural gas and 
crude oil. 


The CuarrMan. The next witness is our colleague, Mrs. Kee of West 
Virginia. 


STATEMENT OF HON. ELIZABETH KEE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mrs. Ker. Mr. Chairman, please accept my appreciation for the 
courtesy so graciously extended by you and other distinguished mem- 
bers of the House Interstate and Foreign Commerce Committee in 
granting me this opportunity to submit a brief statement with refer- 
ence to the important question presently pending for your considera- 
tion. 

In my opinion, the Natural Gas Act should be amended for the 
specific purpose of balancing the competitive conditions between the 
several fuel industries of the Nation. 

I further believe that the Congress should not enact legislation to 
overthrow the effects of the Phillips petroleum decision by removing 
the jurisdiction of the Federal Power Commission over the producers 
and gatherers of natural gas until such time as legislation is en- 
acted to: 

(1) Give the Federal Power Commission additional jurisdiction 
over ratemaking in the case of direct sales of natural gas in interstate 
commerce, 

This would benefit the coal, railroad, and allied industries because 
of the narrowing of the price differential between interruptible and 
irm gas, to the end that industrial gas will bear a fairer share of the 
cost of the distribution and sale of natural gas with probable benefit 
to the domestic users of natural gas. 
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(2) Provide a statutory duty on the part of the FPC to (a) recog- 
nize that national defense and the economy require the maintenance of 
the productive capacity of the several domestic fuel industries includ- 
ing coal, and (0) give effect to sound principles of conservation in the 
utilization of natural gas in order to preserve available reserves of 
this valuable fuel. 

These provisions will enable the coal, railroad, and labor inter- 
venors to participate more effectively in FPC proceedings involving 
applications for domestic natural-gas service and the authority to im- 
port natural gas 

(3) The Natural Gas Act should be amended to clearly define the 
term “interstate commerce” so as to include commerce between points 
in any State and any point in a “foreign nation.” 

This amendment is necessary in order to make the importation of 
foreign natural gas subject to the same requirements applicable to 
domestic su »pliers of natural gas. 

(4) It is believed that the natural-gas companies should be required 
to secure a certificate of public convenience and necessity when seek- 
ing authority to import foreign gas. This proposed change should 
help meet the threat inherent in the proposals to import large quanti- 
ties of natural gas in competition with American fuels industries. 

(5) A provision should be added to prohibit the sale of natural gas 
at a price less than its cost, including the cost of transportation and 
sale, plus a fair proportion of the fixed charges. This provision should 
help to restore to some extent the competitive balance between natural 
gas and other competing fuels—particularly coal. 

(6) Subsection (e) of section 4 of the Natural Gas Act should be 
specifically amended by inserting the words “fuel competitor or fuel 
transporter” for the purpose of giving coal and railroad interests the 
specific right to intervene in rate cases before the Federal Power 
Commission. The purpose of this amendment is to guarantee the right 
of affected parties to intervene in rate proceedings before the FPC. 

It is my belief, Mr. Chairman, that the adoption of these suggested 
amendments will serve the best interest of our Nation. 

The CHarrman. Are there any questions? If not, thank you very 
much, Mrs. Kee. 

Mrs. Ker. Thank you, Mr, Chairman. 

The Crarrman. Before adjourning, may the Chair announce that 
our session convening at 10 o'clock Tuesday morning will be back in 
the regular committee room of the Committee on Interstate and For. 
eign Commerce. We hope there will be enough seats there to accom- 
modate the guests that we have. Be that as ‘it may, we shall return 
to our regular committee room on Tuesday morning to resume these 
hearings. 

The committee stands adjourned until 10 o’clock Tuesday. 

(Whereupon, at 5:35 p. m., the hearing adjourned until 10 a. m, 
Tuesday, March 29, 1955.) 





NATURAL GAS ACT 
(Exemption of Producers) 


TUESDAY, MARCH 29, 1955 


Hovser or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, at 10 a. m., pursuant to adjournment, in rouin 
1334, New House Office Building, Hon. J. Percy Priest (chairman). 

The CHarrMANn. The committee will come to order. 

We resume hearings this morning on H. R. 4560 and a companion 
bill, H. R. 4675, and other related bills, to amend the Natural Gas Act. 

May the Chair inquire at this point if Mr. Otis Ellis is in the room ? 

(It was stated that Mr. Ellis was not in the room, being unable to 
appear at this time, but request was made for him to be permitted to 
appear at a later date.) 

The Cuatrrman. The committee will make every effort to give Mr. 
Ellis an opportunity to testify. If we cannot find a date, then Mr. 
Ellis may file a statement with the chairman. We are sorry that he is 
unable to be here this morning. 

Mr. Heseitton. Mr. Chairman, may I make inquiry ¢ 

The Cuatrman. Mr. Heselton. 

Mr. Hrserron. Mr. Chairman, I have two statements that have been 
left here on my desk. I understand that both witnesses will be present 
this morning. 

The Cuarrman. Yes. 

Mr. Hesetton. Both witnesses will be proponents? 

The CHarrman. Yes, sir. 

Mr. Heseiron. And I understand the chairman does intend to pro- 
vide an opportunity for the opponents of the legislation to testify ? 

The CHatrmMan. The gentleman from Massachusetts may be cer- 
tain that that will be true. 

We had hoped at first, may the Chair state, we had hoped that we 
might proceed and conclude both the proponents and the opponents 
before the Easter recess. 

[ think everyone is cognizant of last week’s proceedings, wherein 
we had early sessions of the House 3 days consecutively, and there 
were quite a number of interruptions, so that it will hardly be possible 
to conclude before the Easter recess. The Chair has announced pre- 
viously that hearings will be resumed on the 14th of April, the day 
following our return, and probably the bulk of the opposition testi- 
mony will come at that time. However, we hope to start with some of 
it during this week, if we do not have interruptions, such as we had 
during the past week. 
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Mr. Heserton. I want to say that no one could be fairer than our 
chairman in hearings before this committee. 

Is Mr. Draper going to be called as a witness ? 

The CuarrmMan. The statement was made by the Chair one day last 
week when that question was asked by Mr. Wolverton, and when Mr. 
Draper had said that he did not care to testify ; that he had filed a brief 
statement, a copy of which might be made a part of the record ; but the 
Chair also stated at that time, when Mr. Kuykendall was called back 
for some questions or completion of his testimony, if there was a desire 
to ask questions of Mr. Draper, he would also be called. 

Mr. Hesenron. I would like to submit a request that Mr. Draper be 
called. 

Mr. Harris. Mr. Chairman, may I say, in view of that, Mr. Draper 
was here the first day; he was here the second day, and he advised that 
even though he did not have a prepared statement to make, he would 
be available for any questions that any Member might want to ask him. 

Mr. Heserron. I just wanted to be sure that he will be here. 

Mr. Wotverton. Mr. Chairman. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. May I make a brief comment, more or less related 
to the statement that has been made by Mr. Heselton ? 

I noted on the last day of our hearings, that there were a great many 
statements offered for the record and that they were made a part of 
the record as if they had been given by oral testimony, which, of course, 
they were not; and having been made a part of the record, they go 
unchallenged, because there was no opportunity to question those 
witnesses. 

I just do not know what we can do in matters such as that; but it 
certainly seems just a bit unfortunate that important statements can 
be put in by individuals who are in attendance, and yet, for the con- 
venience of the witnesses they are just merely put in the record and 
leave without any questioning. 

Now I realize that has been the practice that has grown up in our 
hearings for many years past and is not any innovation, and some- 
times we are rather pleased when a witness does put his statement in 
rather than testify orally, because it saves the time of the committee; 
but at the same time, it seems to me a bit unfortunate and easily mis- 
understood, if those statements appear in the record without any chal- 
lenge; without any questions having been asked with reference to any 
part of them. 

I am merely suggesting that we give some consideration to that so 
that we can arrive at some course that will make certain that in the 
event questions are desired, the opportunity will be given. 

The CHarrMan. May the Chair state in reference to the statement of 
the gentleman from New Jersey, that as he has already pointed out, it 
has been the time-honored policy of the committee when a witness 
could not appear personally, to include his statement. 

Mr. Dres. At that point, Mr. Chairman. 

The CHatrrMan. May the Chair finish just this brief answer to the 
gentleman from New Jersey ? 

Mr. Dres. Yes, Mr.Chairman. Pardon me. 
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The Cuamman. With reference to the four statements that were 
made a part of the record on last Friday afternoon, the Chair spe- 
cifically, in connection with each, stated that the gentlemen who had 
prepared his statement and expected to testify could not be present 
on that day. All 4 gentlemen had left because our hearings were about 
2 days behind schedule. 

The Chair specifically called attention to one statement, that it was 
being entered at this point by request of the gentleman from Arkansas 
whose constituent was to appear. 

He recalled entering another statement at the request of the gentle- 
man from Pennsylvania, Mr. Bush, whose constituent could not appear. 

That should appear in the record and it should show why they were 
not present at the time, because all four of those gentlemen had to 
leave town. 

The Chair feels that certainly in connection with situations of that 
sort, that the time-honored policy of the committee to accommodate 
a witness who had waited around and could not appear, to enter a 
statement in the record, is certainly in keeping with our past policy 
and I think good committee practice. 

Mr. Dies, you had a question ? 

Mr. Dies. Mr. Chairman, you have answered my question. As long 
as it appears in the record that the witness was not present and could 
not testify, I think that answers any objections. 

The Cuatrman. The Chair made a special effort to indicate that 
for the record. I believe by a reading of the record the record will 
show that the witness was not present at the time but was entering a 
statement, because he could not be present and testify. 

Mr. Heseiton. Mr. Chairman, I regret that I was not able to be 
present on Friday. 

Reference has been made to a constituent of my good friend, Mr. 
Harris, and his permission to file a statement. I have forgotten the 
name of the gentleman who appeared before the Federal Power Com- 
mission from El Dorado, Ark. Was the gentleman? He appeared 
in opposition to the case there. 

Mr. Harris. I do not know just who from E] Dorado did appear 
before the Federal Power Commission, but this is a constituent of mine, 
Mr. R. G. Lawton, of Magnolia, Ark., who was in the Interior De- 
partment for a year or more and has appeared before this committee 
on two occasions, I believe, to testify in connection with matters in 
which the Department was interested. At any time the gentleman 
or any other member of this committee wants to interrrogate him, or 
ask him any questions, I believe that he will come merely by suggestion. 
And, I am sure the same thing is true about the other gentlemen who 
filed their statements last week. 

Mr. Hesetron. I would like, Mr. Chairman, to have the gentleman 
from El Dorado come before the committee. 

The Cuatrman. Is Mr. Paul Keyser present ? 

(There was no response. ) : 

The Cuarrman. Mr. John F. Merriam, president of the Independ- 
ent Natural Gas Association of America and president also of the 
Northern Natural Gas Company, from Omaha, Nebr., will be our 
first witness. Mr. Merriam, you may proceed. 
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STATEMENT OF JOHN F. MERRIAM, PRESIDENT, INDEPENDENT 
NATURAL GAS ASSOCIATION OF AMERICA 


Mr. Merriam. Mr. Chairman, my name is John F. Merriam. I am 
president of Northern Natural Gas Co., headquartered in Omaha. 
Nebr. I am appearing here today as president of, and on behalf of, 
the Independent Natural Gas Association of America, and more par- 
ticularly upon behalf of the interstate pipeline division of that asso- 
ciation. We have a keen and pressing interest in the problem of 
assuring adequate supplies of gas to the public and we welcome and 
appreciate the opportunity of presenting the views of our association 
in support of H. R. 4560, with certain essential clarifications and 
modifications. 

The pipeline division of the Independent Natural Gas Association 
of America includes in its membership all but one of the long-line 
interstate natural-gas pipeline companies in this country. 

As the function of such pipelines in the natural-gas picture and in 
the economic structure of the country is not too generally known, 
with your indulgence I would like to touch briefly on this subject. 

The interstate natural-gas pipeline companies form the essential 
link between the hundreds of local gas utilities who are the gas com- 
pany to the consumer, and the thousands of independent gas pro- 
ducers in the generally distant and scattered gas fields. 

It would be a physical impossibility for the thousands of communi- 
ties using natural gas to negotiate individually through their local 
gas utilities for gas supplies in the thousands of gas fields in the 
country, and from the over 100,000 wells which produce natural gas 
either by itself or in conjunction with oil or other liquid hydrocar- 
bons. 

In providing this essential link between the local gas utility and 
the owners of individual wells producing gas, the natural-gas pipe- 
line generally performs two separate and distinct functions. 

First and foremost, the pipeline is a transporter of natural gas. 
As such, it is subject to regulation by the Federal Power Commission 
under the provisions of the Natural Gas Act, and the pipeline com- 
pany is allowed only such transportation costs and profits as the Fed- 
eral Power Commission may determine to be reasonable. 

Second, the pipeline purchases or acquires natural gas in the gas 
fields. This function is performed at cost, the pipeline company 
making no profit on the gas purchased. The gas so purchased 1s re- 
sold at exactly the price paid by the pipeline company, plus such 
transportation costs and transportation profits as may be allowed by 
the Federal Power Commission. 

It is this latter function of purchase and acquisition of gas that 
is particularly involved in the provisions of H. R. 4560. 

The long-line interestate natural-gas pipelines have constructed 
pipelines and other related facilities costing over $5 billion to gather 
and transport natural gas to meet the requirements of the customers 
of the local gas utilities in the consuming areas. 

The map before you shows the interstate natural-gas pipelines and 
their wide coverage of the country. 

The $5 billion of securities of these pipelines are owned by over 
300,000 stockholders and thousands of bondholders located in every 
State in the Union. Over $2 billion of these securities are owned by 
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life-insurance companies, pension funds, and other similar institu- 
tions, who in turn represent the savings of millions of citizens. 

Nearly all the 20 million natural-gas customers in the United States 
receive their natural-gas requirements from local gas utilities supplied 
by these long-line interstate natural- -gas pipeline companies. 

Over 4 trillion cubic feet of natural gas per year are transported 
by such pipelines. This represents w ell over 80 percent of the total 
volumes of natural gas sold by gas utilities in this country. 

We, as pipeline companies are charged with the responsibility of 
buying gas as cheaply as possible. 

We are also, however, charged with the responsibility of having 
enough gas available to ‘meet the needs of the public in the market 
areas we supply: 

There must be a balancing of these two responsibilities or we are out 
of business. 

If we pay too much for gas, or if it costs too much to transport it, 
we price ourselves out of the market. 

If we cannot buy enough gas it does no good to have nice low prices 
if no one who wants the gas can get it or if we cannot replace what 
is used up. 

Therefore, we as pipelines cannot afford to let the price go up to 
the point where we go out of business. We must continue to ) buy gas 
to meet our market responsibilities. We must protect those who have 
invested in our pipeline facilities, as well as those who have purchased 
gas-consuming appliances. 


DANGER TO FUTURE SUPPLY OF NATURAL GAS 


As stated, the interstate natural-gas pipelines handle over 4 trillion 
cubic feet of gasa year. As natur al gas is not a self-replenishing com- 
modity, it means that each year natural- gas pipelines must acquire 4 
trillion cubic feet of new gas reserves just in order to stand still. If 
they did not, they would run out of gas when their existing reserves 
were used up 

Four trillion cubic feet of gas is a lot of gas. The staggering size 
of the figures makes it difficult to visualize. It is, however, almost 
equal to the entire amount of new discoveries of gas made in the United 
States in 1954. 

At that point, I should explain that the figure I referred to does 
not cover any new gas fields. In addition to the discov ery of new gas 
fields, there are extensions and revisions of estimated reserves in exist- 
ing fields which reconcile to the total figure, something in excess of 
8 trillion cubic feet of gas by which the reserves were increased in 
the gross. 

F ‘ortunately the producers have for many years now added more gas 
reserves in the United States than have been used up. As a result, 
the total known recoverable natural-gas reserves of the country have 
increased almost continually for the past 20 years. As long as this 
progress is continued, and the gas made available in interstate com- 
merce, the market demands can be met. It should be borne in mind, 
however, that over $2 billion was spent for exploration in 1953 alone. 

It is obviously important that the rate of discovery not be slowed 
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down artificially or otherwise but that on the contrary, it be encour- 
aged to the maximum reasonable extent possible. 

“It is equally important that the gas supplies found be made available 
in interstate commerce, as the vast bulk of the consumers of gas are 
not located in the gas-producing States and the gas must therefore be 
transported across State lines through the long-line interstate nat- 
ural-gas pipelines. 


ADVERSE EFFECT OF COURT ACTION OR LEGISLATION ON SUPPLY OF GAS 
AVAILABLE FOR INTERSTATE USE 


The Supreme Court’s decision in the Phillips case will inevitably 
adversely affect this essential flow of gas in interstate commerce. 

Until the Phillips decision, the producers of natural gas knew what 
they would get for their gas when they sold it to an interstate pipe- 
line company. The parties had executed a contract that was binding 
and enforcible between them. 

As a result of that decision, however, the price agreed upon be- 
tween producers and pipeline company is no longer binding. In- 
deed, under the Phillips decision or under proposed legislation de- 
signed to perpetuate that decision the Federal Power Commission can 
now prescribe an entirely different price. 

The producer no longer knows what price he can or will receive for 
the gas he sells in interstate commerce. 

Necessarily, the producer will seek to sell gas in markets where he 
can obtain a firm price. This will be largely the growing intrastate 
market where gas can be sold for local distribution, the manufacture 
of carbon black, the manufacture of petrol chemicals, and so forth. 

The inevitable result will be a slowing down of the volumes of gas 
committed for interstate sale. 

It is not too much to forecast that as the local intrastate markets are 
satisfied there will be less and less of a compulsion on the producers 
to look for, find, and develop larger supplies of natural gas. 

Clearly, a slowing down of either the supplies available for inter- 
state movement or the search for new and greater supplies would not 
be in the public interest. 


CONCERN OVER INCREASING GAS PRICES 


There has been a growing concern that gas prices have been rising 
unreasonably. It has been repeatedly argued that close and continued 
Federal regulation of gas producers is required to protect the con- 
sumer against the danger of future unreasonable price increases. The 
problem is really how can we assure a continued production of ade- 
quate supplies of natural gas and at the same time provide the con- 
sumer with a genuine protection from the threat of unreasonable 


future pr ice increases, 


HOW TO PROTECT CONSUMER FROM FUTURE PRICES AND STILL HAVE 
ENOUGH NATURAL GAS IS THE QUESTION 


Complete freedom of the producer would — the greatest in- 


centive to explore for and sell additional supplies of gas, but it appar- 
ently would not alleviate the fears of some that future field price in- 
creases would spiral the consumer out of the use of gas. The fact that 
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the producer would price himself out of business as he priced the con- 
sumer out, should of itself be an answer to the problem, but apparently 
some are not convinced of the adequacy of this argument. 

H. R. 4560 clarified in the manner hereafter suggested supplies the 
next best answer. It frees the producer from Federal Power Com- 
mission control at the same time that it provides for the Federal 
Power Commission to pass upon the prices paid producers by pipe- 
lines. The consumer can thus be assured that before the pipeline 
company makes any essential long-term commitment for new gas pur- 
chase contracts, the Commission will have passed upon the reasonable 
market price of the gas. 

While this will undoubtedly slow down and make more difficult the 
purchase of new gas for interstate use in competition with gas con- 
sumed within the State where produced, it seems a reasonable pre- 
caution to give assurance to the consumer that prices will not un- 
reasonably increase on new purchases of gas. 


PROVISIONS OF H. R. 4560 


As we understand it, H. R. 4560 basically does three things: 

1. The bill frees the independent producer of natural gas from Fed- 
eral regulation. For the reasons previously stated, this is highly de- 
sirable in the interest of obtaining adequate supplies of gas for the 
consumer. 

2. The bill provides that gas produced by interstate pipelines shall 
be treated substantially the same as that produced by pa hn pro- 
ducers, with, however, full control by Federal Power Commission of 
the reasonable market price of pipeline produced gas. It properly 
treats natural gas in the gas field as a commodity and not as a public 
utility service. It should be obvious that the encouragement of the 
pipeline to itself search for and discover gas would react to the con- 
sumer benefit and be in the public interest. Such encouragement 
should also be equal to that afforded the independent producer. H.R. 
4560 provides this encouragement. 

3. The bill provides consumer price protection in new gas purchase 
contracts executed after the effective date of the amendatory act, by 
providing for Federal Power Commission advance control of the price 
the pepe pays the independent producer for such new gas. 

If the producer does not like the reasonable market price limitation 
fixed in advance by the Commission, the producer does not have to sell. 
But if he does sell he knows in advance what he will get for his gas 
and what the ground rules are. 


PROPOSED CLARIFICATION AND MODIFICATION OF H. R. 4560 


As in any new bill covering complicated and important subjects, 
there are almost always clarifications and modifications that would 
improve operations under the bill or clarify the understanding of it. 
A number of such changes were considered in the interest of clarity 
and streamlining, but only those considered essential to the working 
of H. R. 4560 were endorsed by Independent Natural Gas Association. 
These changes are marked on the copies of H. R. 4560 attached to this 
prepared statement. 
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And I might add at this point that those amendments are identically 
the same as those already introduced by a previous witness, Mr. 
Searls. 

The amendments were made to cover the following points: 

1. In referring to new gas purchase contracts in section 2 (b), line 
20, the bill also used the words “or renegotiated contract.” While the 
general feeling was that the wording clearly referred to contracts 
executed after the effective date of the proposed amendment, it was 
nevertheless felt of extreme importance to eliminate any possible 
future misunderstanding on this score. If misinterpretation resulted 
in renegotiated contracts being considered to include price renegotia- 
tion or redetermination under provisions of existing contracts, it could 
result in the future bankruptcy of many interstate pipelines. This 
could follow if the price to which a pipeline company is committed 
by the provisions of an existing contract should be greater than the 
cmeonsiihe market price, as determined by the Commission at any 
time. The pipeline would then have to pay the producer the contract 
price, but the Federal Power Commission could not permit the pipe- 
line company to recoup such costs. This would mean that the pipeline 
company stockholders would have their already regulated public util- 
ity return further reduced. <A difference of only a few cents a thou- 
sand between contract price and Commission allowed price could wipe 
out the entire net income of many pipelines. Such a result would be 
unthinkable, and no room for misunderstanding should be left. The 
proposed amendment to section 2 (b) of H. R. 4560 is considered 
essential to the elimination of any such possible msunderstanding. 

2. In providing for advance Federal Power Commission approval 
of the field price of gas in new contracts, section 3 of H. R. 4560 makes 
such determination by the Commission mandatory, and allows it no 
discretion. It was the feeling that this was so stringent a require- 
ment as to be unworkable and would tend to dry up new supplies of 
interstate gas. The modification proposed is designed to alleviate 
this situation and permit the Commission a greater flexibility. This 
amendment is also considered essential. 

3. In connection with Federal Power Commission approval of new 
contract prices for gas purchased in the field, it was also considered 
essential that some reasonable method be provided so that the pipeline 
could determine the reasonableness of the field price when it entered 
into the gas-purchase contract, and before gathering line and other 
field investments and commitments were made by either the pipeline 
or producer. The addition of a new paragraph (c) to section 2 has 
been proposed for this purpose and this addition to H. R. 4560 is 
endorsed by the Independent Natural Gas Association. Addition of 
a new paragraph (c) would require a relettering of present paragraphs 
(c) and (d). 

4, In section (b), it was considered desirable to insert the suggested 
words at line 25 of page 2 to include the competitive situation in the 
factors to be considered by the Commission in determining the reason- 
ableness of the market price. This addition is likewise endorsed by 
the Independent Natural Gas Association of America. 

5. The committee’s attention is directed to the fact that the amend- 
ments proposed by section 2 of H. R. 4560 are directed to section 5 of 
the Natural Gas Act. It is believed that these amendments, if made 
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should more properly be made as amendments to section 4 of the 
Natural Gas Act. 
CONCLUSION 


For the reasons stated, the Independent Natural Gas Association of 
America strongly endorses H. R. 4560 with the clarifications and 
modifications herein proposed. 


(The bill with the suggested amendments (printed in italics) above 
referred to is as follows :) 


From: Independent Natural Gas Association of America, 918 16th Street NW., 
Washington, D.C. 


[H. R. 4560, 84th Cong., 1st sess.] 
A BILL To amend the Natural Gas Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 of the Natural Gas Act, as 
amended, is amended by adding at the end thereof the following two new para- 
graphs: 

“(10) ‘Transportation of natural gas in interstate commerce’ means only such 
transportation of natural gas in interstate commerce as occurs after the com- 
pletion in or within the vicinity of the field or fields where produced of all pro- 
duction, gathering, processing, treating, compressing and delivering of such nat- 
ural gas into the transportation facilities of a person engaged in transporting, in 
such transportation facilities, natural gas in interstate commerce beyond the 
vicinity of the field or fields where produced. 

(11) ‘Sale in interstate commerce of natural gas for resale’ means only such 
sale in interstate commerce of natural gas for resale as occurs after the com- 
mencement of the transportation of such natural gas in interstate commerce as 
defined in paragraph (10), but does not include any sale which occurs in or 
within the vicinity of the field or fields where produced at or prior to the com- 
mencement of such transportation in interstate commerce of the natural gas.” 

Sec. 2. Subsection (b) of section 5 of the Natural Gas Act, as amended, is 
hereby redesignated as subsection (e), and such section 5 is further amended by 
inserting immediately after subsection (a) thereof the following new subsec- 
tions: 

“(b) When an increase in any rate or charge of a natural-gas company is 
based in whole or in part upon any new or renegotiated contract for the purpose 
of natural gas from a person other than an affiliate, the Commission shall con- 
sider whether the price at which the natural-gas company has contracted to 
buy such natural gas is the reasonable market price thereof in the field where 
produced, considering whether such price has been competitively arrived at 
the effect of the contract upon the assurance of supply and reasonableness of 
the provisions of the contract as they relate to existing or future market field 
prices; and the Commission shall allow the natural-gas company to charge as 
an operating expense for the natural gas purchased under the contract only 
such market price, plus a fair gathering charge in those cases where such price 
is determined before and not after gathering is completed. 

“(c) The determination of a price in accordance with provisions of an ewist- 
ing contract which operate to create a different price shall not constitute a new 
or renegotiated contract. The Commission shall determine upon application 
made by a natural-gas company whether the price or prices to be paid under such 
new or renegotiated contract meets the foregoing provisions of this subsection (b). 

“(d) In regulating the rates and charges of a natural-gas company, the Com- 
mission shall allow as an operating erpense of such natural-gas company, for 
natural gas produced by it or purchased from an affiliate, the reasonable market 
price of such natural gas in the field where produced plus a fair gathering 
charge in those cases where such price is determined before but not after gath- 
ering is completed. 

“(e) For the purposes of this section a person shall be held to be an affiliate 

f a natural-gas company if such person controls, is controlled by, or is under 
‘ommon control with such natural-gas company.” 

Sec. 3. Subsection (e) of section 7 of the Natural Gas Act, as amended, is 

umended by adding at the end thereof the following new sentence: ‘“Notwith- 
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standing the foregoing provisions of this subsection, in passing upon an applica- 
tion for a certificate which is supported by a natural-gas purchase contract, 
the Commission shall consider whether the price to be paid for such natural gas 
is the reasonable market price thereof in the field where produced, by consid- 
ering whether the contract price has been competitively arrived at, the effect of 
the contract upon the assurance of supply, and the reasonableness of the pro- 
visions of the contract as they relate to existing or future market field prices.” 

The Cuatrman. The Chair will recognize, if so desired, members 
on either end of the committee this morning. 

Mr. Hayworth, do you have any questions ? 

Mr. Hayworru. I do not have any questions. 

The CuHatrman. Mr. Beamer. 

Mr. Beamer. Not at this time, Mr. Chairman. I arrived late and 
I will defer my questions. 

The Cuatrman. Mr. Dies. 

Mr. Dries. I just want to ask this question: The cost to the ultimate 
consumer is largely in transportation, is it not; the cost of the gas, say 
in Texas, is only a very small part of what the consumer pays? 

Mr. Merriam. The cost of gas to the ultimate consumer is, in large 
measure, the cost of the distributing company facilities and the pipe- 
line transportation; ves. 

Mr. Dirs. But, the cost of the gas is a very minor factor in the price 
that the consumer ultimately pays ? 

Mr. Merrtam. Comparatively so, although that will vary consider- 
ably from company to company and situation to situation. 

Mr. Dres. Do you have any information that these contracts made 
with producers many years ago when the value of gas was unknown, 
when the average owner of the land thought only in terms of oil pro- 
duction, signed “lease contracts over a long period of time for a very 
small price for gas; whether there have been any renegotiations of 
such contracts in the light of the increased value of gas? 

Mr. Merriam. There have been a considerable number of renegoti- 
ations; yes. Not all of them have been renegotiated, but a great many 
have. 

Mr. Dres. You do not know what percentage ? 

Mr. Merriam. No, sir. 

Mr. Dies. You do not have any information as to the policy of the 
companies that went into the territory many, many years ago and 
acquired these gas rights at a very smail figure? You do not know to 
what extent there has been a disposition to renegotiate any of those 
contracts, to ae a fair return to the owners of the land? 

Mr. Merrram. I do not know on the overall basis. I know in the 
case of our own company, we have renegotiated substantia!ly all of the 
earlier contracts, at the time whenever we added additional reserves, 
or have gotten first call on additional gas supplies, or they have added 
other incentives in the revision of the contracts. 

Mr. Dres. I think that is very commendable. That is all, Mr. Chair- 
man. 

The Cuarrman. Mr. Hoffman. 

Mr. Horrman. No questions. 

The CHatrMan. Mr. Staggers. 

Mr. Sraceers. Not right now, Mr. Chairman. 

The CHarrman. Mr. Bennett. 

Mr. Bennett. Mr. Merriam, you are building a new line, or asking 
permission to build a new line from Minneapolis to Superior, Wis.? 
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Mr. Merriam. We have an application pending at this time before 
them; yes. 

Mr. Bennetr. You have not started construction ? 

Mr. Merriam. No. The hearing has not been completed. 

Mr. Bennett. Does your line presently extend north of Minne- 
apolis ? 

Mr. Merrtam. No; the northern terminus now is Minneapolis-St. 
Paul, south of the cities. 

Mr. Bennerr. This new proposal is to build a line from Minne- 
apolis to Duluth and Superior, Wis. ? 

Mr. Merriam. That is correct. 

Mr. Bennett. Do you have any plan to extend your line, once you 
get to Duluth, eastward, across northern Wisconsin and northern 
Michigan ? 

Mr. Merriam. We have no present plan for that; no. We have dis- 
cussed with a number of interested parties the possibility of that exten- 
sion; whether that should be an extension which is commercially feas- 
ible or not, has not yet been determined. 

Mr. Benner. Have you made any study of the areas to be served, if 
you extend east, across northern Wisconsin and northern Michigan ? 

Mr. Merriam. We have not recently. We have made some studies 
on those parts that are in the western half of Wisconsin ; not the eastern 
part of Wisconsin ; I mean Wisconsin, or upper Michigan. 

Mr. Bennett. Are you familiar with the proposal that was made 
several years ago by the Canadian people when they were talking about 
building a line from the Alberta field to eastern Canada, whether they 
should have an all-Canadian route east or whether they should come 
down into the United States and cross through Minnesota, Wisconsin, 
and Michigan and then out into Canada that way ? 

Mr. Merrram. Yes; we have a contract with Trans-Canada Pipe 
Lines to purchase gas at the border, south of Winnipeg, now. 

Mr. Bennett. Has Canada finally decided to build that line, as an 
all-Canadian route, north of Lake Superior; is that not correct ? 

Mr. Merriam. That is correct. 

Mr. Bennetr. But to sell gas to you to serve your people in Minne- 
sota, in the Minnesota territory ? 

Mr. Merriam. They are proposing to sell gas to us to take into our 
system which would be available to all of the States we serve, including 
Minnesota and South Dakota. 

Mr. Bennett. How far has that line been constructed, the Canadian 
line? 

Mr. Merriam. It has not been constructed at all. 

_ Mr. Bennett. There are some lines east from Alberta, are there not, 
in Canada ? 

Mr. Merriam. No; there is no gas pipeline going eastward from 
Alberta at this time. 

_ Mr. Bennert. Well, there is a gas line from the Alberta field down 
into Montana, or one of the Western States. 

Mr. Merriam. That is correct; there is one that goes into Montana, 
serves the Montana Power Co. That is going south. 

Mr. Bennett. Well, as of now, you get all of your gas from Texas 
and Oklahoma ? ; 

Mr. Merrtam. Kansas and New Mexico. 
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Mr. Bennett. And Kansas and New Mexico? 

Mr. Merriam. Yes, sir. 

Mr. Bennett. Do you own any reserves of your own ? 

Mr. Merriam. Yes; we do. 

Mr. Bennett. What percentage of your gas do you buy on the 
market, as compared with that of your own reserves ? 

Mr. Merriam. It varies somewhat; but I believe last year, the figure 
we purchased was 85 percent and produced 15 percent. 

Mr. Bennetr. You would bring, if your proposed contract with 
Canada goes through, what percentage of your gas would you get or 
contemplate getting from the Alberta field ? 

Mr. Merriam. Well, in the first year our contract was 1 million feet 
a day. Our present pipeline capacity is 1,100,000,000 cubic feet per 
day, so it would be a little less than 10 percent of our present daily 
capacity. 

Mr. Bennett. Is it nearer to Minneapolis and St. Paul, and Duluth, 
from Alberta, Canada, than it is from the fields down in Texas and 
Oklahoma ? 

Mr. Merriam. It depends upon where you come from. It is about 
equidistant from the Alberta field to Minneapolis, about the same 
distance as from Minneapolis to the gulf coast, where we do not now 
get gas; it is a little bit shorter from Minneapolis to the Permian 
Basin, where we are getting our gas now, our supplies at the present 
time; but there is not much difference. 

Mr. Bennett. Do you anticipate you will be able to get gas cheaper 
from the Canadians than you do from Texas and Oklahoma fields? 
If that is not a fair question, you do not have to answer it. 

Mr. Merriam. That is all right. 

Mr. Bennett. I am interested in knowing, for the possible poten- 
tial consuming area, as to whether it will be more are abgadtte to 
get your gas from the Canadians than it would to bring it up this 
Jong route from Texas? 

Mr. Merrram. It is about a standoff. As a matter of fact, it would 
be better to have Alberta gas going to the northern end of our system 
or any comparable new similar size volume of gas we could get at 
the other end, because basically we would have to go to the gulf coast 
to get a comparable volume at this time. 

Mr. O'Hara. Will the gentleman yield? 

Mr. Bennett. I will yield. 

Mr. O'Hara. Would it not be true, Mr. Merriam, that it would 
depend upon what kind of a treaty was made with Canada as to the 
control of prices of Canadian gas. Is that not true? 

Mr. Merriam. Not necessarily, Mr. O'Hara. At the present time 
there is no treaty covering the sale of gas across the border and there 
is no excise tax added on the export of natural gas from Canada and 
none has been contemplated or discussed. 

Mr. O’Hara. But, frankly, as a practical situation, what I have in 
mind is, if you entered into a contract to buy the Canadian gas, cer- 
tainly the Federal Power Commission would have no right of exer- 
cising control over the price the Canadians would charge for the gas. 
Is that not true? 

Mr. Merrram. The only control the Federal Power Commission 
would have would be denying us a certificate to build and purchase 
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gas if they thought our contractual arrangement or price was unrea- 
sonable. ‘They would have that right now. 

Mr. O'Hara. Well, they could limit you as to what price you could 
charge. They would have control. But, of course, that cannot be 
unreasonable control either. Is that not true, Mr. Merriam? 

Mr. Merriam. I had in mind their control would be to say to us, 
“We will not issue a permit for you to purchase Canadian gas, be- 
cause we think your price from the Trans-Canada Pipe Lines is not a 
reasonable price, or provisions are not reasonable provisions, there- 
fore, we will deny you a certificate.” 

Mr. Bennetr. They cannot do that with purchases in Texas and 
Oklahoma, can they ? 

Mr. Merriam. My understanding is that they can. I am not a 
lawyer, however. 

Mr. Bennett. Well, they can do it under the Phillips decision, 
but I mean prior to the Phillips case, could the Commission determine 
or pass on the price that you paid a producer of natural gas? 

Mr. Merrram. The Commission, so far as I know has never de- 
nied the issuance of a certificate on the basis that the price of gas 
was too high or the terms of the purchase contract were unreasonable. 
There is a difference of opinion, as I understand, as to whether they 
could or could not have done so prior to the Phillips decision. 

Mr. Bennetr. I note in your statement that you said—and that has 
been my impression of the situation—that actually, the Federal Pow- 
er Commission had exercised no control where a pipeline bought its 
gas from an independent producer; that they simply took that price 
and then that was added into the cost of transportation for rate- 
making purposes. 

Mr. Merriam. That contract for the gas, purchase price, that the 
pipeline entered into; those contracts are completely disclosed in the 
record when you apply for the certificate from the Federal Power 
Commission to build your facilities. The facts are all available to the 
Federal Power Commission and to the gas utility customers, and to the 
consumers. They have not ever been used; the contracts have never 
been used as a basis for turning down the certificate, so far as I know. 

Mr. Bennett. Well, has the Federal Power Commission exercised 
any control ? 

Mr. Merrtam. No; not inthe manner in which you speak. 

Mr. Bennerr. That is all, Mr. Chairman. 

The Caatrman. Mr. Granahan. 

Mr. GranaHan. I have no questions at this time. 

The CuHarrman. Mr. Heselton. 

Mr. Heseiron. Mr. Merriam, I have a list of natural gas companies 
which control about 63 percent of the natural gas reserves, and in that 
list it appears that the Natural Gas Pipe Line Co. has 1.5 trillion cubic 
feet. Is that correct? 

Mr. Merrtam. The Northern Natural Gas Co. has; yes. 

Mr. Heseiron. So the natural gas pipeline would be identified as 
your company ? 

Mr. Merriam. The name of our company is the Northern Natural 
Gas Co. The reserves are owned by a subsidiary, the Northern Natu- 
ral Gas Production Co. 

a Hrseiron. How much of the reserves does your company con- 
trol? 
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Mr. Merriam. 1.5 trillion cubic feet of gas owned by our producing 
subsidiary. We have a total of 9 trillion cubic feet we control through 
gas-purchasing contracts, and through the production company. 

Mr. Hesettron. Are you aware of the decision by the Federal Power 
Commission last Friday with reference to the application of the Natu- 
ral Gas Pipe Line Co. of America for a $10,600,000 wholesale gas rate 
increase ? 

Mr. Merriam. No; Iam not. I knew that was pending, but I have 
not seen the decision. 

Mr. Heseiton. That is your company ? 

Mr. Merrtam. No; the Natural Gas Pipe Line Company of America 
serves the Chicago area. 

Mr. Hesetron. I see. 

Mr. Merrtam. That is a different company. 

Mr. Hesetron. I have before me a release from the Federal Power 
Commission that indicates that the motion to dismiss was made by 
the Illinois Commerce Commission and joined in by the city of Chi- 
cago, and the motion raises the question as to whether in view of 
the United States Supreme Court decision in the Phillips case the field 
price provides a reasonable and proper basis for determining the 
proper costs to be reflected as an expense item in Natural’s cost of serv- 
ices for the gas which it produces. 

Apparently that was not a full report on that. 

Does that bring to your mind the feeling that the people in the gas 
business feel that under the Phillips decision they may be foreclosed 
from making this application for increases in such amounts as indi- 
cated ? 

Mr. Merriam. No. I think the fear of the gas pipeline companies 
under the Phillips decision is that it will slow down the supply of gas 
that is available to purchase from others. In addition it may remove 
the incentive to explore for gas and find gas, by the pipelines them- 
selves. 

Mr. Heseiron. Of course, we have all heard that same threat was 
made over and over again, that if the Phillips decision is allowed to 
stand, the producers of gas will not supply the gas to the consumers. 

Mr. Merriam. I have not gone that far. 

Mr. Hesston. I know you have not; but I have heard the same 
threat made, and to me it is a pretty shallow threat. I do not think 
it is a proper approach to this whole problem. I think we have got 
to work out something far more reasonable than to threaten the con- 
sumers may possibly me shut off from their supply of natural gas. 
Furthermore, I do not think that companies like yours, with the in- 
vestment you have made, are likely to take it lying down. 

Mr. Merrtam. I am sure we cannot. 

Mr. Heserton. There is also a release of the 16th, from the Federal 
Power Commission, indicating that the Commission has rejected five 
motions filed by the Phillips Petroleum Co. for cancellation of rate 
schedules covering natural gas services. And they indicate what the 
various companies are. 

Are you aware of that? 

Mr. Merrtam. Only very generally. I have not—during the last 
week I have been otherwise occupied. 
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Mr. Hesevton. Does it indicate to you that the Phillips Petroleum 
Co. is engaged in a campaign of horror? In other words, trying to 
scare the daylights out of the consumer ? 

Mr. Merriam. No;Ihadnotfeltso. . 

Mr. Hesetton. What do you think it means? 

Mr. Merriam. Well, I am not familiar enough with the particular 
case that you are talking about to comment intelligently, Mr. Heselton, 
unfortunately. 

Mr. Heseiton. As of the 12 months ending December 31, 1953, I 
have a statement from the Federal Power Commission showing that 
the net income of the natural gas pipeline companies was $152,898,336, 
and that had increased to $163,826,252, by the end of 1954. 

Does that not indicate in general a pretty healthy condition as far 
as the pipeline companies are concerned ? 

Mr. Merriam. Well, the pipeline companies are healthy, at the 
present moment. In fact, there have been increases in earnings, but 
that is more a reflection of the fact that their facilities have been 
greatly expanded in the last few years. 

Our own company has quadrupled its pipeline facilities and invest- 
ment during the last 10 years. 

I think that kind of thing is generally typical of the pipeline 
situation. 

Mr. Heseiton. The overall investment of the pipeline companies is 
very substantial ? 

Mr. Merriam. Yes, sir; in the neighborhood of $5 billion. 

Mr. Hesertron. And that has been expanded during these recent 
years regularly ? 

Mr. Merriam. It has. 

Mr. Heseiton. You are president of the Northern Natural Gas Co. 
and you are appearing as president and in behalf of the Independent 
Natural Gas Association of America; more particularly in behalf of 
the Independent Natural Gas Association of America. Is that right? 

Mr. Merriam. Yes, sir. 

Mr. Heseiton. What constitutes the Independent Natural Gas As- 
sociation of America; how many companies? 

Mr. Merriam. It includes all of the long-line interstate pipelines, 
of which there are approximately 20. 

Mr. Heseitton. And what is their total capital investment? 

Mr. Merrtam. Well, it covers mostly the $5 billion. 

Mr. Hesston. $5 billion ? 

Mr. Merrtam. That I have mentioned. It covers several hundred 
producers and it covers a few distributing companies. 

Mr. Hesetron. Where are they located ? 

Mr. Merriam. Pretty well scattered. 

Mr. Hesetton. What is the Interstate Pipe Line Division of that 
association ? 

Mr. Merrtam. What is the pipeline? 

Mr. Hesexron. Interstate Pipe Line Division ? 

Mr. Mrrrtam. It is 1 of the 20 companies of long lines, interstate 
natural gas pipeline companies. 

Mr. Heseiton. Will you submit for the record—I will not ask you 
to do it now—submit for the record the names of those companies and 
their locations ? 
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Mr. Merriam. I will be glad to. 

Mr. Heseriron. And their capital investment ? 

Mr. Merriam. Yes. You mean their total property account? 

Mr. Hesexron. Yes. 

We have all been aware of a very extensive campaign that has been 
undertaken during the last few months. I daresay it has reached every 
one of our districts—certainly mine—where committees are set up. 
I believe they call them natural gas and oil resources committees. 
There is no identification other than in that general term. 

Has the Independent Natural Gas Association of America been 
part of that activity ? 

Mr. Merrram. Have they been what? 

Mr. Heseiton. Have they been a part of that activity ? 

Mr. Merriam. No; not as an association ; they have not. 

Mr. Hesetton. Have individual ipeline companies ? 

Mr. Merriam. A number of individual pipeline companies have: 
yes. 
Mr. Hesexron. I believe the Wall Street Journal quoted someone, 
saying that a million and a half dollars had been appropriated to con- 
duct thiscampaign. Is that accurate? 

Mr. Merriam. I do not know what the figures are. 

Mr. Heseittron. Have you any way of determining what those 
figures are ? 

Mr. Merriam. The only way I could determine it is to ask thie 
committee. 

Mr. Heseiron. Who heads up the committee ? 

Mr. Merriam. The committee is headed by Mr. McCollum. 

Mr. Heseiron. What is his address? 

Mr. Merriam. Continental Oil. 

Mr. Heseitron. Have they conducted a countrywide campaign on 
this issue ? 

Mr. Merriam. They have only, insofar as I understand, conducted 
an educational campaign with respect to the issue generally; yes. 

Mr. Hesetron. They describe it as an educational campaign, where 
as some other people describe it as propaganda. 

Mr. Merriam. There is always a difference of opinion; yes, sir. 

Mr. Hesevron. Continental Oil, according to the list I have in front 
of me, controls 3.8 trillion cubic feet of the natural-g -gas reserves of this 
country: is that right? 

Mr. Merriam. I do not know. 

Mr. Hesetron. Can you furnish the committee with a list of the 
people who have been engaged in this campaign ¢ 

Mr. Merriam. I do not know whether that is available or not. 

Mr. Heserron. Are they registered under the Lobbying Act? 

Mr. Merrtam. That particular committee is not. It is purely an 
educational committee. 

Mr. Heserron. Is any portion of its activity registered under the 
Lobbying Act? 

Mr. Merrtam. No. 

Mr. Heseiron. How long have they been in existence? 

Mr. Merriam. It is less than a year. I could not pinpoint it any 
closer than that. 

Mr. Hesevton. Where did they meet to organize ? 
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Mr. Merriam. Where? 

Mr. Heseiron. Where did they first meet to organize; do you know / 

Mr. Merriam. No; I do not know. 

Mr. Hesevron. Have they held several meetings since that time? 

Mr. Merriam. There have been several meetings ; yes. 

Mr. Heseiton. Have you attended any of them? 

Mr. Merrtam. I attended one or two. 

Mr. Hesetton. Where was that? 

Mr. Merriam. I attended one in Chicago, I believe it was. 

Mr. Hesetton. When was that? 

Mr. Merrtam. Last fall. I do not recollect the exact date. 

Mr. Heseitton. Who presided at the meeting ? 

Mr. Merriam. I am hesitating; I have attended a great many 
meetings. 

Mr. Hesevron. I understand. 

Mr. Merriam. As I recall it was Mr. McCollum. 

Mr. Heseuron. Has Mr. McCollum been the most active person in 
this activity ? 

Mr. Merrram. I do not know; he is chairman. 

Mr. Hesetron. Is the committee organized with a chairman, a vice 
chairman, and a treasurer, and secretary, and so forth ? 

Mr. Merrtam. They have a committee; yes; and they have a chair- 
man and a vice chairman. I do not know whether there is a treasurer 
or not. 

Mr. Heserron. I understood you to interpolate in your formal 
statement something to the effect that you or some group agreed to 
the amendments you suggested and that they were the amendments 
that were presented to us last week ? 

Mr. Merriam. Yes. 

Mr. Hesetton. I have forgotten the names of the witness. 

The CHatrman. Mr. Searls. 

Mr. Merriam. Mr. Searls. 

Mr. Hesettron. By the gentleman [Mr. Searls] from Texas, who 
testified ? 

Mr. Merriam. That is correct. 

Mr. Hesetron. When did you agree to that ? 

Mr. Merrram. I believe that was about 2 weeks ago, Mr. Heselton. 

Mr. Heseiton. Where was the meeting held ? 

Mr. Merrtam. A meeting of the pipeline group was held in Wash- 
ington. 

Mr. Heseiton. Who attended ? 

_Mr. Merriam. Representatives of substantially all of the interstate 
pipelines. 

Mr. Heseuron. And were they furnished with a text of the amend- 
ments by somebody ? 

Mr. Merrtam. Yes; they were. 

Mr. Hesetton. Who furnished them with that ? 

Mr. Merrtam. I believe the information came from Mr. Searls. 

Mr. Hesetron. From whom? 

Mr. Merriam. Mr. Searls, who testified with respect to this earlier. 

Mr. Heseitton. Did he indicate whom he represented ? 

Mr. Merrtam. He represented the producers group; yes. 

Mr. Heseitron. Those with the oil companies? 
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Mr. Merriam. Basically; yes. 

Mr. Hesevtron. That is all, Mr. Chairman. 

Mr. Kern. Mr. Chairman. 

The Cuatrman. Mr. Klein. 

Mr. Kuery. Mr. Merriam, may I review this briefly. I think it is 
important. There are three phases, as I see it, in the production and 
consuming of natural gas; that is, the producer, gathering in the field; 
the pipeline company, and then there is the distributor ; is that correct? 

Mr. Merriam. That is correct. 

Mr. Krxry. Does the pipeline company buy the gas from the pro- 
ducers ? 

Mr. Merriam. The bulk of it. 

Mr. Kuern. As a general rule? 

Mr. Merriam. The bulk of the gas is purchased from the producer; 
yes. 

Mr. Kern. By the pipeline companies? 

Mr. Merriam. By the pipeline companies and some of the pipeline 
companies also produce some of their own. 

Mr. Kuern. Yes; [am coming to that in a moment. 

In the case where the pipeline company simply transports this gas 
for the producer, does the producer ever, in other words, deal directly 
with the distributors ? 

Mr. Merrram. There is one pipeline company where they transport 
gas for the distributing company and the distributing company itself 
has negotiated contracts in the field with producers. 

Mr. Kiery, That was my next question. In other words, there are 
cases where the distributors deal directly with the producers, and then 
the pipeline companies serve as the agent for transporting the gas; is 
that correct ? 

Mr. Merriam. Yes, although those are rare. 

Mr. Kuery. Are there any cases where the distributing companies 
own any of the wells? 

Mr. Merrtam. Not if they are purely in the distributing business. 
There are companies, such as our own, for example, that distribute gas 
and transport gas and produce gas. In other words, we produce and 
distribute gas in 105 out of the 149 communities we serve. In that 
case, the distributor 

Mr. Kern (interposing). We have a producer of gas: we have the 
pipeline companies buying some gas and producing gas, and we have 
the distributing companies with some gas, producing gas, and trans- 
mitting it and distributing it. Isthat a fair statement ? 

Mr. Merriam. In combination, yes. 

Mr. Krerx. But the great majority are independent producers; 
would you say that? 

Mr. Merriam. I did not get your question. 

Mr. Kuery. I say in the majority of cases, would you say, that the 
ones who produce the gas are the independent producers; the ones 
who simply own the wells, and have no connection with the distribut- 
ing company or the pipeline company ? 

Mr. Merriam. Yes: that is true. 

Mr. Kiern. And in a majority of the cases, I believe you said, the 
title passes in the field. The field is where the pipeline company buys 
the gas and then put it in the pipelines for transmission to the place 
of distribution. 
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Mr. Merriam. In general, that is true; yes. 

Mr. Kien. That is true? 

Mr. Merriam. Yes. 

Mr. Kuern. And, before the Phillips decision, the contracts were 
made between the pipeline companies and the producers in the field or 
the situs of the field and at whatever price they could arrive at between 
themselves; is that correct ? 

Mr. Merriam. That is correct. 

Mr. Kiern. Now, how has that differed since the Phillips case— 
first, in regard to the price of gas ? 

Mr. Merriam. The situation is the same insofar as producers who 
are willing to take the risk, the uncertainty, as to what the ground rules 
and price will be, and sign a contract with the pipeline company. But, 
they take the risk. 

Mr. Kuen. Tell me—I have heard so much about that here that 
I would like to have you tell me—I want to commend you on your 
statement. It is very clear. This is a very confusing subject. You 
have really made it very clear, but I cannot understand, and we have 
heard that very often, about the chances that they take. What chances 
do they take, if the Federal Power Commission does come in there and 
regulate the sale or the price? How does it differ, in other words, from 
what it was before the Phillips decision ? 

Mr. Merrtam. Before the Phillips decision, when the producer 
entered into a contract with the pipeline, the contract covered specifi- 
cally the prices that were to be paid to the producer, or any producer, 
and the method by which those prices would be determined. 

Mr. Kixr~n. Which would apply in the sale of any commodity; is 
that correct ? 

Mr. Merriam. Yes. The difference between the pipeline, and the 
purchase of gas from the producer, and the sale of practically all other 
commodities, is that we have to buy on a long-term basis, because we 
have to have this investment in our pipeline facilities and distribution 
facilities, and consumer facilities. 

Mr. Kern. I understand. 

Mr. Merrtam. They are protected, and the investment. So, there 
is that difference between the purchase of gas by a pipeline and any 
other commodity, other than that the same general—— 

Mr. Kier (interposing). How would it be different if the Federal 
Power Commission had control, as the Supreme Court says it should 
have? The difference is now that you have a price in the contract— 
let us say it is 10 cents, which is arrived at 

Mr. Merriam (interposing). By arm’s length bargaining. 

Mr. Kuiern. In the same way. 

Mr. Merrtam. Yes. With that price, the producer does not know 
whether that will end up that way, that he will get the 10-cent price, 
or whether he will get 1 cent for his gas, or 2 cents, or maybe nothing. 

The reason that I say nothing is that if the original cost method 
should be adopted, by the Commission, in determining what is the 
reasonable price under the Phillips decision, then, if the cost of the 
well in the lease had been small in the beginning, all of the cost might 
have been written off before the time the gas went into the pipeline, 
or shortly thereafter. 

Mr. Kiern. Now, let me see if I understand it. In other words, you 
feel, or the producers feel, that there is not enough time—I take it 
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now as a practical matter—they could not go to the Federal Power 
Commission and say, “Now, look, we want to enter into a contract at 
such and such a price. Would that be agreeable?” 

Mr. Merrram. Well, they could go to the Commission now and ask 
them that, but I do not see how the Commission at the present time 
could give them any kind of an answer on that. 

Mr. Kern. They might not be able to do it, specifically, but couldn't 
they say, “Now here is what we are going to pay. Here is the figure, 
whatever your figures show that it should be. It either should be the 
cost, or it should be the reasonable market value, or whatever it is.” 
Now, if the Commission says that that is the yardstick we will use, 
now, if you people know that, could you not arrive at a price between 
SORTERETeS which would be binding and which could be depended 
upon ? 

Mr. Merrtam. You would arrive at a price to which, if the Fed- 
eral Power Commission was committed, and the Court supported the 
Federal Power Commission, yes, but you have no assurance that the 
ground rules will not change from time to time with respect to the 
allowance of the price, because the law gives the Federal Power Com- 
mission such a very broad authority. 

Mr. Kirin. Do you know of any cases since the Federal Power 
Commission has been in existence when they agreed for the basis of 
the price and they subsequently changed it to the detriment of the 
companies that entered into such contracts? 

Mr. Merriam. I know some of the companies that think they have 
suffered a detriment because we have one case where the producer is 
endeavoring to cancel the contract because he has been prevented from 
getting an increase in the price of gas to which he was entitled under 
the contract or considered that he had been provided. As I under- 
stood from listening to the Chairman of the Federal Power Com- 
mission’s testimony the other day, I thought they had said quite 
frankly that they just have not physically had time to get around to 
setting any rules, and in the absence of being able to set any rules, they 
had in effect basically frozen the present prices, and only allowed 
them to go up under particular circumstances. 

Mr. Kuern. That is true. I would ascribe in part to the fact that 
the Federal Power Commission itself is in favor of this on 
I am not accusing them of anything, but it is very possible that they 
may have done that because they felt that the law should be amended, 
and they were hoping that it would be. But if they knew that this act 
would not pass and that the Supreme Court decision in the Phillips 
case would be the law of the land, do you not think that they would 
then sit down and work out with the industry some basis whereby 
your contracts could have some form, and so that the parties entering 
into those contracts could depend on them ? 

Mr. Merrtam. I am sure that they would endeavor to do so. The 
problem is a gigantic one, however, of going back to the well in each 
one of the gas purchases, and trying to determine how to enforce the 
existing law. 

Mr. Kier. You see, Mr. Merriam, what I and many people who 
come from consuming areas, are a little concerned about is that there 
may be something behind all this. I cannot frankly see why this great 
fuss is being created over the fact that the Federal Power Commis 
sion may come in there and fix the rates of the sale of gas at the well 
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head. If it is done as it has been before the Phillips decision, and 
worked out satisfactorily, I cannot see frankly how much difference 
there it is going to make. There must be some other reason. We are 
concerned about the fact that if these increases occur, they will be 
passed on to the consumer a thousandfold. I think you were here the 
other day when they testified that the price of natural gas in New 
York City is over 3,000 percent above what it is at the wellhead. It 
was 7 cents, as I recall, and ended up at $2.30. We were a little con- 
cerned if they raise it only a penny. I think those poor people in Texas 
deserve to be taken care of, I want to say to my good friend. But 
we are afraid every time you add 1 penny in Texas, it would be a 
dollar more in New York. 

Mr. Dies. You do not think the price we get for gas in Texas is a 
material consideration in the price you pay in New York? 

Mr. Kern. It does not look like that. 

Mr. Dres. What do you hope to accomplish by regulating the price 
at the wellhead ? 

Mr. Kuiery. That is what I am afraid of. If 7 cents can add up to 
$2.30, 1 penny added down there may be a dollar up in New York. 

Mr. Merriam. No; that cannot happen. The 1 cent stays right 
straight through. One cent cannot possibly become more than 1 cenit. 

Mr. Ktern. Not to the producer. 

Mr. Merriam. To the consumer. 

Mr. Kern. To the consumer it will end up more. 

Mr. Merriam. No. 

Mr. Kern. Why should 7 cents be $2.30 in New York City ¢ 

Mr. Merriam. The difference between the 7 cents in the field and 
the $2, and whatever it is in the consumer price is represented in fully 
regulated transportation costs and distribution costs. Every cent that 
goes on day and night and does not change whether the price of gas in 
the field changes, except only to reflect exactly the price increase in the 
field. There is no spiraling effect on the 1 cent increase in the field 
becoming anything more than a 1 cent increase to the consumer. 

Mr. Kern. That spiral has already taken place. Is that the point 
you make? 

Mr. Fiynt. Mr. Merriam, there has been some testimony before this 
committee that the cost of gas at the tap in New York City is consider- 
ably greater than the cost at the tap in Boston, Mass., which is a greater 
distance from the wells. Are you familiar with that fact ? 

Mr. Merriam. No,sir;Llamnot. Iam a middle westerner. 

Mr. Fiynt. Assuming, then, that it is true, since you cannot state 
that you know it is true, to what do you attribute that fact ? 

_ Mr. Merriam. Assuming that the cost of gas in the field is identical. 
it must be reflected in one of two things; in the cost of transportation 
and distribution, and the particular step in the rate, and the form of 
the rate that the local utility uses for charging for its gas. Different 
local gas distributing companies have different ways of distributing 
the costs, depending on the volume that the consumer uses. Some of 
them will have higher initial steps and they will have lower steps as 
they go down. Your comparisons are not always identical, and they 
are misleading from that standpoint. You might end up with the 
same average cost paid by the consumer if he used the same amount of 
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gas in one city as another, and still come out with different steps in 
the rates. 

Mr. Kier. I have just one or two more questions. 

Mr. Harris. Mr. Chairman, would the gentleman yield on that 
point? I think there has been so much confusion on it that it would 
be advisable to clear it up so that we could know just why there is this 
difference. I have had prepared a memorandum which contains in- 
formation from the Federal Power Commission. The Consolidated 
Edison Co. of New York manufactures and sells gas in the Boroughs 
of Manhattan, Bronx, and in the First and Third Wards of Queens 
and in the more populous parts of Westchester County. Natural gas 
is supplied directly to the consumers in Westchester County and in 
some areas of the Bronx and Queens. The company is changing over 
the remainder of Queens to natural gas supply. Natural gas was first 
received by the system on January 10, 1951, and was used as a gas 
making material starting at a plant in January 1951, and at Astoria 
plant in March 1951. Since May 1951, the company has been con- 
verting consumer service from mixed gas to natural gas. In 1953, 
28 percent of the gas energy supplied to the consumers was in the form 
of straight natural gas. The rest was mixed gas, and manufactured 
gas with natural gas used in manufacturing process principally as a 
substitute for enriching with oil. The company plans to serve the 
entire system with natural gas by the fall of 1958. 

Therein lies the explanation, because very little natural gas is going 
into the system, most of which is manufactured gas, which is about 
half the B. t. u. content of the natural gas, and consequently is a lot 
more expensive than the natural gas that is being introduced into 
that system. 

In Boston, it is not manufactured gas. It is natural gas that goes 
in with a long line that was put in there just a short time ago. I think 
that should clear it up. 

Generally the “age very as to why New York City is paying so much 
per thousand cubic feet of gas more than Boston is because of the 
difference in the type of fuel that goes into the two systems. 

Mr. Heserron. Will the gentleman yield? What is the difference 
in price? 

Mr. Kern. Between Boston and New York? 

Mr. Hesetton. Yes, 

Mr. Kriern. About a dollar, I believe. You worry about Boston 
and let me worry about New York. 

On page 5 of your statement, Mr. Merriam, you say, “The producer 
no longer knows what price he can or will receive for the gas he sells 
in interstate commerce.” 

Your answer, I believe you made before, was because of the fact that 
the Federal Power Commission can come in there after he has made 
his contract and say you cannot get that much for whatever reason 
they may want to give. 

Mr. Merriam. That is right. 

Mr. Kier. Is that the only thing that the producers fear in the 
Federal Power Commission? Do they do anything else in the produc- 
tion of gas or the supply or anything of that kind ? 

Mr. Merrtam. You probably ought to ask that of a producing wit- 
ness, rather than me. 

Mr. Kiern. Your company produces gas, too, does it not ? 
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Mr. Merriam. Yes. As far as I understand it, there are several 
other factors involved. I may not state them completely. One of 
them, of course, is the pure redtape problem that they necessarily have 
to go through in filing an application with the Federal Power Com- 
mission each time they make a new sale of gas to an interstate pipe- 
line company. The redtape that is involved, I assure you, is quite 
substantial. I don’t mean that critically. 

Mr. Kue1n. It is no more than you have to file right now as a pipe- 
line company. im 

Mr. Merriam. That is correct, but we as a pipeline company are 
pretty well hardened to it, and we have organizations built up who do 
nothing but prepare applications for filing. Certainly it would be 
quite a time consuming and expensive matter both for the producer 
and the Federal Power Commission to have to process all these indi- 
vidual applications. Not only that, but the time consumed in being 
able to connect a gas supply is increased very much, because the pro- 
ducer—and there is one pending case as I understand it before the 
Federal Power Commission now where the construction of the line is 
delayed because there are problems involved in the producer getting 
his Federal Power Commission approval—it is necessary for the con- 
nection of the gas supply to the pipeline. It is just one more compli- 
cation that makes it harder for us to do our job of getting gas for the 
consumer. 

Mr. Kier. I am trying to see if there was not some place where 
we could all meet and agree on some type of legislation here. I am 
just wondering if there were not some regulations of the Federal 
Power Commission in effect, or one that could be initiated which would 
provide specifically in advance just what steps have to be taken in the 
fixing of these prices. I don’t like the term “fixing prices,” but in 
determining at what price the gas should be sold. In other words, if 
that were known in advance, it might be more simple and obviate this 
difficulty which you feel. 

Mr. Merrtam. That is what the Harris-Hinshaw bills provide. They 
put the burden 

Mr. Kier. I don’t want to go as far as the Harris bill. I would 
say if we had the Federal Power Commission in there with some 
understanding 

Mr. Merriam. The difference is that the Harris-Hinshaw bills put 
the burden on the pipelines who are organizations who are equipped 
to do this kind of thing. It takes the burden off the individual pro- 
ducer who is scattered around over the various fields. While the 
pipelines are not looking for any burdens, I assure you, it is one that 
we think is a reasonable burden for us to assume in the interest of 
getting a better gas supply for the consumer. 

Mr. Kiery. What is that burden you are talking about? The fact 
that you do the filing ? 

Mr. Merriam. We are the ones that have to file with the Federal 
Power Commission on the approval of contracts. The producer will 
not have to file an application for permission to sell or for permission 
to connect. 

_Mr. Kirn. Would the Federal Power Commission have jurisdic- 
tion over the price between the pipeline company and the producer ? 

Mr. Merrtam. In the new contracts, the Federal Power Commission 
would have full jurisdiction because they would have the right to 
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reject a contract that did not have a reasonable market price in it. 
The rejection would be done through the pipeline instead of through 
the producer. I think that is a more workable system. 

Mr. Kuen. Would not it have the same effect if the Federal Power 
Commission could come in and reject the price you arrived at? Would 
that not still have an element of doubt as to what the final price of 
the producer would be ? 

Mr. Merriam. Not if they follow the provisions of the Harris- 
Hinshaw bills, as I understand them, because that approval would 
be received in advance by the Federal Power Commission, and they 
would be committed in advance that the price is reasonable. If the 
price is not reasonable, there is no sale. 

Mr. Kern. So you say that the effect of the Harris bill would 
simply mean that instead of the producing company filing all these 
applications with the Federal Power Commission, it would be done 
by the pipeline company ? 

Mr. Merriam. In the first place, you would eliminate one set of 
applications entirely. The certificate applications would be com- 
pletely eliminated. You would have only one set of applications and 
those would be the applications by the pipeline company. They might 
take in a group of contracts and not each individual contract at one 
time, and clear a whole group of contracts with the Federal Power 
Commission, and that cuts down the time element. 

Mr. Kierx. Then would you not be satisfied if we said under the 
Phillips decision that the Federal Power Commission should have 
the authority or the right to permit the filings not by the producing 
company, but by the pipeline company, and have every other incident 
of regulation involved there ? 

Mr. Merrtam. Where does price regulation go then? Price regula- 
tion would be on the producer ? 

Mr. Kier. The price regulation would be there. You are talk- 
ing now about the onus, and the burden of filing the applications, 
in all these different forms, and the red tape as you called it, by the 
producing companies. I go along with you, and say let us take it 
away from them. But leave all the other incidents of regulation 
there, including price regulation. 

Mr. Merriam. That is what the Harris bill does, precisely. 

Mr. Kiern. Would you not be satisfied if it could be done adminis- 
tratively ? 

Mr. Merriam. You are still left with the price question. Does the 
Federal Power Commission have authority over price regulation or 
does it not ? 

Mr. Kier. Do they have it at the present time with regard to the 
pipeline companies? 

Mr. Merrtam. Under the Phillips decision ? 

Mr. Krery. At the present time. The Phillips decision has not 
affected the pipeline companies at all, has it ? 

Mr. Merriam. It has affected them to the extent that there is less 
gas available than there was before. 

Mr. Kier. That is questionable, but we will not argue about that. 
My point is this: You say at the present time and prior to the Phillips 
decision, the pipeline companies have been subject to price regulation 
by the Federal Power Commission ? 
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Mr. Merriam. As far as the transportation of our gas is concerned 
that is certainly correct. 

Mr. Kern. I would like to see the price regulation by the Federal 
Power Commission in effect as regards the sale of the gas to the pipe- 
line company, but take away from them this great burden of filing 
the applications with the Federal Power Commission. Would that 
satisfy the industry ? 

Mr. Merriam. The thing that I still don’t understand is how is the 
price of gas between the producer and the pipeline determined ? 

Mr. Kier. The same as it is determined now, by an arms-length 
bargaining. 

Mr. Merrtam. You mean before the Phillips decision ? 

Mr. Kier. Even now. Now they cannot because all you say the 
Federal Power Commisison did to get out from under is simply freeze 
the price and do nothing more than that. But if we had regulation 
as the Phillips decision says we should have, as I understand, could it 
not be done that way? Have the pipeline company go in there and 
bargain with the producer what the price should be, and have all the 
filings made by the pipeline company, the purchaser. 

Mr. Bennerr. Will the gentleman yield / 

Mr. Kuern. I promised to yield to Mr. Harris. Do you still want 
me to yield ¢ 

Mr. Harris. I think so, to inject a very important thought here. 
That authority is to be used by the Federal Power Commission only in 
case it is necessary to pass increased cost on to the consumer. If the 
consumer does not have to stand any of the increased cost, then it is 
not necessary for those contracts to be determined by the Federal 
Power Commission. Is that not right ? 

Mr. Merrtam. That is correct. 

Mr. Kiern. Now we have another gimmick, or addition 

Mr. Harris. I object to the word gimmick. It is a protection to the 
consumer. 

Mr. Kux1n. I will take the gimmick out. What seems to me that 
what the industry is disturbed about so much is the redtape or filing 
with the Federal Power, and if we would agree that it should be done 
by the purchaser, it just means a little extra work, it would be better. 
But to leave in there all the other features of the regulation of the 
price, as I see it, unless there is something in the Federal Power Com- 
mission regulations which militates against it, it certainly could be 
arms-length bargaining between the producers and the pipeline com- 
pany as it is today, or as it was before. Would that be possible and 
would that solve all this difficulty, and all this, I would say, miscon- 
ception? I would agree there is a great deal of misconception about 
the whole thing throughout the country, and I would like to help every- 
one concerned. I also want to be sure that we in the cities are not going 
to be saddled here by ever increasing costs. 

I yield to the gentleman from Massachusetts. 

Mr. Hese:ton. Some time ago in answer to a question to my col- 
league, Mr. Klein, you mentioned the redtape, expense and delay in- 
volved in the processing of these applications. We have heard that 
frequently in the hearings. I think it would be useful to the com- 
mittee to have something specific. I assume you have made an appli- 
cation for your company fairly recently ? 
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Mr. Merrram. An application for a certificate for this ‘year's 
construction program was made piecemeal, and then it was filed in 
revised form about 6 months ago. 

Mr. Hesston. Has that been completed ? 

Mr. Merriam. No. The hearings have been recessed and not con- 
vened yet. 

Mr. Heseiton. Could you supply the committee with the factual 
statement as to the time, the people involved, and the expense involved 
in the last completed application, so that we in turn, if the chairman 
sees fit, could submit that to the Federal Power Commission, and let 
them comment on it in terms of the reasonableness of the work that 
had to be undertaken ? 

What I am getting at is this. We get the general statement that 
this is going to be a terrific burden on every producer. It is said it 
will be expensive and time-consuming. What I would like to get is 
what actually happens, and then ask the Federal Power Commission, 
if the chairman approves, to comment on the reasonableness thereof. 
In other words, it may well be that the Federal Power Commission 
procedures that they are following could be stepped up. I think we 
ought to get some exact information rather than generalities. 

Mr. Merriam. I will be glad to get you one. I want you to be sure 
you understand I am not being critical of the Federal Power Commis- 
sion procedures. They are working on improvements, but there are 
certain things that have to be done. 

Mr. Hesexton. I understand. But I think we ought to get exact 
information in the record, rather than generalities. 

Mr. Merriam. I will be glad to do that. 

The Carman. I understood you to say, Mr. Merriam, that your 
application was for construction during this year. That is pipeline 
construction ? 

Mr. Merriam. Yes. 

The Cuarrman. I thought there might be a little misunderstanding 
there as to the type of application. That is an ordinary application 
which you file any time you have additional construction underway, 
is it not? 

Mr. Merrtam. That is correct. 

The Cuarrman. That would not, then, be comparable to an applica- 
tion that would have to be filed—already I believe there are something 
like 4,000 on file—by a producer. There would be a difference there. 
I wanted to be sure that I understood what the gentleman from Mas- 
sachusetts wanted in that regard. Whether it is a pipeline applica- 
tion for construction or whatever it might be, or whether he referred 
to the producer who now has to file an application for a certificate of 
convenience and necessity. 

In other words, the time element, I think, might be quite different 
insofar as the processing of the application is concerned. 

Mr. Heseiton. That is quite possible. 

Mr. Merriam. The chairman is quite right on that. 

Mr. Hrsetton. If that isso, I will withdraw that request. 

The CHarrMan. It is entirely all right to get the information. | 
thought we ought to understand exactly what we are getting. 

Mr. Heserton. I would like to see what actually happens in your 
own experience. I would like to have the Federal Power Commis 
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sion i us why it was necessary to do that. Then perhaps we can go 
further. 

Mr. O’Hara. Mr. Chairman, are we under the 5-minute rule this 
morning ? 

The a No, but the gentleman from New York has yielded 
rather liberally up to this point. 

Mr. O'Hara. Will the gentleman yield? 

Mr. Kuxrn. Yes, but I promised to yield to Mr. Bennett. 

Mr. Bennett. I wanted to clarify the thinking of the gentleman 
from New York. As I see it, it makes no difference in the end result 
under Mr. Harris’ bill whether the Commission regulates the market 
price as far as the  aagaoe is concerned, or whether they regulate the 
producers’ price. You get to the same result. The trouble you are 
having, is not in where the price is fixed, but how the price is fixed, 
or how the price is arrived at. 

In other words, the Harris bill formula is reasonable market price. 
If you can say that in determining reasonable market price the Com- 
mission may take into consideration the cost of production, I think you 
are getting at what you are interestd in. But if you do not permit 
the Commission to consider cost, then what the gentleman from New 
York is talking about is immaterial, because whether you regulate 
the producers’ price makes no difference except technically you leave 
the producer out of it, as far as Mr. Harris’ bill is concerned, but you 
do control his price, so you come out at the same point. 

Mr. Kier. I might say because of my liberality in yielding, I have 
not gotten to that point. I had intended to get there. Does the gentle- 
inan from Texas want me to yield to him ? 

Mr. Dies. Yes. My colleague from New York is very much inter- 
ested in this question of the price at the wellhead. He seems to be 
under the impression, as many proponents of this Federal regulation 
are, that if they can regulate the price to the producer, that they can 
get cheaper gas to the consumer. What in your opinion would be the 
effect if the Power Commission were to lower the price from, we will 
say, 9 cents on an average, to 8 cents? What effect would that have 
on the consumers that you serve or that the distributing companies 
serve 4 

Mr. Merrram. On the consumer ? 

Mr. Dres. Yes. 

Mr. Merrram. It would be 1 cent a month on a cooking customer. 

Mr. Dries. What do you think the effect would be upon the thousands 
of producers upon whom we must rely to hazard their money in an 
attempt to find new gas? 

Mr. Merrtam. Obviously, there, anything more than you pay the 
producer operates as a greater incentive to him to go and get addi- 
tional supplies. 

_Mr. Dres. Let me ask you another question. Let us assume that the 
Federal Power Commission has the authority and in time it becomes 
political, and in obedience to political clamor from the consuming 
areas they continue to lower the price to such a point as to discourage 
interstate sales. What will happen intrastate? What will be the 
effect of price fixing in the State of Texas or Oklahoma when the pro- 
ducers reach the time that they feel they are not getting a fair price 
for their gas? Mr. Heselton, for whom I have a very high admiration 
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and very deep regard, says there is nothing to this threat. The idea of 
the Chairman of the FPC is that it will encourage intrastate use. 

What do you think will be the effect of that ? 

Mr. Merriam, I do not think it ought to be considered as a threat. 
We don’t consider it as a threat in the pipeline business. In our coun- 
try, for example, if you arbitrarily reduce the amount of money that 
you would pay for beef, you just would not have as much cattle raised. 
I would not consider it a threat on their part to stop raising cattle or 
wheat or corn or anything else. They would just put their money in 
something else. 

Mr. Dres. If the question of price becomes a political matter, and 
you only have seven producing States, and the rest are consuming, 
you can of course visualize candidates running on a platform of cheap- 
er prices. Ultimately, will that not have the effect of depriving your 
company and the consumers of an adequate supply of gas? Is that 
not the question that is involved ¢ 

Mr. Merrtam. Yes, anything that you do to reduce the incentive 
for someone to go out and look for gas, and it is an expensive kind of 
deal, because we have done some of it, cannot do anything but reduce 
the volume of gas that is made available. To what extent it reduces 
it, nobody here in this room can predict. 

The amount of gas that is required by the consumers is so large in 
relationship to the new discoveries and the new amounts that are made 
available that it becomes extremely important that you keep that 
incentive there for the people to produce the gas that we as consumers 
want. 

Mr. Dres. Do you know of any business that is more highly com- 
petitive than gas production ? 

Mr. Merriam. It is certainly highly competitive. I haven’t any 
comparison. 

Mr. Dries. Do you know of any precedent for seeking to regulate 
a business that is highly competitive, that is not a utility and not in 
the nature of a monopoly ? 

Mr. Merriam. I donot know of any offhand, no. 

Mr. Dres. That isall. Thank you. 

Mr. Kuiern. Just one question. I don’t want to yield to an exposi- 
tion of political theories here. 

Mr. O’Hara. Mine is a very practical question. You speak about 
the redtape involved. Just how much redtape is involved, Mr. Mer- 
riam, when one of these little distributors wants to add a little town! 
How long does it take him and how many weeks do they spend down 
here and how much money do they spend to add one little single town 
more onto their distributing system? I think it would be well if we 
had a little example of that in the record. Could you furnish us with 
that or could you give us the information from where it could be 
furnished ? 

Mr. Harris. Will the gentleman yield? 

Mr. O'Hara. This is a very practical question. I have not had the 
floor. 

Mr. Harris. Congress last year passed a law that the Federal Power 
Commission does not have that jurisdiction. That goes to the States 
now. 

Mr. O'Hara. It has been running right along, I know that. 
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Mr. Harris. Not since last year. The Hinshaw bill was passed out 
of this committee and passed the Congress. 

Mr. O’Hara. We have no State utility commission body that passes 
on gas or electric utilities rates in Minnesota. 

Mr. Hinsuaw. If there is no State regulatory body having juris- 
diction, then the Federal Power Commission has jurisdiction. 

Mr. O’Hara. That is right, so we come right back to the Federal 
Power Commission. 

The Cuatrman. Mr. Klein, have you any further questions ‘ 

Mr. Kuern. Yes. I started out perhaps in a very circuitous way 
to get my point. I would assume since Mr. Bennett so kindly helped 
me out that on page 6 of your statement you make this statement in 
line with what he said about Mr. Harris’ bill, “It frees the producer 
from Federal Power Commission control at the same time that it 
provides for the Federal Pow er Commission to pass upon the prices 
paid producers by pipelines.” So the Federal Power Commission still 
has the authority to regulate that price, so tospeak. Is that not sof 

Mr. Merriam, Yes. 

Mr. Kern. It seems to me that the big fight here is about the fact 
that if the Federal Power Commission under the Supreme Court de- 
cision is to regulate the producing company, then it is done under the 
guise or under the permission to regulate public utilities. Is not that 
the core of the whole thing? Then the cost. comes into play with 
regard to the price that eventually is charged. Is that not so? 

Mr. Merrram. Yes, the cost of the product that we buy and trans- 
port. 

Mr. Kuxrn. That is right. That is what the people do not want. 
That is what the producers do not want, is that correct? They want 
to have this price fixed either as a reasonable market value or market 
value, but not based on the cost? 

Mr. Merriam. They want the freedom of sale of gas as a commodity 
that any other seller of a commodity has. In other words, the com- 
petitive level determines the price. 

Mr. Kier. They do not want the cost to be a factor in determining 
what the reasonable price of the gas is. If it were a public utility, and 
therefore the Federal Power Commission had the right to regulate, 
then the price would be fixed on the cost of the commodity. 

Mr. Merriam. By the cost, I assume you mean not the cost of the 
gas, but the cost of the leases and the cost of the facilities used in pro- 
ducing the gas. 

Mr. Kier. Whatever the regulations of the Federal Power Com- 
mission are. 

Mr. Merrtam. As I understand, they say that is not a factor that 
should be considered in determining what the fair or reasonable 
market price is, because of the fact that the cost of drilling a well, and 
the cost of acquiring leases, and the relationship to dry holes and other 
expenses make the job of determining what the cost was of selling gas 
from a particular well something that has nothing to do with what 
they can sell it for. 

Mr. Kiery. Whatever your reasons may be, and they may be good 
ones, isn’t that the fundamental question involved here? The fact that 
if the Federal Power Commission is to regulate the producer, it will 
do so by the fact that the producer is a public utility, and if they did 
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that, then the cost would be maybe not the primary factor, but at least 
certainly a factor to be taken into consideration in determining what 
the price should be. 

Mr. Merriam. I am not sure that it is in the interest of the con- 
sumer to use cost. 

Mr. Kiern. I did not ask you that. Let me worry about the con- 
sumer a bit. Will you read the question to him ? 

(Question read by the reporter.) 

Mr. Merriam. It is a factor, certainly. Whether it is the factor, I 
don’t know. 

Mr. Kiern. You don’t think or the producers don’t think it should 
be a factor at all? 

Mr. Merriam. My understanding of the producer position is that 
in determining the price of a commodity that is for sale as gas is, the 
cost of producing it is not one of the factors that should be utilized in 
determining the price. I was really going to tie in my previous state- 
ment to that, because the cost of producing it may be in excess of the 
market price as well as it may be under the market price. You could 
end up with a situation where if you put too much emphasis on the 
cost of the facilities and the cost of producing, you are going to have 
all the high-cost gas going into the interstate market, and all the low- 
cost gas going intrastate, because they can automatically get their 6 
percent return on their cost, no matter how prohibitive the cost is. 

Mr. Kiern. Thank you very much. 

The Cuarrman. Mr. Hale. 

Mr. Hate. Mr. Merriam, are any of these interstate pipeline com- 
panies common carriers ? 

Mr. Merriam. No, they are not as far as I know. 

Mr. Hate. I have asked this of several people, and I would like 
to get an answer from you. Why is that the case? 

Mr. Merriam. I think it largely ties in with the fact of this long- 
term contract commitment that you have to make both on the produc- 
ing end and on the selling end. For example, in our own territory, 
we sell gas at wholesale for 349 communities. We are the sole source 
of natural-gas supply for those communities. The gas utility signs 
up with us for a certain amount of our capacity. They count on hav- 
ing that capacity day in and day out, and they are entitled to that 
day in and day out. They have to have the gas because if they do not 
get it from us, they do not have any other place of getting it, except 
as they can use peak shaving facilities, which is a minor percentage. 
So, for example, our entire capacity is contracted to the utilities for 
those 349 towns. If somebody came to us and said, “We want to use 
some of your capacity,” we would say we haven’t any capacity avail- 
able for you because it is all contracted for and needed by the gas 
utilities for these 349 towns. 

Mr. Hate. You have contracts with various distributors to supply 
them with gas. 

Mr. Merriam. That is correct. 

Mr. Hatz. And in order to fulfill your obligations under those con- 
tracts, you have to buy gas at the other end of your pipeline. 

Mr. Merriam. At the other end of the pipeline we have to in turn 
make long-term contracts, because we have to be sure that we can per- 
form on our contracts with the gas utilities. 
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Mr. Haz. Having long-term contracts at one end of your pipeline, 
you have to have long-term contracts at the other end of your pipeline. 

Mr. Merriam. That is correct. 

Mr. Hate. Is there any analogy between the natural-gas pipeline, 
and the crude-oil pipeline? 

Mr. Merriam. Not from that standpoint, no. I don’t think there 
is. They can take short-term commitments and they can do other 
things with their gas. 

Mr. Hate. The crude-oil pipeline does not have long-term con- 
tracts at either end. 

Mr. Merriam. The people can take it out and store the products 
at the end of the line when they get them. They don’t have to meet 
instantaneously the demand for gas as we as pipelines do. 

Mr. Hate. It is not serving a distributing system, the same as the 
gas pipelines; is that correct? 

Mr. Merriam. It is more like an electric company. You have to 
have an instantaneous delivery of your product. 

Mr. Hatz. Which is more like an electric company? 

Mr. Merriam. The gas pipeline. 

Mr. Hate. That is right. That is all. 

The CHatrman. Mr. Harris. 

Mr. Harris. Mr. Merriam, I believe you did state a moment ago 
how much gas your company transported and sold. 

Mr. Merriam. In 1954, we transported and sold 273 billion cubic 
feet. 

Mr. Harris. What part of that went to local utilities for distribu- 
tion ? 

Mr. Merriam. I do not have the exact figure in mind. I would have 
to separate it if I did because the 105 towns that we serve directly, the 
gas goes to the local distribution system from the pipeline company. 

Mr. Harris. You have substantial industrial sales? 

Mr. Merrtam. Yes. Out of 273 billion feet of annual sales in 1954, 
150 billion cubic feet went for use by large-volume industrial off- 
peak customers, both direct sales by the pipeline and sales for resales 
to utilities for resale for industrial purposes. 

Mr. Harris. What part of that 150 billion were direct sales by you, 
and what part went to the local utility distributing companies for 
industrial resale purposes ? 

Mr. Merriam. I don’t have the exact figure but my recollection is 
that one-third of that would be by direct sale by Northern. 

Mr. Harris. And two-thirds would go through utility distributing 
companies to industrials ? 

Mr. Merrtam. That is correct. 

Mr. Harris. Would you say that your company represents an aver- 
age in connection with that operation ? 

Mr. Merriam. No. It varies all over the lot. I would guess, if 
anything, we might be slightly on the high side with something over 
half of our gas going for that industrial purpose. 

Mr. Harris. Could you say whether or not the trend in direct sales 
by interstate gas companies has been downward for industrial pur- 
poses or has it increased ? 

Mr. Merrtam. I don’t know what that would be, Mr. Harris. It 
would be primarily a factor of where new industries happen to be 
located and whether they are inside a town. 
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Mr. Harris. Have not a number of these large interstate gas com- 
panies provided underground storage in order to store their gas during 
the off seasons to have it available there for the increased demands 
during the peak seasons ¢ 

Mr. Merriam. Yes. 

Mr. Harris. How substantial is that ¢ 

Mr. Merriam. I don’t know what the figures on that would be vol- 
umewise. 

Mr. Harris. There is an underground storage company in Penn- 
sylvania, is there not ? 

Mr. Merriam. Yes, sir. 

Mr. Harris. And one in Ohio. 

Mr. Merriam. It is an increasing trend. 

Mr. Harris. You have one near C hicago, do you not ? 

Mr. Merriam. Yes. We have one in Iowa that we are working on. 

Mr. Harris. And there is one contemplated near Washington here; 
is that not true? 

Mr. Merriam. That is correct. 

Mr. Harris. With this type of operation, more natural gas would 
go to residential and commercial consumers, and less to the industrial 
users. 

Mr. Merriam. Percentagewise that would tend to be true, ves. 

Mr. Harris. If the Phillips case were to prevail, every gas pro- 
ducer in this country would become a public utility; is that not true? 

Mr. Merriam, In effect, ves. 

Mr. Harris. And regardless of how big or how small that company 
might be, or that individual, he would be required to file the entire 
information with the Federal Power Commission as all utilities are 
required. 

Mr. Merriam. As long as he sold gas in interstate commerce, ves. 

Mr. Harris. If the Phillips case » philosophy remains, the Federal 
Power Commission will necessarily have to make a determination on 
the price of gas as a general policy or procedure; is that not right? 

Mr. Merriam. That is correct. 

Mr. Harris. The Federal Power Commission did, then, take action 
following that case with its order 174, did it not ? 

Mr. Merriam. Yes. 

Mr. Harris. That was amended, I believe, by what was referred to 
as order 174 (b), is that not true ¢ 

Mr. Merriam. (a) and (b), yes. 

Mr. Harris. Under that procedure, the Federal Power Commis- 
sion by that order arbitrarily selected a price as of the 7th of June 
1954, did it not ? 

Mr. Merriam. Yes, in effect, that is what they did. 

Mr. Harris. In other words, it set the price on every independent 
producer of the Nation as of that date. 

Mr. Merriam. That is correct. 

Mr. Harris. Consequently there were no criteria, there was noth- 
ing used to come to a decision as to whether or not that was a rate 
based on cost, reasonable, or anything else; is that not right? 

Mr. Merriam. That is correct, at that time. 

Mr. Harris. Consequently, that price was then set by arbitrary 
action of the Commission. 
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Mr. Merriam. I think so. 

Mr. Harris. I do not mean that critically speaking. I am speak- 
ing as a matter of fact. 

Mr. Merriam. I think that is correct. 

Mr. Harris. In other words, every producer in this Nation was 
required to file all of these papers, and all of this information with 
the Federal Power Commission by a certain date. I think that date 
was extended a couple or three times. 

Mr. Merriam. It was extended at least once. 

Mr. Harris. How many copies do you have to file / 

Mr. Merriam. I don’t know. 

Mr. Harris. Isn’t it some 19 or 20? 

Mr. Merriam. Something like that. 

Mr. Harris.. Is it not true that one company sent a large truck 
in order to bring to the Federal Power Commission its reports as was 
required ? 

Mr. Merriam. I so understood. 

Mr. Harris. That was a large truck that came from a long way to 
dump that on the Federal Power Commission, was it not? 

Mr. Merriam. I assume so. 

Mr. Harris. Are you in a position to know whether the Federal 
Power Commission, or any of its personnel that it has down there, 
has been able to take the strings off it yet 

Mr. Merriam. I do not know. 

Mr. Harris. Should the Federal Power Commission decide then— 
which it ultimately must decide if the Phillips case prevails—and 
gets away from the arbitrary action, it must make a decision on two 
bases; either the reasonable market price, whether it is in the field 
or not—and this bill provides in the field—and it must set that rate 
on the basis of a reasonable market price, or it must do it on cost of 
production, must it not ? 

Mr. Merriam. It seems to me those are the two alternatives, yes. 

Mr. Harris. Do you know of anything else that the Commission 
should use as a basis / 

Mr. Merriam. I don’t at this time, but of course I have not made 
any full study of it. 

Mr. Harris. How long have you been in the gas business? 

Mr. MerrtaM. 25 years. 

Mr. Harris. You know something about the production of gas, 
do you not? 

Mr. Merrtam. Something about it. 

Mr. Harris. You know something about the exploration program. 

Mr. Merriam. Yes, sir. 

Mr. Harris. Purchasing of leases? 

Mr. Merriam. Yes, sir. 

Mr. Harris. It is highly competitive, is it not? 

Mr. Merrram. It certainly is. 

Mr. Harris. In fact, you try to, in every way in the world, keep one 
of your competitors from getting a little piece of information about 
certain leases that you want, do you not? 

Mr. Merrtam. We go out of our way, yes. 

Mr. Harris. Do you know any industry that is as highly competitive 
as the field of exploration ? 

Mr. Merriam. I don’t know how it could be more competitive. 
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Mr. Harris. Then the seismograph work is extensive, is it not? 

Mr. Merriam. It is. 

Mr. Harris. Some people have great crews to go out. 

Mr. Merriam. Yes. 

Mr. Harris. Other people take a stick with a knot on it and go 
around, don’t they ? 

Mr. Merrram. I have not seen any of those lately. 

Mr. Harris. But you know of them. 

Mr. Merriam. I have heard of such people. 

Mr. Harris. I can tell you one that has been pretty successful with it. 

Mr. Merriam. We don’t have any in our company. 

Mr. Harris. But nevertheless there are various procedures of trying 
to find where there might be gas or oil. 

Mr. Merriam. That is right. 

Mr. Harris. That may become a very expensive operation or it may 
in some instances be just good luck, as someone referred to a few days 
ago. 

Mr. Merriam. Ordinarily it is quite expensive. 

Mr. Harris. Would there be, in your judgment from your 25 years 
of experience, any way in the world that any Government agency 
could take all these operations and costs so varied in the various 
areas—leases, locations, and sections of the country—and make any 
thing like a fair and just determination based on cost / 

Mr. Merriam. I don’t think they could. 

Mr. Harris. It would be an impossible task, would it not? 

Mr. Merriam. It would certainly seem so to me, yes. 

Mr. Harris. You gave a st: itement that I want to join Mr. Klein in 
complimenting you on, because it is a concise statement on this problem. 
I would like to ask you a little bit about the new language proposals 
that are made. Before I do that, Mr. Heselton seemed to have indi- 

cated, at least the way I understood it in my own mind a moment ago, 
that there was some great wrong committed by the people in the indus- 
try getting together ‘and talking over some of these problems. Is that 
any ‘different from any other group or organization throughout this 
country, and isn’t that the procedure when legislation is considered in 
the national Congress ? 

Mr. Merriam. I don’t know how you would do it otherwise. 

Mr. Harris. In fact, it is the same procedure used by farmers and 
labor and utilities and everybody else. 

Mr. Merrram. That is correct. 

Mr. Harris. And postal employees, ee just said, too. 

Mr. Heseuron. Will the gentleman yield? I did not tend to indi 

cate that I disapproved of them getting together. I wanted to know 
if they did get together. 
Mr. Harris. I well understood the gentleman’s question together 
with the implication that went with it. 

Now, persons who are familiar with these programs, if they have 
anything fo present, must get together and try to work out some thing 
that’ would-be applicable to the particular problem; is that not true! 

Mr. Merriam. I[t certainly is. 

Mr. Harris. You must have mn matters of this kind, which are 50 
highly techni¢al, economists, lawyers, and those who are im the prac 
tical operation of the business, do you not ? 

Mr. Merriam. Thatis true. 
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Mr. Harris. [ want to ask you about the first amendment you pro- 
pose on page 2. Do you have the bill there before you ? 

Mr. Merriam. Yes. 

Mr. Harris. It is observed that you, as did Mr. Searles, who ap- 
peared here representing the industry, both the producers and some of 
the interstate natural gas companies, offered on page 2, line 25, after 
the word “considering”, “whether such price has been competitively 
arrived at.” 

Do you mean there such price as to be the reasonable market price, 
or do you mean such price refers to the new renegotiated contract 
price ¢ 

Mr. Merriam. It refers to the reasonable market price. 

Mr. Harris. The interpretation that has been placed on the intent of 
the criteria here was on the basis of a new renegotiated contract. 

Mr. Merriam. That is right. 

Mr. Harris. These other provisions here were establishing criteria 
to determine whether or not that contract price did come within the 
provisions in an effort to protect the consumer. 

Mr. Merriam. That is correct. 

Mr. Harris. On page 3, line 5, it is not an amendment, but an effort 
to clarify the language—Mr. Bennett brought it up several days ago— 
The Commission shall allow the natural gas company to charge as an operating 
expense for the natural gas purchased under the contract only such market 
price— 
and so on. 

Should the Commission determine that the market price in the 
field—the reasonable market price in the field where produced—was 
greater than the contract price, is it intended that the contract price 
would prevail, or would your company get a little windfall there, and 
have the market price ? 

Mr. Merrtam. We would not expect to get a windfall. We would 
expect that the contract price would prevail. 

Mr. Harris. The intent is to stay with the contract price ? 

Mr. Merriam. Certainly, sir. 

Mr. Harris. That is what I meant that this whole matter refers to 
the language “new or renegotiated contract”. 

Mr. Merrtam. We certainly so interpreted it. 

Mr. Harris. That is the basis. 

Mr. O’Hara. Will the gentleman yield at that point ? 

Mr. Harris. Yes. 

Mr. O’Hara. Would it not also be true, Mr. Merriam, under the 
Phillips decision that the Federal Power Commission might allow a 
greater price than the contract price ? 

Mr. Merriam. Yes. 

Mr. O’Hara. That is now the situation. 

Mr. Harers. On the other hand, the Commission might determine 
that the contract price was greater than the field price, and therefore 
you would be caught. 

Mr. Merrtam. The thing we wanted to be sure that the pipelines 
didn’t end up with was having a contract commitment to pay a con- 
tract price that was greater than a Commission determined price, and 
be left with no place to go with the difference between there, where we 
have present commitments now outstanding. 
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Mr. Harris. Then on page 9— 

Mr. Bennett. Will the gentleman yield before he leaves that point ? 

Mr. Harris. Yes. 

Mr. Bennett. Do you now think that in spite of what the witness 
said—and I know he is in good faith in what he says—that in view of 
the language of the section to which you referred, it would be a better 
thing to do in view of the interpretation that has been placed on it to 
put some language in the section which makes it very clear ? 

Mr. Harris. That is precisely the reason I am trying to make the 
record on it. When the committee does take it under consideration, 
this record will be before us as to what the intention is in order that 
we might be sure that there is no windfall. Whether or not some peo- 
ple believe it, I do have a very serious intent of trying to provide some- 
thing here that would assure the consumer that the consumer is being 
protected. 

Mr. HinsHaw. You will remember, Mr. Harris, that when I was 
questioning Mr. Searles, I brought out the fact that the field price 
might be entirely different from the area price, and Mr. Searles stated 
that he would see no objection to taking the term “field price” out of 
the amendment, and leaving it “reasonable market price”. 

Mr. Harris. I believe that was one of the proposed amendments that 
he had. 

Mr. Hrnsuaw. Yes. I thought that is what you were talking about. 

Mr. Harris. We were talking about the language presently in the 
bill. I should like to ask you about your proposed new paragraph 
(c) in which you say the Commission shall determine upon applica- 
tion made by a natural gas company whether the price or prices to be 


paid under any such new or renegotiated contract meets the foregoing 


provision of this subsection (b). 
It is not clear to me just what the panguage means, frankly. It seems 


to me the language means to tell the Commission that if the natural 
gas company makes an application, they have to perform their duty. 

Mr. Merriam. I think the difference between the language that was 
there before, and the amendment, was to leave the Commission and 
the pipelines in the position where the pipelines would not have to 
wait until a certificate hearing came up that used that particular vol- 
ume of natural gas as a basis of a certification application. 

Mr. Harris. Then do I understand the intent of this is to give 
authority for the natural gas company to go to the Commission and 
obtain a prior determination ? 

Mr. Merriam. That is correct. 

Mr. Harrts. As to that particular contract? 

Mr. Merriam. That is correct. You might have a replacement gas 
urchase contract that would involve no certificate at all, and it would 
e important for the pipeline and the producer both to know whether 

the price in the contract was an acceptable price or not, before they 
went ahead. 

Mr. Harris. Then you might also—and there have been—I am sure 
there will be many more instances whereby the company, because of 
the volume, could absorb any increase in price, and you would not 
have to pass it ontothe consumer. Isthat not true? 

Mr. Merriam. That is correct. 

Mr. Harris. Is that not being done all the time ? 
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Mr. Merriam. It is being done; yes. 

Mr. Harris. I accept your limitation. 

Just one other question. It has been referred to here that we have 
available reserves of approximately 211 trillion cubic feet of gas. 
You are familiar with that estimated reserve ? 

Mr. Merriam. Yes, sir. 

Mr. Harris. Could you give this committee any information as to 
what percent of that reserve is presently under contract ? 

Mr. Merrtam. No; I do not have any information. 

Mr. Harris. Is that information available or do you know? 

Mr. Merriam. I don’t think that is available, Mr. Harris. I would 
be glad to look to see. It is a figure I have wondered about myself 
in the past, and I have found no source that had it available. 

Mr. Harrts. General Thompson was here a few days ago, and he 
referred to one company that had substantial reserves, none of which 
had been contracted. That is in intrastate. I am talking about inter- 
state commerce now. What percent has been contracted to go in in- 
terstate commerce? If you can get that for me, I would like to have 
it for the record. If you can’t, I can certainly understand it. 

Mr. Merriam. I will see if I can get it. 

(The information referred to, if received, will be placed in the com- 
mittee files. ) 

Mr. Harris. That is all, Mr. Chairman. Thank you very much. 

The CHatrman. The committe will stand adjourned until 2 o'clock. 

(Thereupon at 12:13 p. m., a recess was taken until 2 p. m., the 
same day.) 

AFTER RECESS 


(The hearing resumed at 2: 10 p. m.) 

The CuHarrmMan. The committee will come to order. When the com- 
mittee adjourned, we had reached that point where the Chair was 
about to recognize the gentleman from Minnesota, Mr. O’Hara, and he 
is recognized now for questioning. 


STATEMENT OF JOHN MERRIAM, PRESIDENT, INDEPENDENT 
NATURAL GAS ASSOCIATION OF AMERICA, AND PRESIDENT. 
NORTHERN NATURAL GAS PIPE LINE CO., OMAHA, NEBR.—Re- 
sumed 


_ Mr. O’Hara. Mr. Merriam, your company, Northern Natural, as 
it is commonly known, serves the State of Minnesota, and I believe it 
is the eanlenive supplier of gas to the State of Minnesota. Is that 
correct ¢ 

Mr. Merrtam. Yes, sir. We have the only natural-gas pipeline in 
the State of Minnesota. 

Mr. O'Hara. And in the prospect for additional supplies of nat- 
ural gas, as it appeared from your testimony this morning, there is 
pening the application to bring in from Canada, from the Alberta 

eld, natural gas into Minnesota and possibly extending it to points 
east of Minnesota which is indefinite at this time. Is that correct? 

Mr. Merrtam. That is correct. 

Mr. O'Hara. But the definite part is that the proposal is to bring 
gas in from Winnipeg. Where do you cross the line? . 

61557—55—pt. 128 
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Mr. Merriam. Just south of Winnipeg, on the border. 

Mr. O'Hara. At the present time that has involved financial prob- 
lems as well as possible negotiations either by treaty or contract as 
to the cost of supply of that gas. Is that true! 

Mr. Merriam. The pipeline project has been postponed until next 
year because in order to get the project started this year they woul( 
have had to have Federal Government underwriting of some charac- 
ter in Ganada. They could not get that in time to get the project 
started this year. 

Mr. O'Hara. So that the chances are that any construction of that 
pipeline will not be until possibly 1956 ? 

Mr. Merriam. That is right. 

Mr. O'Hara. Now, Mr. Merriam, your company supplies gas to the 
distributor which I think serves 22 communities in my district. | 
have some questions to ask you because I think there is a great deal 
of interest in Minnesota in this bill and in the whole problem that 
confronts us. 

Your company has had to increase its charges to the distributing 
companies, as your customers, some five times since 1949. Is that 
correct ¢ 

Mr. Merriam. That is correct. 

Mr. O’Hara. Is it not also a fact that the increased cost of gas in the 
field during that period of time had a lot to do with that increase / 

Mr. Merriam. It was a substantial factor; yes. 

Mr, O'Hara. In fact, the cost of gas produced in the field increased 
form about 3 249 per thousand cubic feet in 1947, to over 13 cents in 
1954, is that correct ? 

Mr. Merriam. That is approximately right. I had 4 cents plus, 
and 12 cents plus in mind as the figures, and it could be a pressure 
base difference. 

Mr. O’Hara. Let me say that if any of these figures in‘my questions 
are not accurate, Mr. Merriam, in checking I want you to feel at 
liberty to correct it and put in whatever figure is correct. 

But substantially, those figures are correct. Is that right? 

Mr. Merriam. That is right. 

Mr. O’Hara. Now, is it not a fact that in the same period of time. 
all of your other costs as transportation gas line arose from 15 cents 
to about 1714 cents? 

Mr. Merriam. Yes, it is a little greater than that, because we were 
selling—-our present average price is around 84. cents a thousand, 
and if you take 12 cents away from that, you have a 22 cent difference. 
I do not know what that is. Your figures may be right for the period 
given, 

Mr. O'Hara. These are figures that have been furnished me, and 
if I have been misadvised in my questions, it is not intentional on my 
part.. But-[ am advised that is approximately the figures of the in- 
creased, costs, 15 to 1714 cents. Now, if in review of your testimony 
you find that is not correct, you will have the privilege of giving what- 
ever is correct. 

Mr. Merrram, Thank you. I will be glad to do that. 

Mr. O'Hara. Now, it is true, Mr. Merriam, that from 1949 to 1954 
when. this cost in the field increased so radically, there was no contro! 
of the producer’s rights as exercised by the Federal Power Commission 
is it not? 
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Mr: Merriam. That is correct. 

Mr. O’Hara. Do you feel that the Harris bill reduces the power of 
the Commission to regulate the producers’ rates ? 

Mr. Merriam. It reduces it from the present status after the Phil- 
lips case, you mean? Yes, it increases it from the Federal Power 
Commission’s jurisdiction before the Phillips decision. 

Mr. O’Hara. Do you think that if this bill passes there is a strong 
possibility that the price of gas in the field is likely to continue to rise ¢ 

Mr. Merriam. I think it will rise somewhat further regardless of 
whether the bill passes or not. It is a little bit difficult to evaluate the 
extent of the increases that may come as a result of the bill, or as a 
result of the bill not passing. 

Mr. O’Hara. As has been commented on this morning, it is a rather 
unusual situation, it would be true that under the Phillips decision, 
and it would be true that irrespective of the contract that may be 
existing between the producer and the pipeline company, the Federal 
Power Commission, and as I understood Mr. Kuykendall to testify 
that they would have the authority, notwithstanding the limitation of 
the contract price, under the Phillips decision to increase the cost if 
the reasonable cost or the measuring stick at the present time was 
below, or if it was below that measuring stick, the Federal Power 
(‘ommission would have the power to increase it or decrease it. 

Mr. Merriam. To increase it or decrease it; yes. 

Mr. O’Hara. Or leave it as it is. 

Mr. Merrtam. That is right. 

Mr. O’Hara. Now, we come to what I think is a serious problem 
to everybody involved, Mr. Merriam, and that is this question: If 
the cost of gas in the field continues to increase, then your company 
and the distributing company to which you sell gas may not be able 
to matntain their industrial sales which they have made in the past, 
is that true or it it not true ? 

Mr. Merrtam.' Well, itis a possibility. It is not- imminent at the 
moment in our picture in my judgment. 

Mr. O’Hara. Well, there is the feeling of some distributors that 
they have practically reached the price peak in the industrial sales, I 
um speaking on a competitive level, where they are just about up 
agaist the wall right now. Is that not true in the industry? 

Mr. Merrram. That is true in certain parts of our territory where 
the fuel prices may be lower than in other parts, particularly where 
there is water ‘transportation, or something of that character. The 
reason that I said what I did was that our present wholesale price at 
the town border, our commodity price, is 22.1 cents per thousand cubic 
feet. That compares with our average field cost of 12 cents a thousand. 
If we lost all of our industrial business, which is 150 billion feet as 
was said earlier this morning, we would lose $15 million net: 

In other words, all of the difference between the 12-cent field price, 

with minor exceptions, and our town border price of 22 cents, is profit 
that goes to reduce the price of gas to other consumers. 
_ Now, you can afford to cut back that 22-cent commodity price which 
is the basis of our sale of industrial gas, off-peak industrial gas, that 
is. until you get clear back down to the point where you can hold the 
business. ° You will not lose any thoney and you will not burden the 
consumer because even though you cut back to the commodity price, 
von will have retained the business. 
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Mr. O’Hara. But, of course, you have a lot of economic problems 
if you start losing your industrial users, don’t you ¢ 

Mr. Merriam. That is exactly correct. 

Mr. O’Hara. And the serious economic affects to your system, if 
a substantial number of industrial users stop using gas and go to some 
other type of fuel, becomes then the very serious economic problem 
not only to you but to the distributor and to the average household 
user. Is that not true? 

Mr. Merriam. That is correct, because everybody else has to absorb 
the additional costs that result from your loss of business. 

Mr. O’Hara. That is your lines have a more efficient operation, and 
operate more efficiently and economically, and, therefore, to the ad- 
vantage of all users, if you are operating at 95 or 98 percent of 
capacity ? 

Mr. Merriam. Make it 100 and J will be with you. 

Mr. O'Hara. All right, because if you lose a substantial volume of 
25 percent, or 30 percent, or 40 percent in the operation of your pipe- 
line, what would happen, Mr. Merriam # 

Mr. Merriam. If we lost—let me put it another way—if we lost 30 
billion feet of our 150 billion feet of sales, we would lose revenues, net 
revenues after cost of gas in the field, of $3 million. That $3 million 
would have to be made up by the remaining customers, and that $3 
million, it so happens, is equal to 1 cent a thousand on our 300 billion 
feet of sales that we estimate for next year. 

You have a relationship there between your cost of gas in your field, 
of your price of 1 cent hie would be, the increase of 1 cent in your 
field price of gas would be the equivalent of losing 30 billion cubic feet 
of off-peak industrial sales. 

Mr. O’Hara. Now, it is true that your company and many of your 
distributors, and consequently you consumers, are involved in a matter 
which is pending before the Federal Power Commission on the so- 
called zone rate case. Would you tell us something about that, Mr. 
Merriam ? 

I understand that is something that has not been brought about by 
your action but would you tell us how it did come about ¢ 

Mr. Merrtam. Yes; we have been selling gas on a wholesale basis 
from the beginning of 1930 on a one-zone system. All of our gas is 
sold in ‘Nebraska, Minnesota, and South Dakota, at the sanie price. 
Kansas gas is also, when we have had it. Some of our utility cus- 
tomers have proposed instead of having 1 zone for our entire system, 
that you have more than 1 zone, and that the markets fartherest away 
from the fields of gas supply pay a higher price than the markets 
closer to the gas field. That is now the subject of a Federal Power 
Commission hearing, and awaiting an order. 

Obviously, if we do establish more than one zone, someone is going 
to have his price cut and someone is going to have his price raised 
because on an overall basis, the amount the pipeline is entitled to earn 
stays the same. 

Mr. O'Hara. Well, if the affect of that decision was for the Federal 
Power Commission to establish the theory of the zone-rate situation, 
it could well increase the cost of gas to the Minnesota consumer maybe 
as much as 1 cent to perhaps 3 cents. Is that a possibility ‘ 

Mr. Merrtam. It would raise the cost of gas to the Minnesota area, 
if the Commission adopted the position of the utilities who are asking 
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for two or more zones. The amount of it I don’t know. It depends 
entirely on what the Commission would determine as a reasonable 
differential between the price in the one zone and the price in the other 
zone. Whether it would be 1 cent, or 3 cents, or something greater 

or something less, it would be a little hard to estimate at this time. 

Mr. O’Hara. Is it not true, Mr. Merriam, that the increase of as 
much as 2 or 3 cents to your Minnesota distributors might very well 
cause them to lose a great deal of their industrial users at the present 
time? 

Mr. Merriam. A 2 or 3 cents increase in the commodity price would 
come very close to pricing some of the industrial sales in Minnesota 
out of business; yes, sir. 

Mr. O’Hara. With the very strong possibility of serious economic 
consequences which would hit not only the consumer and the distri- 
butor, but your company as well. 

Mr. Merrtam. The loss of business would have to be made up by 
the remaining customers. 

Mr. O’Hara. Now, would it not also logically follow, Mr. Merriam, 
that, therefore, if the cost of gas in the field continues to rise, that you 
face the serious risk of the loss of a substantial part of your industrial 
sales of gas? I am speaking, of course, particularly in Minnesota, for 
example. 

Mr. Merriam. It could-rise to a point where it could jeopardize your 
industrial load ; yes. 

Mr. O’Hara. And if such business is lost by you and by the dis- 
tributing companies which you serve, then you would have to charge 
as you indicated, a higher price for the sales to those who are the 
remaining consumers ? 

Mr. Merrtam. That is right. 

Mr. O’Hara. And, of course, that means that the distributing com- 
panies would have to charge more for the gas that they have to sell to 
their individual consumers ? 

Mr. Merrtam. Yes, sir; unless they had offsetting benefits. 

Mr. O’Hara. Mr. Merriam, in your opinion, would the Harris- 
Hinshaw bills permit you to pass on a producer increases to the dis- 
tributing companies to whom you sell? That is if the costs of the 
producing wells are increased to you, there is nothing in the bill which 
would prevent you from passing that which was a reasonable cost on 
totheconsumer. Is that right? 

Mr. Merriam. Yes; if you qualify that to the extent that under new 
contracts, the Commission would have passed upon whether they were 
reasonable market prices before we connected the new sources of 
supply. 

Mr. C ara. Well, will you have any control over the price you 
pay? Would you have to pay the producer ? 

Mr. Merrtam. In new contracts you mean ? 

Mr. O’Hara. Yes. 

Mr. Merrtam. We have what we have always had, the ability we 
may have to negotiate with the producer as to whether we buy gas or 
don’t buy it. The question of whether you buy it one place is always 
weighed against whether you have it available from a different source. 

Mr. O’Hara. Now, your company is served from about 12 fields; 
is it not? 
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Mr. Merriam. We have been getting the bulk of our gas from the 
Hugoton Field of both Kansas, Oklahoma, and Texas, and from the 
Texas Panhandle gas field. Then when we extended down to the 
Perriam Basin area, we get gas from quite a number of different gas 
fields there, and I don’t know what the exact number of those small 
fields would be. It depends on what you call a field, really. 

Mr. O’Hara. You purchase gas from the Texas Panhandle field ? 

Mr. Merriam. The Texas Panhandle field. 

Mr. O’Hara. Texas Northern Hutchinson field ? 

Mr. Merriam. That is the Hugoton Field of Texas. 

Mr. O’Hara. Then there is another Texas Panhandle field. Are 
there two Texas Panhandle fields? 

Mr. Merriam. No; not technically. 

Mr. O’Hara. Then there is the Texas Hugoton field, the West Texas 
Sprayberry area? 

Mr. Merrtam. The Sprayberry area is one basic field. 

Mr. O’Hara. And the Oklahoma Hugoton field ? 

Mr. Merriam. That is right. 

Mr. O’Hara. The Oklahoma Four Anadarko Basin ? 

Mr. Merriam. That is not a field. That is an area of production 
in which there are a number of very small fields. 

Mr. O'Hara. But you purchase some gas from that field ? 

Mr. Merrtam. From that area; yes. 

Mr. O'Hara. And then the Kansas Hugoton field, which is your 
big source of supply at the present time ? 

Mr. Meretam. That is right. 

Mr. O’Hara. The Kansas Ashland field ? 

Mr. Merriam. That is another one of these small little fields in the 
Anadarko Basin. 

Mr. O'Hara. But they are all fields, separate fields, are they not? 

Mr. Merriam. Yes, very small fields. 

Mr. O’Hara. And Kansas Pawnee Rock field? 

Mr. Merriam. That is right. 

Mr. O'Hara. And Kansas McKinney field ? 

Mr. Merriam. That is another little tiny field next to the Pawnee 
Rock one. 

Mr. O'Hara. And the Kansas Otis field ? 

Mr. Merriam. That is another one in that same area. Then we 
have a number down in Lee County, N. Mex. 

Mr. O'Hara. What I was getting at is that it does give you a large 
area for competitive buying and an experience in competitive pricing 
of gas. Isthat not true, Mr. Merriam ? 

Mr. Merriam. That is correct. 

Mr. O’Hara. What is your average present basic price on all of 
your gas that you buy from all of these fields? What is the average! 

Mr. Merriam. The average is around 12 cents. 

Mr. O’Hara. Is not the present basis about 14.73% Would you 
check that for the record ¢ 

Mr. Merriam. Yes, I will. 

Mr. O’Hara. Do you think that is high ? : 

Mr. Merriam. The 12 cent figure applies to last year, and I dont 
know what figure you have there, Mr. O'Hara. ; 

Mr. O’Hara. It is not clear in my mind so would you put that in! 
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Mr. Merrtam. We buy gas from the Merriam Gas Pipeline Co., 
an 83-percent-owned subsidiary, and it makes a difference whether 
you include the gas we buy from them as a produced gas price, or 
whether you take that back to the field. I think probably what you 
have is taking that gas that Northern Natural Gas Co: buys from 
Permian Basin Pipeline Co. at the delivered price to Northern. 

Mr. O’Hara. Is that a subsidiary of your company ¢ 

Mr. Merriam. Yes, 83 percent owned. 

Mr. O’Hara. And the cost is figures at a different price than on 
the other fields where you buy from an independent field or producer ¢ 

Mr. Merriam. Permian Basin Pipeline Co. buys gas from the 
Sprayberry field of west Texas, and the various Lee County fields of 
New Mexico, and carries it through a gathering system and it is 
delivered back up to us in Texas Panhandle Gas Field. That average 
price would be around 17 cents delivered. 

Mr. O’Hara. That is a higher price than the average costs to you ! 

Mr. Merriam. Yes, because it is delivered to us, and covers gather- 
ing costs and transportation costs. 

Mr. O’Hara. Is it not true, Mr. Merriam, that your company prob- 
ably is served by far more fields, gas fields, than the average pipe- 
line company ¢ 

Mr. Merriam. If you would say areas of supply, yes, I would 
agree with you. When you get down into the gulf coasts, they have 
hundreds upon hundreds of small fields that are all part of the gulf 
coast area. 

Mr. O’Hara. And about how many separate independent producers 
sell you gas for your pipeline operations / 

Mr. Merrram. Several hundred, I would make a guess at. 

Mr. O’Hara. I yield to my colleague from Michigan, Mr. Chair- 
man. 

Mr. Bennett. Mr. Merriam, as I understand it, the pipeline com- 
panies as a rule make fairly long-term contracts for the purchase 
of gas, 

Mr. Merrtam. That is correct. 

Mr. Bennerr. Now, under Mr. Harris’ bill, is there any provision 
in it, as you see it, to reopen the question of price once it has been 
established, where you purchase gas from an independent producer ? 

Mr. Merrtam. You are talking about a new contract ? 

Mr. Bennett. Yes. 

Mr. Merrtam. In a new contract, whether there is a provision for 
changing the price from the initial price, is dependent upon what the 
Federal Power Commission will consider a reasonable market price 
and conditions that they will permit in the contract. 

Mr. Bennett. Let us say that I am an independent producer and 
you make a contract with me, under the Harris bill. You may con- 
tract with me at a reasonable market price, and on that basis we make 
our contract. 

Now, under what circumstances would the Federal Power Com- 
mission have a right to review a rate based upon that market price / 

_Mr. Merriam. I would assume that the Federal Power Commis- 
sion when they pass upon the reasonableness of the market price, 
would cover the period of the contract and they would either say, 
“No, we won’t approve any price increases in the contract above. the 
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original one,” or “We will approve certain fixed escalations, or we will 
upprove certain types of renegotiations, or we don’t approve any- 
thing.” 

Mr. Benner. Well, it occurs to me that if we are going to change 
the formula, the ‘atemaking basis, so that the price of gas, the rea- 
sonable market price, then suppose this situation would come up. 
This might be unrealistic, but suppose it happened: Suppose you and 
I enter into a contract at 10 cents per thousand cubie feet, and the 
Commission fixes that as a reasonable price. Then a year after we 
make the contract, the market price of that same gas is, let us say, 
» cents. 

Now, is there any way the Commission could review that rate fixing! 

Mr. Merrtam. Not unless there had been a clause put in the contract 
xt the time it was approved, which permitted a reduction or an in- 
crease, and you have given an example of a decrease. 

Mr. Bennerr. Now, if the Commission is going to fix market prices, 
L assume that does away with the escalators, “does it not ? They w ould 
not escalate reasonable market prices into the future, I do not assume, 
under the Harris bill ? 

Mr. Merrtam. I don’t know what they would do. 

Mr. Benner. Well, how could they, as a practical matter? How 
could they go any further than to find that the reasonable market price 
for my gas as of today is 10 cents. They could not as of today find 
reasonable market price for that same gas would be 13 cents 5 years 
from now. 

Mr. Merrtam. Well, I can conceive where the Commission might 
say that an escalation, picking figures out of the air, of a cent every 
5 years was a reasonable escalation to take care of this increase in 
expenses that they may have in production, or increase in gathering 
costs. 

Mr. Bennett. They cannot do that under the Harris bill, Mr. Mer- 
riam. The whole thing is based upon reasonable market price. 

Now, reasonable market price, if I understand the common inter- 
pretation of the term, means the price that you can get now. It 
does not mean a price that can be determined a year from now, or 5 
years from now. 

Mr. Merriam. Well, assuming that is correct, then there is another 
thing that I could see that they might do, and that is to provide for 
a renegotiation periodically where they would gain review every ) 
years, they would review and pass upon the question of whether the 
price at that time was a reasonable market price or not. 

Mr. Bennerr. As to whether it would be raised or lowered, you 
mean ¢ 

Mr. Merriam. Yes, sir. 

Mr. Bennerr. Of course, what I am trying to rationalize is what 

would happen if the Harris bill were adopted. Could you, in the 
case I mentioned where my rate and my price to you as an independ- 
ent producer is 10 centes today. Suppose a year from now the market 
price is 5 cents. Is there anything in this bill that would give the 
Federal Power Commission the right to take a look at our contract and 
say, “It was 10 cents a year ago. and it is 5 cents now, and therefore, the 
consumer or everybody concerned ought to have the benefit of that 
reduction in cost.” 
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Or putting it the other way around, suppose the market price in- 
creased. Under the Harris bill, where would we be? Would the Com- 
mission a year from now, if the price doubled, have the right to go in 
and review our contract and say that the reasonable price today is 
twice as much, and consequently we will change this? 

Mr. Merrtam. It is my feeling that under the Harris bill, the Fed- 
eral Power Commission would have authority to insist that whatever 
rovisions with respect to renegotiation were put in that they thought 
should be put in. 

Mr. Bennett. Would it be a matter of renegotiation? It would 
be rather a question for the commission to decide, would it not, as to 
what was the price. We are dealing, you will remember, with reason- 
able market price, and not a price that you reach as a result of rene- 
gotiation ? 

Mr. Merrtam. If your pipeline contract with the producer con- 
tained a provision that 5 years after initial delivery the reasonable 
markut price would be redetermined, then the Federal Power Com- 
mission could do what you are talking about. 

Mr. Bennerr. They would raise the rate or lower it. 

Mr. Merrtam. Or lower it. 

Mr. Bennerr. If they find a new reasonable market price? 

Mr. Merriam. If that oe ision were put in the contract. 

Mr. Bennetr. Well, as I see it, there is no language that will give 
the Commission any such iets here, but if that “authority is not 
in the law, or in the bill as passed, then the public certainly might be 
hooked under this kind of a thing if the market price subsequently 
went below the original price as fixed by the Commission. 

Mr. Merrtam. If there was no provision and if they didn’t have 
the power to, yes. 

Mr. Bennerr. That is what the public is stuck with today, as a 
matter of fact, is it not? That is these long term gas contracts. Those 
are good ones. 

Mr. Merrtam. Those are better than the ones that have been made 
lately. 

Mr. Bennerr. Well, some of those have escalators in them, though. 
do they not ? 

Mr. Merriam. Some of them have, and some of them have not. 

Mr. Bennerr. If you are going to.put this on the basis of reason- 
able market price, then do you not think there ought to be some lan- 
guage in here to guide the Commission as to what “future rates would 
be or what basis these prices should be fixed ? 

In other words, is it your idea that if the Commission fixed the 
market price, the reasonable market price at 10 cents today, and you 
and T make a 20-year contract, is that to be the contract for 20 years, 
and is the Commission bound by it and the public is bound by it? 

Mr. Merrtam. They would be if there were not other provisions 
put in the contract, because the Commission does not have jurisdic- 
tion over the producer as such. 

The Federal Power Commission has jurisdiction over the pipeline 
company, and the Commission can accept or reject a gas purchase 
contract that the pipeline has. 

Mr. Bennetr. But once you make it, would vou feel under this bill 
it should be irrevocable, and not subject to Commission review for 
10, 15, or 25 years in the future? 
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Mr. Merriam. Not unless the terms of the contract so provided. 

Mr. Bennett. Because, if that is the case, then the idea of the Com- 
mission fixing a reasonable market price is certainly unrealistic, be- 

ause reasonable market prices change, subject to fluctuations, the same 
as costs are subject to fluctuations. 

Mr. Harris. Will the gentleman yield ? 

Mr. Bennett. I have no further questions. 

Mr. Harris. Well, it is an interesting question, which the gentle- 
man from Michigan raises, but I would like to call attention to the 
fact that the bill provides in establishing a reasonable market price, 
the Commission must consider among other things provisions of the 
contract as they would relate to existing or future market field prices. 

So under the criteria here it was intended to give consideration to 
future supplies and to the adjustment of prices “that might face the 
Commission in the future. 

In that instance, the Commission could very well refuse as a matter 
of administration, to approve a contract that was for a period of 20 
years without any provisions for review. 

Mr. Bennerr. But let me ask the author of this bill this question: 
Is there anything in the bill as you have written it which would give 
the Federal Power Commission ‘authority to take a second look at the 

rate? 

Mr. Harris. Just what I have related. 

Mr. Bennerr. What you have related, as I see it, in fixing a reason- 
able market price today, the Commission looks into these factors that 
you are talking about, into the future, the question of what the supply 

is going to be, and what not. They are fixing a reasonable market 
price as of now, I would think, under normal considerations. 

Mr. Harris. But the Commission would have authority to require 
that provisions in the contract. be such that if market conditions change 
in the future they could review it, and certainly that authority is here. 

Mr. Bennett. In other words, you feel that under the present lan- 
guage the Commission would have the right, if they so desired, to re- 
view these rates, and reestablish them or change them ? 

Hr. Harris. It would be given the jur isdiction to require those con- 
tracts to be in such form that they would have the right. 

Mr. Bennerr. And you feel the language of the bill as presently 
written will do that? 

Mr. Harris. Yes, I do. I take it they can do a lot more than that, 
to tell you the truth. 

Mr. Bennett. Well, it is not clear to me, and it seems to me that 
since you are changing the whole theory of ratemaking here by put- 
ting it on a market-price basis, there ought to be something, i in the bill 
that would indicate what powers the Commission has to change these 

rates once they are established. 

Mr. Harris. If the gentleman would permit, I would not agree that 
you are changing the whole theory of ratemaking, insofar as it applies 
to the producer. Heretofore the producers and ‘gatherers of gas have 
not been controlled by the Government, and they have not had a theory 
of ratemaking policy. 

Now, this does not necessarily say to the producer that you are to be 

regulated. This says that the Commission may require you to live 
within certain rules, in order to protect the consuming public. 
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Mr. Bennetr. This gives the Commission the right in ratemaking 
procedures, the right to say what the producers are going to get for 
their gas. They might not say so to the producer but they say it to 
the pipeline company which brings you to the same result. 

Mr. Harris. In that end of the business down there, there is a lee- 
way to operate within it. It does not go beyond what the Commission 
would say would be detrimental to the consumer and there is a wide 
field for them to negotiate in the producing end of it. 

Mr. Bennett. Does not the gentleman feel that in the illustration, 
or the question I asked, even though it may be unrealistic, as a practi- 
cal matter, if the market price is fixed at 10 cents per thousand cubic 
feet today, 5 years from now the market price for the same gas might 
be 5 cents. Certainly, in that case, under your theory, the Commission 
ought to be able to refix the rate, should they not ? 

Mr. Harris. The Commission would have authority to determine 
whether or not they would require certain provisions in those con- 
tracts if they go beyond a certain price. That would give them that 
authority should the prices increase further down the line somewhere. 

Mr. Bennetr. What about decreases? 

Mr. Harris. I don’t think anyone by the sheerest imagination, con- 
siders that prices are going to be decreased on such fuels at any time in 
our lifetime, or in your lifetime. 

Mr. Bennetr. I doubt that they will, but you cannot read the 
future. 

Mr. Harris. What the consumers are afraid of is that they are 
going to go up, instead of going down. 

Mr. Bennett. But it seems to me if this thing is going to work so 
that the market price can be changed to be adjusted due to conditions, 
it ought to be spelled out. 

Mr. Harris. It is not any different from what it is under the 
Phillips case, because the Commission is going to have to approve con- 
tracts, and they are going to have the same problem here under this 
method as they were going to have in approving individual] contracts, 
and making the producer a utility. They have to approve contracts, 
and those contracts are going to be insisted on for at least 15 to 20 
years because the Commission requires it. 

When a man with a pipeline such as Mr. Merriam here dedicates a 
service to a consuming public somewhere, they are going to require it, 
and consequently you are not faced with any different problem here in 
this approach than you would be if it was determined on an individual 
basis toward the consumer. 

Mr. Bennett. I have just one final question. 

Mr. Merriam, if the Harris bill should be adopted, can you give us 
uny idea what percent of your business would be subject to regulation ? 
rhat is what percent of the gas you purchase from independent pro- 
ducers will be subject to regulation ? 

Mr. Merriam. Of the gas that we now purchase you mean ? 

Mr. Bennerr. Now, what I mean is this: You have contracts which 
you have made with independent producers that cover a certain period 
of time. Unless you apply under the Harris bill for a new rate based 
on those prices, there is no change, and you can go ahead with that rate. 

Now, what I am inquiring about is this: Can you give us any idea 
how much of the gas that you distribute might be subject to regula- 
tion, 
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Suppose this bill went into effect tomorrow. How much of the gas 
that you purchase would be subject to the reasonable market price pro- 
visions of the Harris bill ? 

Mr. Merriam. All of the gas that we produced ourselves will, of 
course, immediately go in, and that would be about 15 percent on the 
basis of last year’s figures. The balance of the gas that we now pur- 
chase would technic: ally all come under the Harris bill, that is the con- 
trol of the Federal Power Commission with respect to increases, only 
in the event there were renegotiations of prices outside of the provi- 
sions of the contract. 

Mr. Bennerr. Are you able to say what percentage of this 85 per- 
cent would be subject to regulation of section (f) ? 

Mr. Merriam. Well, none of that technically would be subject to it 
because they are all existing contracts. 

Mr. Bennerr. And it would only be in respect to future contracts 
which you made, or renegotiations of your present contracts where 
this would apply ? 

Mr. Merriam. That is right. 

Mr. O’Hara. Mr. Merriam, I think I asked you this question and it 
has been asked of me to ask it again, of how many independent pro- 
ducers do you purchase your gas from at the present time ¢ 

Mr. Merrtam. I think it is around several hundred. 

Mr. O’Hara. And how many of those have acceleration clauses in 
them ¢ 

Mr. Merrtam. Well, you have to break that into parts. Practically 
every contract, or I would say every contract that we have has a tax 
clause in it, which is an escalation clause if there are taxes imposed that 
the pipeline shares a portion of that increased excise tax of the pro- 
ducer. All of them would have that. 

Mr. O'Hara. I think the question tends, also, from testimony that 
we have before the committee, where it has been indicated that many 
of the contracts have a periodic 1 cent increase every 5 years or less. 

Mr. Merriam. I was going to come to that. 

Mr. O'Hara. Very well. 

Mr. Merrtam. Of Northern Natural’s contract as distinguished from 
Perriam Basin Pipelines, we have fixed escalation prices in I think 
about 50 billion feet of gas, that is fixed escalations. 

Mr. O'Hara. That will be a third of your annual production ? 

Mr. Merriam. That is 50 billion out of the 270 billion. In addition 
to that practically all of our Hugoton field contracts, and that would 
run about 140 billion, I think, have renegotiation clauses which are of 
this nature. Every 5 or 6 years the price is subject to renegotiation on 
a fair, just, and reasonable price esta, the parties endeavoring to 
negotiate that fair, just, and reasonable price, and if they cannot agree 
it goes to arbitration. 

Obviously, under this kind of a situation it would go to arbitration. 
That price determined as a fair, just and reasonable price might or 
might not provide for escalation above the present price, which is in 
practically all of those contracts 11 cents. 

Mr. O'Hara. Under this bill, of course, it would go to the Federal 
Power Commission because it provides specifically where it is re- 
negotiated or new contracts are made. 

Now, that would mean if there is a difference between you and the 
producer, and if you agreed it would not go, is that not a fact! 
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Mr. Merriam. I take it just the other way around. If we are com- 
mitted to something, the pipeline company is protected. If we do 
something voluntarily, we are not protected and we have to go to the 
Federal Power Commission. 

If we voluntarily renegotiate at a higher price in the provision of 
that contract, then that would be subject to going to the Federal 
Power Commission. If we arbitrated it, where we had nothing what- 
soever to say in the decision, that is an automatic operation as an exist- 
ing provision of a contract, where we are committed. We have no 
choice as to what price we will pay. We pay the arbitrated price. It 
is our understanding that would not be subject to Federal Power 
Commission review. 

Mr. O’Hara. Even under the Harris bill? 

Mr. Merriam. That is right. 

Mr. O’Hara. Well, I think it would be true, Mr. Merriam, that if 
there was an arbitrated increased price, would it not necessarily have 
to go to the Commission ? 

I mean, if you were going to increase your prices to your customers, 
to increase your rate, you would have to go to the Federal Power 
Commission ? 

Mr. Merriam. Well, it would go, but it would not be subject to the 
reasonable market price determination, because we have no choice in 
it. We are committed to pay that under our existing contracts. There 
is nothing voluntary there, and we are permitted to pay that contract 
price whatever it turns out to be. 

Mr. O’Hara. So that the term “renegotiation” under the Harris 
bill could mean several different things. Is that not true? 

Mr. Merrram. Well, it means only one thing to me, and that is where 
you have a commitment in en existing contract that redetermines the 
price, that price so determined was not subject to the Federal Power 
Commission reasonable market price determination. 

Mr.'O’Hara. Now, the point that I am getting at is that anything 
that increases the cost of gas to you where you cannot absorb it, means 
that you have got to charge your customers, or your distributors, more 
for their ga s, does it not? 

Mr. Miner Ane. It means that they have to absorb the cost. It may 
not result in an increased cost of gas if you have the other offsetting 
economies, where you can absorb that increased cost. 

For example, your rate base goes down each year under the original 

rate depreciated rate of the Federal Power Commission. Your rate 

base is decreased each year by the amount of the annual depreciation 
accrual, You have a decreased cost from that standpoint. You may 
have increased efficiency if we can increase our load factor, for exam- 
ple. There may be other offsetting economies that do not require you 
to automatically pass on every increase in price from the field. 

Mr. O’Hara. It is also true if you start losing customers, industrial 
customers, and others, you automatically have an economic problem 
where you may have to come in and ask for the increase of the prices 
from the Federal Power Commission. Is that not true? 

Mr. Merriam. That is correct. if again there were no offsetting 
factors. 

Mr. Harris. The price of gas at the wellhead would have nothing 
to do with that sort of situation. 
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Mr. O’Hara. That might be true or it might not. Obviously, it has 
been the history under the operation of the gas business that as our 
cost of gas at the wellhead goes up, the cost of the consumer price 
has to be changed by you and the Federal Power Commission, does it 
not, to your distr ibutor customers ? 

Mr. Merriam. Unless again there are offsetting economies, or other 
factors 

Mr. O’Hara. Are your escalator clauses geared to market prices 
in existing contracts ? 

Mr. Merriam. Not on Northern. 

Mr. O'Hara, Do you want to elaborate on that ? 

Mr. Merriam. Yes. Permian Basin Pipe Line Co. delivers—I am 
doing this from memory, I may not have the exact figures—I think 
it is 140 billion feet a year. No, it is 105 billion feet a year. All of the 
contracts that the Permian Basin Pipe Line Co. has in the west. Texas 
area have automatic escalation clauses of 1 cent every 5 years. They 
also have in west Texas as well as in Lee County first party peared, 
nation clauses for the first 15 years of life of the contract. 

Mr. O'Hara. Who is the first party, the producer ? 

Mr. Merrram. Permian Basin Pipe Line Co. If Permian Basin Pipe 
Line Co. pays more for gas in the same area w aT the well is located, 
then that. price automatically goes up. After 15 years it shifts to a 
third party favored-nation clause, under which if higher prices are 
paid in that area, those volumes, the price for those volumes of gas 
increases accordingly. 

Mr. O'Hara. I didn’t get a chance to ask you. How many contracts 
do you have with the favored-nation clause in them ‘ 

Mr. Merriam. We have none in the Northern Natural Gas Co. that 
I recall. If we have, it is very minor. Permian Basin Pipe Line Co., 
all of the New Mexico contracts, and I don’t know how many of them 
there are, have favored-nation clauses. 

Mr. O’Hara. Percentagewise of your production. 

Mr. Merriam. From Lee County we get 150 million a day out of 1.1 
billion feet per day, whatever percent that comes out to. It is some- 
thing in excess of 10 percent. 

Mr. Heseiron. Do these escalator clauses go into effect irrespective 
of the cost-of-living situation? What I am driving at is this: If the 
cost of living did not go up, would the escalator ‘clauses still go in 
effect with the increased price ? 

Mr. Merriam. Yes, sir. There are inflation clauses in those New 
Mexico contracts. 

Mr. O’Hara. Mr. Merriam, do you have any assurance that the dis- 
tributing companies which are purchasing gas of you will continue 
to buy as much gas in the future as they have in the past if the cost 
of gas continues to rise? 

Mr. Merriam. We have no contractual assurance other than that 
they have a demand charge which is fixed. 

Mr. O’Hara. But if the price of gas continues to rise and their cus- 
tomers fell off, you would just simply not be furnishing as much ga 
but they would have to pay a certain fixed charge, regardless of th: " 
Is that the situation ? 

Mr. Merriam. Yes. Unless that same capacity could be sold else- 
where. Which might or might not be able to be done. 
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Mr. O’Hara. You have spoken with reference to the amendments 
which were suggested by Mr. Searles last week, and I want to call 
vour attention to the provision, subsection (c)—and I will read it to 
you, so you will have it in mind— 

The Commission shall determine upon application made by a natural-gas com- 
pany whether the price or prices to be paid under any such new or renegotiated 
contract meets the foregoing provisions of this subsection (b). 

What has troubled me, Mr. Merriam, about that is that it gives the 
pipeline company an opportunity to come in and ask for summary 
judgment of the Federal Power Commission, but makes no provision 
of giving notice to all of your distributors who may be affected by that 
confirmation by the Federal Power Commission of the proposed price 
to be paid to the producers. Is that completely fair to the people who 
are involved, that is, your distributor customers and the public ¢ 

Mr. Merrtam. No. We have assumed that the Federal Power Com- 
mission would follow their regular procedure in certificate matters, 
under which they advise all of our customers that there would be 
something of this character pending. Certainly if they did not, we 
would. 

Mr. O’Hara. It would be the effect of the Power Commission giving 
a quickie judgment affecting a lot of people without any notice other- 
wise. 

Mr. Merriam. There should be notice. 

Mr. O’Hara. There should be notice to those who are involved as 
customers of your company, the distributors. 

Mr. Merrtam. My understanding is that they would get that notice 
under this kind of amendment. 

Mr. O’Hara. Very well. That is all I have at this time, Mr. Chair- 
man. 

The CHatrman. May the chairman make a statement at this point. 
The House has adjourned and the minority conference is on. The 
Chair told Mr. Wolverton, who was scheduled to question the witness 
next, that it was the intention of the Chair to adjourn the committee at 
at this time in order to permit minority members to go to the confer- 
ence, and not feel that they were being imposed on by the committee. 

Let me ask this question, Mr. Merriam. Will it be possible for you 
to be back tomorrow for some further questioning by members who 
have not had an opportunity to do so yet ? 

Mr. Merrtam. Yes, I will be back. 

The Cuarrman. Mr. Springer, can you be here tomorrow? I do 
ot want to rush you, but I promised the minority members that I 
Was going to adjourn the committee after Mr. O’Hara had finished his 
questions. 

Mr. Sertncer. If you had made a promise, I had intended to stay 
here and get through this afternoon, but if the ranking member was 
promised, I will not press it. 

The Cuatrman. I told him we would adjourn without further ques- 
tioning after Mr. O’Hara had finished, in order to take care of your 
conference. 

At this point, however, the Chair wishes to ask if Mr. Jackman is 
present? Mr. Jackman of the Investors League has a statement here. 
In view of the circumstances, what is your desire, Mr. Jackman. 
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Mr. JackMAN. In view of the time element, and the question of 
adjourning the meeting at the present time, I think it would be better 
if I filed my statement with the committee, because I cannot be here. 

The CuHatrMan. Without objection, Mr. Jackman’s statement will 
be in the record immediately following the testimony of Mr. Merriam. 
Thank you very much, and the committee stands adjourned until 10 
o’clock tomorrow morning. 

(Thereupon at 3:15 p. m., a recess was taken until, Wednesday, 
March 30, 1955, at 10 a. m.) 
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CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 


Washington, D. C. 


The committee met, at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The Cuarrman. The committee will come to order. 

When the committee adjourned yesterday afternoon, Mr. Merriam, 
president of the Northern Natural Gas Co., and of the Independent 
Natural Gas Association of America was testifying. Isee Mr. Merriam 
is here. 

We had reached that point in questioning where the Chair was about 
to recognize the gentleman from New Jersey, Mr. Wolverton. Before 
Mr. Wolverton begins his questioning, and because it will be necessary 
for the chairman to be away before the Rules Committee, I desire to 
offer for the record letters from several governors, one from the State 
of Kansas; another from the State of Arkansas; another from the 
State of North Dakota; one from Oklahoma; one from Wyoming, and 
one from the State of Montana. Those are offered for the record. 

I also have three letters from Members of the House. One from Mr. 
Otto Krueger, of North Dakota; one from Mr. Orvin B. Fjare, of 
Montana; and one from Mr, Clifton Young, of Nevada. They have 
asked that they be included in the record, and without objection they 
will be made a part of the record. 

I also have a brief resolution submitted by the gentleman from 
Alabama, Mr. Selden, which will go into the record after Mr. Mer- 
riam’s statement. 

1 also have a short statement from Mr. Halvorson, of the National 
Grange, who could not be present but asked that his statement be 
included in the record. I also have a letter from the Chamber of 
Commerce of the United States asking that a statement by Mr. Fell 
of their natural resources committee be included as a part of the 
record. He could not be here to testify. 

(The letters and documents above referred to will appear in the 
record at the end of Mr. Merriam’s statement. ) 

The CHatrrman. Mr. Wolverton, you may proceed. 

Mr. Wotverton. Mr. Chairman, it is my intention to question the 
witness first with respect to the statement which he made yesterday 
to the committee, and following that, some questions relating to funda- 
mentals, which I think deserve consideration of the committee. 

Mr. Merriam, you stated yesterday that you are the president of 
the Northern Natural Gas Co. ? 
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STATEMENT OF JOHN F. MERRIAM—Resumed 


Mr. Merriam. Northern Natural Gas Co.; yes. 

Mr. Wotverton. Is that a producing company ? 

Mr. Merriam. In part a producing company. It is basically a pipe- 
linecompany. We have 1.5 trillion cubic feet of gas reserve. 

Mr. Wotverton. How much ? 

Mr. Merriam. 1.5 trillion out of 9 trillion reserves, under contract, 
or directly through our production company. 

Mr. Wotverton. Where are your fields located ? 

Mr. Merriam. The fields in which, from which we take gas are—you 
mean, or where we have gas purchase contracts ? 

Mr. Wotverton. Both. If you will just describe where your own 
fields are and where you purchase gas from, why, that will cover it. 

Mr. Merriam. We buy gas from the Hugoton field of Kansas and 
also the Hugoton field of Oklahoma and Texas. We also buy gas 
from the Texas Panhandle gas field. We buy gas through the Per- 
mian Basin Pipeline Co. and subsidiary, from Sprayberry field of 
west Texas and from several fields in Lea County, in southeastern 
New Mexico. Then we buy gas from various small fields in Kansas. 

Mr. Wotverton. Where are your own fields located ? 

Mr. Merriam. The gas that the Northern Natural Gas Co. owns, 
through its subsidiary ; Northern Natural Gas Producing Co. is largely 
in the Hugoton field in Kansas and additionally in the Texas Pan- 
handle gas field. 

Mr. Wotverton. What was the position of your company with re- 
spect , legislation in Oklahoma and Kansas that provided a minimum 

rice 
m Mr. Merriam. We opposed the Kansas minimum price order and 
took that to the Kansas Supreme Court and lost. 

Mr. Wotvertron. And what was your attitude with respect to the 
Oklahoma action ? 

Mr. Merriam. In Oklahoma, we did not have—we were not con- 
cerned with the Oklahoma order at the time it originally came up. 
We did not have gas in the State of Oklahoma at that time. We would 
have taken the same position. 

Mr. Wo.verton. What has been your experience with reference to 
the operation of minimum price law in Oklahoma ? 

Mr. Merriam. So far as my recollection is concerned, the contracts 
which we entered into in Oklahoma were entered into after the initial 
minimum price law was passed in Oklahoma—rather the Oklahoma 
commission order—and I believe that the present contract prices that 
we have are higher than Oklahoma’s present minimum prices, so that 
we would not yet have been affected by it. We would be affected by 
it if the price were increased. 

Mr. Wotverton. What was the basis of your objection in reference 
to the minimum price law in Kansas? That is, when it was a matter 
of decision. 

Mr. Merriam. Our feeling was that it was illegal; that they did not 
have the power to fix the minimum price; that the State did not. 

Mr. Wotverton. Was your objection entirely a legal one? 

Mr. Merrtam. That was a number of years back and I am a little 
rusty in my memory on that, but that was the basic reason, as I recall 
now, Mr. Wolverton. 
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Mr. Wotverron. In other words, you had no objection to it as a law 
and its effect on your industry other than it was illegal? 

Mr. Merrtam. Well, that, as I said, was the basic reason. You get 
involved in other questions, of course. 

Mr. Wotverton. I am trying to find out what was your company’s 
attitude toward the principle that was involved, aside from the tech- 
nical legal side. That is what I am trying to find out. 

Mr. Merriam. Well, the principle was involved, as we understood, 
from the standpoint of the Kansas Corporation Commission, which 
made the decision with respect to minimum ge. was that the pipe- 
line companies had been in entire control of the purchase of gas in the 
gas fields and that the supply at that time had exceeded demand and 
that, therefore, the pipeline companies had in effect a monopoly on 
the purchase of gas from the fields and that, by reason of that the 
pipeline companies had to have long-term contracts in order to sup- 
port construction of their pipelines, and their obligation to the con- 
sumers that they had undertaken and that, therefore, the prices orig- 
inally were fixed at flat rates, which were low rates; and the producers 
centended, as I understood it, that those prices were lower than the 
market price should be at that time in relation to other competitive 
fields and that they had to sign up for those flat long-term rates 
merely because the pipelines had a monopoly, or the other way around. 

Mr. Wotverton. Well, what court rendered the decision against 
your position ? 

Mr. Merrtam. The Kansas Supreme Court rendered a decision 
against us and at or about that same time the Oklahoma case, which 
was pretty much on all fours with the Kansas case, went to the United 
States Supreme Court with almost identically the same principles in- 
volved, and the Oklahoma order was upheld in the United States 
Supreme Court at that time. 

So that we did not carry the Kansas case up to the United States 
Supreme Court under those circumstances. 

Mr. Wotverton. Just on the side, I happened to be in the Supreme 
Court on Monday and I saw a list of cases to be argued. Two of them, 
if I remember correctly, was by natural gas companies involving the 
State of Oklahoma. 

Do you know what those cases were? I did not have an oppor- 
tunity to look into them. 

Mr. Merrram. No; I do not know any of the details. I understood 
there was a case before the Supreme Court involving one or more 
pipeline companies in connection with the minimum price. I do not 
have the details. 

Mr. Wotverton. Has the minimum price of gas in Kansas or Okla- 
homa been raised or lowered since the initial price was fixed ? 

Mr. Merrtam. In Oklahoma I believe that—I may not be correct 
on this—but my recollection is in the present case you are referring to 
there was an increase in the original Oklahoma minimum price. 

Mr. Wotverton. Have you found the operation at those minimum 
price laws detrimental to your business ? 

_Mr. Merrtam. They would be detrimental to the extent that any 
time that any of our costs are raised they create new problems in rate 
cases before the Federal Power Commission and create additional 
problems with the gas utilities and consumers. There has been no 
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adverse effect, so far as I know, in our territory from the effect of the 
Kansas minimum prices. 

Mr. Wotverton. I understand that you purchase gas as well as 
produce it in Kansas. 

Mr. Merriam. Yes, sir. 

Mr. Wotverron. Has it in any way been detrimental in your pur- 
chase of gas? 

Mr. Merriam. No; I would not say that it had. 

Mr. Wotverton. How long has the law in Kansas been in opera- 
tion ? 

Mr. Merriam. I would have to guess with you on that, but I be- 
lieve it is around 3 years. 

Mr. Wotverton. And about the same in Oklahoma, or less ? 

Mr. Merriam. The Oklahoma one was the first one, It was shortly 
before the Kansas one, as I recall it. 

Mr. Wotvertron. During that time you have not, as yet, observed 
any detrimental effect to the regulation of a minimum price by the 
State regulatory body ? 

Mr. Merriam. Other than I have mentioned here. 

Mr. Wotverron. I am talking about you had mentioned, as an ex- 
pression of what might be, not as to what had been. 

Mr. Merriam. Well, “detrimental” is an awfully broad word. 

Mr. Worverton. I beg your pardon. 

Mr. Merriam. Detrimental is an awfully broad word, and I was 
trying to be careful in my answer to you. 

Mr. Wotverron. Is there some other word that I could use that 
would bring out a better answer ? 

Mr. Merriam. I do not believe so, sir. 

Mr. Wotverton. In other words, I do not want to rise or fall just on 
a particular word. 

Mr. Merriam. No; Iam trying—— 

Mr. Wotverton. I want to get the fullest possible expression from 
you as to the effect that these laws have. 

Do I understand that your company is both a producing company 
and also a pipeline company ? 

Mr. Merrtam. And also a distributor. 

Mr. Wotverron. Well, then, you have all phases of it except con- 
sumer ? 

Mr. Merriam. I am also a consumer, in a substantial way. 

Mr. Hesevron. At a good price? 

Mr. Wotverton. You are very fortunate to be a consumer in a 
situation where you control the production and contro] of the price 
and the transmission, and also the distribution. Not every consumer 
has those opportunities to express themselves. 

Mr. Merrtram. I do not buy from our own distributing company. I 
buy from the local distributing gas distributing system in Omaha, 
which buys gas from the Natural Gas Co. 

Mr. Wotverron. I am glad you have a choice. So many of our 
consumers do not get a choice. 

Now, what is the paid-in capital of your company ? 

Mr. Merrtam. What is what? 

Mr. Wotverton. What is the paid-in capital of your company? 
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Mr. Merrram. We have a total property account of $370 million 
and of that about $100 million is common stock, and retained earn- 
ings, and about $25 million is preferred stock, and the balance is debt. 

r. Wotverton. And is that the amount of capital you started 
with ? 

Mr. Merrtam. No, sir; we started from a very small beginning. 

Mr. Wotverton. Your beginning was, of course, on paid-in capital ? 

Mr. Merrtam. Well, our very beginning was back in 1930, which 
was during the depression years, and we had a smal] amount of com- 
mon stock issued and a very heavy debt structure with money bor- 
rowed from the banks. At that time you could not sell securities. 

Mr. Wotverton. What is the total value of your assets at the present 
time ? : 

Mr. Merrtam. The total property account is $370 million. 

Mr. Wotverron. I understood you to say that was paid-in capital. 

Mr. Merriam. Well, it about balances out. The total property 
account—— 

Mr. Wotverton. In other words, you have not created any surplus? 

Mr. Merrram. Retained earnings was included in the figure that 
I referred to in common stock, equity stock interest in the $100 mil- 
ion. 

Mr. Wotverton. I see; turn it back in the form of stock, did you ? 

Mr. Merrtam. No, the form of retained earnings. The earnin 
that the company made and did not pay out in the form of dividen 
were retained in our capital structure in the form of, and so labeled, as 
retained earnings. 

Mr. Wotverton. Well, now, what part represents gain from opera- 


tions and what part oa capital ? 


Mr. Merrtam. I believe—and this is my off-hand recollection—I 
believe of the $100 million of common stock equity approximately $27 
million represents earnings of the company that were retained in the 
capital structure and not paid out as dividends. That would be ap- 
proximately 27 percent. 

Mr. Wotverton. Have you paid dividends in addition to dividends 
that were turned back in to capital ? 

Mr. Merrtam. Well, we have paid dividends out of earnings which 
have gone to our stockholders; yes, since 1930. The first 5 years we did 
not pay dividends. 

Mr. Wotverton. What was your gain last year; your net gain ? 

Mr. Merrram. Well, our net income available for stockholders was 
slightly over $10 million. 

Mr. Wotverton. That was paid out in dividends to them ? 

Mr. Merrtam. The earnings per share were $2.67 per share and we 
paid out $1.95 per share. I do not have the dollar mathematics to go 
with that in mind. 

Mr. Wotverton. What was the percentage of gain, aside from what 
you paid out? Can you tell me what was the gain in your capital ? 

Mr. Merriam. Well, there was no gain in capital other than the re- 
tained earnings. 

Mr. Wotverton. I gee I did not make my point clear. 

You had a net gain? 

Mr. Merrtam. We had net income. 

Mr. Wotverton. Net income. 

Mr. Merriam. Yes. 
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Mr. Wotverron. What percentage did that represent of your 
capitalization ? 

r. Merriam. Total capitalization of $370 million; $10 million 
would be—my mathematics are not in order today—$10 million 
divided by $370 million which is not, however, a fair figure, because 
the $10 million is what was available for common stock and the $370 
million is the total earnings. 

Total assets covers the whole capitalization. 

Mr. Wotverton. It does not take very much figuring to ascertain 
that you had, or there was a very substantial gain on the basis of your 
original paid-in capital. 

Mr. Merriam. Well 

Mr. Wotverton. On your paid-in capital. 

Mr. Merriam. So far as common stock is concerned, the earnings 
represent 10 percent on the common stock equity. 

r. WotverTON. It would be very helpful, it has been suggested to 
me, if we could go back to the years before, or a few years previous. 

Just how has your property account been running ? 

Mr. Merrram. Well, during previous years it has been less than that. 
From 1950—for 1950, 1951, 1952, and 1953 our earnings were less than 
the figures I have given you on a per share basis, or dollar basis. I 
do not have the figures in mind. 

Mr. Wotverton. Well, maybe we can get that in subsequent testi- 
mony. 

Now, what do your assets consist of? Do they consist of producing 
wells? How much is represented by producing wells? 

Mr. Merriam. The investment in our producing properties, as I 
recall it, run around $7 million and our assets in distribution also run 
around $7 million to$10 million and the balance is in pipeline 
facilities. 

Mr. Wotverton. When you speak of pipeline facilities, you mean 
interstate or local ? 

Mr. Merriam. Interstate. We have no pipeline facilities that are 
intrastate that are not covered in the distillation facilities figure that 
I gave you. 

Mr. Wotverron. Does your gas company hold stock in other natural 
gas companies? 

Mr. Merriam. We have the Permean Basin Pipeline Co., which 
sells all of its supplies to Northern Gas Co. and is owned 83 percent by 
Northern Natural Gas Co. That is the only other natural gas com- 
pany. 

’ Mr. Wotverron. You purchase gas, of course, from other com- 
panies ¢ 

Mr. Merriam. Yes; we do. 

Mr. Wotverton. Who fixes the price? 

Mr. Merriam. The Federal Power Commission at the moment. We 
have a contract between our producing company which is 100 percent 
owned and the Northern Natural Gas Co., in which the prices are based 
on the price paid by Northern Natural Gas Co. to the independent pro- 
ducers in the same area. 

Mr. Wotverton. Has your experience with the Federal Power Com- 
mission been satisfactory ? 

Mr. Merriam. Yes; generally so, sir. We do not always agree with 
them and they do not always agree with us; but, on the whole; yes. 
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Mr. Wotverton. You could hardly expect that. Then, what is the 
basis of your fear under the Phillips decision ? 

Mr. Merriam. The basis of 

Mr. Wotverron. I am basing that question now on your statement 
that your experience with the Federal Power Commission has been 
reasonably satisfactory. 

Mr. Merriam. The basis of the statement that I have made that the 
Federal Power Commission’s jurisdiction over the producers is un- 
desirable, primarily for two things. One is that the producer does not 
know what price he will receive ‘for his natural gas, that he sells; he 
will not know from day to day. 

Mr. Wotverton. Which creates the most concern with you when you 
deal with your own company, as to whether the producing company 
will get a proper price or you will have to pay too much; just where 
are you concerned ¢ 

Mr. Merrtam. With our own producing company, we are perfectly 
content to take a reasonable market price determination. 

Mr. Wotverron. Is that the price you have been getting, and is that 
the price that has been allowed by the Federal Power Commission ? 

Mr. Merriam. In our particular case, which is a bad example, at 
the moment the Federal Power Commission, in our past rate cases, 
has supplied the original cost theory to the Northern Natural Gas 
Co.; but the amount of exploration and development expenses which 
we have been doing in the subsidiary almost exactly offsets the income 
that the subsidiary would otherwise have received from Northern. 
So that the effect on the consumer price is almost exactly the same. 

Mr. Wotverton. Are your producing companies specifically gas 
wells, or is gas secured in conjunction with production of oil! 

Mr. Merriam. So far we have only natural gas. 

Mr. Wotverton. Do you hold any stocks in other petroleum com- 
panies ? 

Mr. Merriam. Yes; we own about a 5-percent interest in the Huskey 
Oil. Co. We buy no gas from Huskey Oil. 

Mr. Wotverton. You purchase no gas from that company ? 

Mr. Merriam. No; we buy no“gas from them. We have a first 
call on any natural gas they do have available for sale; but there 
has been none sold to Northern Natural Gas. 

Mr. Wotverton. The phrase “first call” brings to my mind that 
up to this present time we have not had presented to this committee 
any form of contract that is in general use at the present time. 

During our hearings there has been a great deal of interest dis- 
played in the form of contract, with reference to the so-called escalator 
clause, or spiral escalator clauses, and favored-nation clauses. 

[ assume that you are very familiar with those phrases and with 
their effect as to price, are you not ? 

Mr. Merrram. I am familiar with them, particularly as to my own 
company. I am not so familiar with those of other companies. 

Mr. Wotverton. And do you have contracts that include these 
clauses ? 

Mr. Merriam. Yes, we do. 

Mr. Wotverton. W ould there be any objection—I assume they 
are on file with the Federal Power Commission 

Mr. Merriam. Yes, all of them are. 
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Mr. Wotverton. Would there be any objection to your submitting 
to this committee as part of your testimony forms of contract that 
can be considered as the usual form at the present time ? 

Mr. Merriam. There is no reason we could not do that and I will 
be glad to do it. You would have some difficulty in picking a typical 
contract, because very few of the contracts are identical in terms and 
I presume you have particular reference to the price provisions in 
the escalation provisions. 

Mr. Wotverron. Not particular reference to these so-called escala- 
tion clauses and favored-nation clauses. 

Now, we have as yet, notwithstanding these hearings have been 
going on for considerable time, although there have been some ques- 
tions asked with respect to those types of clauses and contracts, we 
have never had one, to my knowledeg, presented to the committee as 
yet and I certainly would like to see one and see what it is like. Then 
we could determine the question that you have now raised, that it 
would be hard to get a typical one. Maybe if we could get the usual 
one, or most common one in use, that would help a great deal in arriv- 
ing at the right or wrong of these clauses from a consumer stand- 
point. 

Mr. Merriam. Would it be satisfactory to you if we gave you the 
price and acceleration provisions of the contract or do you wish the 
whole contract? They are quite lengthy. 

Mr. Wotverton. Well, I would assume that they are. 

Mr. Harris. Will the gentleman yield? 

Mr. Wouverton, I will yield. 

Mr. Harris. Mr, Searls was before the committee and a request was 
made of him to cooperate with the Federal Power Commission to 
furnish the committee with 4 or 5, or more, of these typical contracts, 
which are of public record, filed with the Federal Power Commis- 
sion. 

Mr. Wotverton. Yes. 

Mr. Harris. Those contracts should be here. I have not checked to 
find out whether they have been received, but I assume they are avail- 
‘able, or will be. 

Mr. Wotverton. It will be very helpful, however, if we could have 
them at the time we are examining witnesses who have knowledge of 
the effect of those clauses. 

I take it that Mr. Merriam is in a particular position from the 
standpoint of giving information to this committee, because he not 
only has the clause in his contract, but he has had experience under 
them as to how they work and what they cost, and what they can 
cost, and it would be very helpful if we could see how they are worded, 
so that we could ask questions maybe more intelligently than we do 
at the present time. 

Do you happen to have a copy of any of those contracts with you 
at the present time ? 

Mr. Merriam. I haveacopy. The only one I have with me is a copy 
of this fair, just, and reasonable acceleration provision which I mem- 
tioned yesterday in my testimony which covers—— 

Mr. Woxverton. Well, I am speaking now with reference to the 
acceleration clause. Do you have a contract with you at the present 
time which contains acceleration clauses and the favored-nation 
clauses ? 
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Mr. Merriam. I have an excerpt from a contract which covers the 
acceleration clause, which is of the nature that I referred to yester- 
day, which was a renegotiation periodically to determine a fair, just, 
and reasonable price. If the parties do not agree to what a fair, just, 
and reasonable price was, then that particular provision would go to 
arbitration. 

I have one of those here, yes. 

Mr. Wotverton. I wonder if we could see it. 

In other words, if you have it before you, will you read whatever 
clauses are in it with respect to escalation, or the spiral escalation, and 
the favored-nation clause, or third-party escalator clause. 

Mr. Merriam. This contract which represents the bulk of our Huge- 
ton gas field purchases is in the form of a contract in which the origi- 
nal escalator is reviewed every 5 years, that is, every 5 years, the 
initial basic price. I will be glad to submit it. 

Mr. Wotverton. It would seem to me maybe what you are saying 
now would indicate a very limited scope, would it not? Would it not 
be better for us to have all of the contracts you have referred to sub- 
mitted to us? 

Mr. Merriam. This is the only clause I have with me. 

Mr. Wotverton. Well, I can see, before you get very far along with 
it, that it is a rather limited provision, rather limited in its scope as 
compared to what the committee is anxious to have before us. 

Mr. Merrtam. It does not cover the other phases. It covers the bulk 
of the problems facing the Northern Natural Gas Co. 

Mr. Wotverton. Well, it may be that it would be possible for us, 
by cooperation with Mr. Searls, and with yourself, and the Federal 
Power Commission, to be able to get a general understanding. I think 
it would be very appropriate if the Federal Power Commission, which 
has these several types of contracts, would give us the benefit of it 
so that we might have an understanding of it, in that whole general 
field. We wil try to see that some steps are taken along that line. 

Now, under the escalator clause that you are familiar with as a 
part of your business, have you had increases forced upon you in the 
pipeline end of your business as a result of those clauses ? 

Mr. Merrtam. Well, Northern Natural Gas Co. has not had any 
material effect in that respect; no, because we have not had the kind 
of escalation that you are referring to, until the last several years. 

; Mr. Wotverton. Well, did that increase the price you were paying 
or gas? 

Mr. Merrram. The increases in price the Northern Natural Gas Co. 
has had from escalation clauses in the last few years has been very 
small, 

Mr. Wotverton. Well, whether it has been large or small, has it 
been reflected in the cost to the consumer ? 

Mr. Merriam. Yes. 

Mr. Wotverton. How much has that amounted to? 

Mr. Merrtam. I would not know. 

Mr. Wotverton. In the first place, how many consumers come 
within the scope of your company ? 

Mr. Merriam. There are nearly 800,000 consumers. 

Mr. Wotverton. And what is the cost to them of the gas that they 
now receive from your company ? 
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Mr. Merriam. The average cost on this system would now be around 
32 cents or 33 cents per thousand cubic feet, wholesale. 

Mr. Wotverton. What is the total amount to the distributing com- 
pany? Are you also the distributing company ? 

Mr. Merriam. No; we distribute in 105 out of 349 communities, and 
a much lesser percent, populationwise, or customerwise, because we 
serve about 60,000 out of the 700,000 customers directly. 

Mr. Wotverton. What I am endeavoring to ascertain is what is 
the increased price to the consumer as a result of these slight increases 
that you say you have had under escalation clauses in the last few 
years? 

Mr. Merriam. Well, it would be something less than a cent a thou- 
sand. 

Mr. Wotverron. How much is that in the aggregate ? 

Mr. Merrtam. Well, a cent a thousand on last year’s sales of 270 
billion cubic feet would be $2,700,000. 

Mr. Wotverron. Affecting how many people? 

Mr. Merriam. Affecting "800,000 people, consumers. 

Mr. Wotverton. Now, ‘how much of an increase has there been 
from the original price as compared to the existing or going price of 
gas from the ; standpoint of your consumers, served ‘by your company? 

Mr. Merrram. You mean our price to the gas utilities, or price to the 
ultimate consumer ? 

Mr. Wotverton. Ultimate consumer. 

Mr. Merriam. How far back do you go, Mr. Wolverton? If you go 
back to the time when we started in business, in 1930, I do not have 
the figures available. It would not be very great. If you go back to 
1947, it isa very substantial increase. 

Mr. Wotverton. Well, we will assume that there was a 1-cent 
increase at the producing wells. By the time that reaches the con- 
sumer, how much of an increase is it to him? You seem to be ina 
position to be particularly helpful, because you do have producing 
wells and you do have transmission lines and you do have distributing 
companies; so that you have, you run the whole gamut, so to speak; 
therefore, I hope that you will be in a position to help us in saying 
how much an increase of 1 cent at the well will eventually mean to 
the consumer. 

Mr. Merrtam. An increase of 1 cent in the price of gas in the field 
would be exactly 1-cent-a-thousand increase per thousand cubic feet 
to the consumer, plus or minus, any other factors that affect your 
transportation costs. 

Mr. Wotverton. How much then would that 1 cent mean in dol- 
lars and cents total ? 

Mr. Merriam. One cent a thousand would be $2,700,000 on last year’s 
total, spread over $800,000. 

Mr. Wotverron. In those cases where there has been an increase, 
has there been an application by your distributing company or other 
distributing companies to increase the price to the consumer to cover 
that leent? 

Mr. Merriam. Well, in some cases, yes; and in some cases the dis- 
tributing companies were able to absorb the increase in cost themselves, 
without raising the price. 

Mr. Wotverron. In your companies you are speaking of ? 
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Mr. Merriam. I am referring to the companies we sell gas to; yes. 

Mr. Wotverton. How much have you absorbed in the way that you 
have just mentioned ¢ 

Mr. Merrtam. I do not have any figures as to what the distributing 
companies would have absorbed out of the price increase that the pipe- 
line company passed on to them. 

Mr. Wotverton. Is that absorption voluntary, or was it as a result 
of an adverse decision by either the Federal Power Commission or 
the local utility regulatory board / 

Mr. Merriam. Well, it would be entirely by the local utility regu- 
latory boards and I presume it would be lost in just the normal process 
of regulatory functions. 

Mr. Wotverton. In other words, it was not voluntary on your part, 
then, was it ? 

Mr. Merriam. I am not talking about our part. I am talking about 
the distributing companies to whom we sell gas. 

Mr. Wotverton. Well, you did say something to the effect that you 
absorbed the cost. What I am trying to ascertain is, was that volun- 
tary absorption or was it as a result of a decision by a regulatory body 
that did not permit you to make the increases ? 

Mr. Merriam. Well, in those cases where Northern Natural Gas Co. 
was the distributing utility, I do not believe that we have had, as yet, 
any rate cases. There is one pending now, but there have been none 
heretofore, so that there being no rate cases, the amount absorbed 
which our distributing utility would have absorbed would have been 
voluntary. 

Mr. Wotverton. Now, I would like to ask a few questions with re- 
spect to the Independent Natural Gas Association, for whom you are 
also testifying at this time ? 

Mr. Merrtam. Yes, sir, technically, that is all I am testifying for. 

Mr. Wotverron. You are president of that organization ? 

Mr. Merrram. That is correct. 

Mr. Wotverron. Is that any different from the American Gas 
Association ? 

Mr. Merriam. Yes, sir; it is not connected with the American Gas 
Association. 

Mr. Wotverton. Now, will you describe just what it consists of in 
its membership; just give me an overall picture of what the Indepen- 
dent Natural Gas Association consists of and the different interests 
that are included. 

Mr. Merriam. It includes substantially all of the long-line inter- 
state natural gas pipeline companies. It includes 200 or 300 inde- 
pendent producers and producing companies, It includes a few dis- 
tributing companies, and, it includes maybe 700 or 800 individual 
members. 

There are about 1,400 members in total. 

Mr. Wotverron. Who would the individual member be; would they 
be consumers ? 

Mr. Merriam. Would be practically everybody. I mean, there 
would be some consumers; be some producers; be some pipeline peo- 
ple; there would be bankers. 

Mr. Woxverton. Now, how is the Independent Natural Gas Asso- 
ciation financed ? 





454 NATURAL GAS 


Mr. Merriam. It is financed by dues levied against the membership. 

Mr. Wotverton. Are those dues on a fixed basis? Or do they relate 
to the assets of the particular companies? 

Mr. Merriam. Well, so far as individual members are concerned, 
they are fixed dues. So far as the companies are concerned, the fig- 
ures are recalculated each year to fit the association’s budget, and they 
are fixed—I believe this last year, on the basis of revenues. 

Mr. Wotverton. Under that system of dues, what is the annual 
income ¢ 

Mr. Merriam. Of the association ? 

Mr. Wotverton. Yes. 

Mr. Merriam. I believe it is between $100,000 and $150,000. 

Mr. Wotverton. And for what purpose is that revenue used ? 

Mr. Merriam. It is used to maintain the office of the association ; to 

ublish papers distributed by the association—that pretty well covers 
it. $100,000 or $150,000 does not go very far. 

Mr. Wotverton. Did the Independent Natural Gas Association 
make any contribution to this large fund of $1 million or $1,500,000 
referred to yesterday ? 

Mr. Merriam. No, sir. 

Mr. Wotverron. For education propaganda purposes? 

Mr. Merriam. No, sir; it made no contribution to the education 
program. 

Mr. Wotverton. Did the companies that are a part of the Inde- 
penat Natural Gas Association make contributions, to your knowl- 
edge ! 

Mr. Merriam. I am sure that a number of the individual members 
or company members of the association have contributed to that edu- 
cational fund; yes. 

: Mr. Wotverton. I noticed you put emphasis on that educational 
und. 

Mr. Merriam. I am very sincere about that. 

Mr. Wotverton. I can realize that you are, otherwise, you would 
not mention it so often. 

What does that consist of? Does your company contribute to it? 

Mr. Merriam. No; it has not yet, but it will probably contribute. 

Mr. Wotverron. Is the contribution based on revenue of the com- 
pany or is it just what the heart prompted it to give? 

Mr. Merriam. I really do not know what their formula is on that. 
The program is designed to educate the people of the country to the 
problems involved in the production, and it is a very, extremely, 
complicated problem and we have found, ourselves, that there is a vast 
misunderstanding of the basic problems involved in the regulation of 
the production of gas, to the consumers’ interests, 

r. Wotverton. Now, I would like to make some inquiry concern- 
‘ing the use of the term “independent.” Just what is that intended 
to convey ! 

Mr. Merriam. I am sure I do not know, sir. It was—— 

Mr. Wotverton. I will be frank with you. 

In the early days of investigation of the petroleum industry under 
the Cole committee—undoubtedly you are familiar with it, in one of 
our hearings, I think it was in Houston, maybe Dallas—a spokesman 
for the independent group, which is still in existence and well-estab- 
lished, made an appearance speaking for independents. And, when 
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I asked him the question as to where their revenues came from, by 
multiplicity of questions I finally ascertained that he had received a 
$25,000 contribution from, if I remember correctly, one of the Stand- 
ard Oil Cos. 

Now, I wonder just for that reason, how far “independent” really 
carries the thought of independence. 

Mr. Merriam. I think 

Mr. WotverTon (continuing). Pardon me for just a minute. And, 
in those hearings we had heard a great deal about independent com- 
panies and ener companies. 

Now, until this moment when I used the word “integrated,” I do 
not believe it had been used yet in these hearings, but is there any 
difference between your independent companies and the so-called 
integrated companies ? 

Mr. Merriam. Well, I was not a member of the Independent Natural 
Gas Association at the time it was formed, but I do know 

Mr. Wotverton (interposing). Well, it was not this organization 
that got $25,000? 

Mr. Merriam. No. 

Mr. Wotverton. If it would be helpful to you, I can tell you where 
it came from. . 

Mr. Merriam. No; the maximum contribution to ours is $10,000 
and that comes from individual pipeline companies. That is the max- 
imum, but, the Independent Natural Gas Association is really more 
independent from the American Gas Association than anything else, 
and I would guess, without knowing, the source of the term 
“independent.” 

Mr. Wotverton. When we speak of the term “independent” in the 
realm in which I just mentioned it, are any of your producing com- 
panies, what would be termed “integrated” ? 

Mr. toe Well, by integrated, you refer to integrated oil com- 
panies 

Mr. Wotverton. Yes. 

Mr. Merriam. It is very probable that some of the integrated com- 
panies have membership, but they would be very limited memberships. 
And, I think that there is only one integrated company that is repre- 
sented in any activity. The bulk of the activities is with the pipeline 
group, Mr. Wolverton. 

Mr. Worverton. Well, I think it would be fair to assume both from 
your answer and from our general knowledge of the matter, that 
integrated companies are included under the cloak of Independent 
Natural Gas Association. I make that deduction. 

Mr, Merriam. I do not think that is a fair analysis, Mr. Wolverton, 
because if there are any of the major oil companies in the association, 
their contributions are very minor, dollar-wise, and their contributions 
percentage-wise is even more limited. 

So that it could in no way, shape, or form, be considered correctly 
said that the Natural Gas Association is a cloak for any of the inte- 
grated oil companies. 

Mr. Wotverton. Maybe I was wrong in using the word “cloak.” 
I just did it in the sense that it was all-inclusive, and regardless of 
the amount of contribution, the fact does remain that there are so- 
called integrated companies who are members of your organization ? 
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Mr. Merriam. Membership is open to anybody in the natural gas 
business, so if they wish to belong, they could. 

Mr. WotverTon. It being as open as you say, then, they are members 
of your organization ? 

r. MerrtaM. They could be a member, but the point I was making 
was—— 

Mr. Wotverron (interposing). And if they could be; are they? 

Mr. Merrram. I have said that there are 1 or 2 of them. I know 
that there is one that is, and there are probably more, but their num- 
ber is very negligible. 

Mr. Wotverton. I think that would be the easiest and quickest way 
to answer rather than to say that it was open to them, could be. The 
fact is that they are members. 

Mr. Merriam. I thought I had said that earlier. 

Mr. Wotverton. Iamsorry. I missed that. 

Now, does your organization appear as a witness on hearings before 
the Federal Power Commission, and has it appeared ; the Independent 
Natural Gas Association ? 

Mr. Merriam. Not asa routine thing. I am sure that there are occa- 
sions when they have appeared before the Federal Power Commission 
on matters. 

Mr. Wotverton. In view of the fact that you have producers, inde- 
pendent and integrated pipelines, distributors, and some individuals 
like yourselves who maybe are consumers, as members of this inde- 
pension group, are we to take from that that their interests are inim- 
ical ? 

Mr. Merriam. I think that the fairest picture of the Independent 
Natural Gas Association you could draw is that it is predominantly a 
long-line interstate pipeline organization. The pipeline companies 
have a majority of the board of directors and members on the execu- 
tive committee. 

Mr. Wotverton. Well, the reason I asked that is whether in the 
holding of your annual meetings, conventions, or conferences, or what- 
ever is held in that respect, are there any differences of opinion as a re- 
sult of the different types that are members? In other words, are the 
producers and the pipelines and the distributors all agreed that they 
will hang together ? 

Mr. Merriam. So far as I have been able to determine, nobody ever 
agrees more than 5 minutes with anybody else in any industry, and that 
is certainly true in the Independent Natural Gas Association and 
natural gas business. 

Mr. Wotverton. On what subjects do they differ so violently? 

Mr. Merrtam. I did not say that they differed violently. There are 
always differences of opinions. 

Mr. Wotverton. Would you mention some of the differences of opin- 
ions that have been known to exist ? 

Mr. Merriam. I do not know that it would be fair to finger out 
any particular differences, Mr. Wolverton. 

Mr. Wotverton. Well, why did you say that? 

Mr. Merriam. Well, you get into any organization and any discus- 
sion with any set of people, and there are always a thousand and one 
different things that are discussed, and there are differences of opinion 
that are merged and joined, and there are differences of opinions that 
stay after you get through the discussions. 
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Mr. Wotverton. But my question was asked because I was anxious 
to know whether the producers had a distinct problem from the trans- 
mission lines; whether the transmission lines had a distinct problem 
with respect to the price they had to pay to the producers; whether the 
distributors had a problem with respect to their phase of the industry ; 
and we certainly can assume that the consumers might have. But, 
I am confining it to those three groups that I have mentioned, as a 
part of your organization. 

Do they have differences of opinion with respect to policy ? 

Now, in connection with this matter, I assume that it is fair to 
assume that you are speaking for them and that they are all agreed 
upon the propriety of the stand that you have taken in the testimony. 

Mr. Merriam. No; I would be sure that there was not full agreement 
on this subject, or any other subject. 

We do have substantially complete agreement among the pipeline 
groups. 

We have the approval of the executive committee of the association 
for my appearance here today. 

Certainly the producers’ interests in many respects differ from the 
pipelines’ interests and from the distributors’ interests, and the dis- 
tributors’ interests differ in many respects from the pipelines’ and 
producers’ interests. 

There are points at which they converge and the public interests 
become more important than any other particular phase being dis- 
cussed ; or the gas-supply picture may be more important ; or the price 
situation. 

Each of them is concentrating on his particular interest at the par- 
ticular time, and obviously, the distributor is up against a group on 
the price increases that he must get from the consumer in order to 
pass on any price increases that come either from the pipeline com- 
pany or from the producer. 

The producer is obviously less interested in the consumer price, be- 
cause his primary purpose is to make money for his company. 

Mr. Wotverton. It would seem to me from statements that have 
been made and correspondence received, that I can hardly think that 
the distributing part of it would be in entire accord with the policy of 
the so-called escalator clause. 

In other words, if I understand their position correctly, they are 
just at the mercy of the pipeline from whom they purchase, pipelines 
are at the mercy of the producers from whom they purchase, so that 
producers with escalator clauses rule the roost, so to speak. 

Mr. Merriam. The escalator clause, Mr. Wolverton 

Mr. Wotverron. I cannot understand very readily how they can all 

agree as to that being a proper situation. 
_ Mr. Merriam. I have not said that they all agree. I believe there 
is in this record a letter from the distributing company supporting the 
Harris-Hinshaw bills, so that certainly the distributors are interested 
not only in the price at which they sell their gas, but they are inter- 
ested in the adequacy of the supply. 

Mr. Wotverron. I will not — this phase of it any further, but I 
would have liked to know whether these annual meetings—is that what 
you hold where these questions of policy are discused ? 

Mr. Merriam. There is one annual meeting and then there are a 
series of meetings of the executive committee, or the board of directors 
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or the pipeline divisions, or the producing divisions, or the distribu- 
tion divisions. 

Mr. Wotverton. When and where and how is the policy of the 
association determined? By whom? 

Mr. Merriam. Well, there being only one annual meeting a year, the 
policy is determined by the board of directors between annual meet- 
ings. 

Mr. Wotverton. How often do they meet ? 

Mr. Merriam. They meet on call. There are no regular dates, 

Mr. Wotverton. How frequently do they ordinarily meet ? 

Mr. Merriam. I would guess about six times a year. 

Mr. Wotverton. Are there reports issued after the annual meeting? 

Mr. Merrram. Yes, they are published. 

Mr. Wotverron. Are they available ? 

Mr. Merriam. Yes, they are. 

Mr. - pheeaaiercenen Would it be possible for us to secure the last annual 
report ¢ 

Mr. Merriam. Yes, certainly. 

Mr. Wotverton. I believe this committee would be pleased to have 


a copy of it. 

Mr Merriam. I will be glad to furnish it. 

Mr. Harris. You issue these reports? You print them in great 
number, do you not ? 

Mr. Merriam. Yes. 

Mr. Harris. Do you have sufficient number to make one available 
to each member of the committee without too great a burden ? 

Mr. Merriam. I am advised that they think they have. 

Mr. Harris. Very well. 

Mr. Merriam. I would be surprised if there have not been copies 
distributed before this, but we will distribute them to the extent that 
copies are available. 

r. Harris. Thank you very much. 

Mr. Wotverton. Now, coming back to the question of the type of 
contract that is used, you are familiar with those different types ? 

Yesterday you testified that you had been identified with this indus- 
try for 25 years and that fact, together with your multiplicity of com- 
panies that you are connected with, would seem to give you as fine an 
understanding as a witness as we could expect to have. 

Would it be possible for you to tell us when these escalator clauses 
came into existence, going back over 25 years of your history ? 

Mr. Merriam. I assume you are asking me through my experience. 
Yes, I imagine that there have been, ever since there have been long- 
term contracts that there have been escalator clauses or renegotiation 
provisions because you get to the very nub of the problem which you 
are approaching, it is essential your gas supplies be tied up over long 
periods of time. 

You have to have long contracts. Therefore, you have the question 
involved of how do you determine what is a reasonable price over a 
20- or 30-year period, as to whether the initial price is ewe going 
to represent the fair price for 20 years or 30 years, or whether there 
should not be some other kind of effect given in the contract to cover 
circumstances as they may arise over a period of years. 

There have been all kinds of different ways of meeting that. 
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Mr. Wotverton. It has become accelerated, has it not, in recent 
years, especially since World War II in the ingenuity with which these 
clauses have been drawn ? 

Mr. Merriam. It is a question of the operation of the good old law 
of supply and demand, sir, because when your supply exceeds your 
demand, then, if you please, the prices are going to be tighter so far 
as the producers are concerned, and when the demand exceeds the 
7 ly, it is going to turn and go the other way. 

ave seen it go both ways during the time I worked with Northern 
Natural Gas Co. We started out with some prices down in the Pan- 
handle gas field and Hugoton field that we renegotiated into lower 
prices because the supply was greater than the demand at that time. 

Whether that day will ever come back again, I don’t know. 

Mr. Wotverton. When you were able to renegotiate it at a lower 
price, did it go down to the consumer just the same way as it went up 
when you had to pay a higher price ? 

Mr. Merriam. Yes. 

Mr. Wotverton. If you can give us the date and time when that 
took place, I will say we should put a mark on it. 

Mr. O’Hara. I happen to know in my own district that did happen. 
There were two or three reductions in the price of gas. I do not re- 
member whether it was two or three. 

Mr. Wotverton. Please do not take it that I am endeavoring to dis- 
pute the statement of this witness. I am happy to hear of this situ- 
ation. 

I am more anxious to get knowledge of it so that it can be utilized 
some place else. 

Mr. Merrtam. There has been so much concentration on the rises in 
price in the last 5 years that I think they have lost complete sight of 
the fact—for example, in our company when we first started selling 
gas in 1980 when the price of coal and oil were way down from where 
they are now, we had two town border contracts, a domestic contract 
and industrial contract. Our domestic contract started at 5 cents a 
thousand cubic feet for the first 10 million feet a month. It dropped 
down, from 10 million feet it dropped 1 cent until it got to 3714 cents, 
which was the lowest price in the Zaps contract. 

Mr. Harris. What was the date you mentioned ? 

Mr. Merriam. In the fall of 1930. 

The industrial contract price under which we originally signed up 
gas at the town border was 18 cents plus half the difference between 
2 cents and what the utility resolved it for, so it could be anything 
above. 

But the lowest price was 16 cents. That compares now with our 
present overall average price of 32 cents a thousand cubic feet. 

Now, everybody has Caen looking back to the time of the impact 
when the rates were lowered down to their lowest possible level, which 
was right at the end of World War II, because, again you take our 
own company, we were operating at practically 100 percent load factor 
because the load had grown and because of wartime restrictions we 
could not expand our facilities, so that you were operating at your 
most efficient peak and with Federal Power Commission regulations 
in its normal course you have your very lowest possible price. 

61557—55—pt. 130 
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Our town border prices were down to an average of about 17.7 cents 
overall. 

I think it was 1947 or 1949. And the people kept looking back to 
that time and they don’t go back when competition was much stiffer 
than it is now from other fuels and when our prices were much higher. 

We voluntarily lowered those prices from the initial ones down for 
a period of time clear through 1948 by voluntary action, or by negotia- 
tion with the Federal Power Commission after it came into effect in 
1938. 

Mr. Wotverton. Was that by the full amount? Was the reduction 
the same as the reduction in the field ? 

Mr. Merriam. In some cases they exceeded the amount of the reduc- 
tion in the price in the field. 

Mr. Kie1xn. Will the gentleman yield at that point? 

Mr. Harris. Will you pardon me just a minute? Will the gentle- 
man yield to Mr. Rogers of Texas? 

Mr. Wotverron, Certainly. 

Mr. Rogers. I ask unanimous consent to have two statements in- 
serted in the record immediately following the testimony of this 
witness. 

One of these statements is by a very able gentleman from Amarillo, 
Tex., Jay Taylor, president of the American National Cattlemen’s 
Association, and the other is a statement of Mr. Ray Willoughby, 
past president of the National Wool Growers Association, which asso- 
ciation passed a resolution last year when Mr. Willoughby was presi- 
dent. 

They reflect the feeling of those organizations with regard to this 
legislation. 

Mr. Harris. It will be received in the record at the point following 
the testimony with the other statements which have already been in- 
cluded in the record. 

(The document referred to will be found immediately following Mr. 
Merriam’s testimony. ) 

Mr. Kuern. Before you leave this point, I have one question, in 
reference to Mr. Wolverton’s question whether your price would go 
down as a result of this escalator clause and that would be passed on to 
the consumer. 

Would the distributing company, the utility, have to go to the State 
regulatory body for permission to reduce the price to the consumer? 

Mr. Merriam. In our particular States outside of Kansas, there is 
no State regulatory body. All the control of the utility prices is 
through the local city councils, and there is undoubtedly some varia- 
tion in the procedure that has to be gone through in reducing prices. 

So far as I know, there has never been any trouble with any city 
council in reducing prices. 

Mr. Kern. I do not recall, frankly, and my knowledge is limited, 
of course, to the State of New York where we do have a public service 
commission. 

I cannot recall when the rates were reduced. They may have been, 
but I don’t recall where they were ever reduced at the suggestion or 
request of the distributor. I think it was probably the consumer 
groups. I may be wrong. 

I was wondering whether in order for that to happen they had to 
go tothe regulatory body. Would that be your impression ? 
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Mr. Merriam. Yes. I was interested to note in the paper this morn- 


ing that Brooklyn Union Gas Co. just reduced their house rates by 
10 percent. 


Mr. Kern. I hope that is as a result of these hearings. 


Mr. Wotverton. It shows what can be done when there is a desire 
to do it. 


Does your producing company have a form of contract that contains 
the escalator clauses ? 

Mr. Merriam. It has this fair, just, and reasonable clause which I 
referred to here, which is the same as the clause from the gas purchased 
in that general area by Northern from independent companies. 

Mr. Harris. May we have that in the record? It has been referred 
to. Yousaid you did have it with you? 

Mr. Merriam. Yes, I only have the one copy here. 

Mr. Harris. Let it be included in the record. If you don’t mind we 
would like to have it passed up here. 

(The document referred to is as follows:) 


RENEGOTIATED PRICE—F ark, JUST, AND REASONABLE—TYPICAL KANSAS- 
HuGoTton CONTRACT 


Gas seller: J. E. Beyer. Contract dated: March 3, 1954 


Section 1. Price—For each 1,000 cubic feet of natural gas delivered here- 
under, subject to the provisions of section 3 of article IV providing for a reduc- 
tion in price in the event gas of inferior quality is delivered hereunder, North 
ern shall pay seller as follows: 

(a) Until January 1, 1959. Commencing with the initial delivery of gas 
hereunder and extending to January 1, 1959, a price of 11 cents. 

(b) After January 1, 1959. During the 5-year period commencing January 
1, 1959, and ending December 31, 1963, and during each subsequent 5-year pe- 
riod during the remaining term of this contract, a price to be determined by 
negotiation and agreement by seller and Northern as the fair, just, and reason- 
able price to be paid, during each such 5-year period, for natural gas, produced 
from depths above sea level in the area in which seller’s well and leases are 
situated for interstate transmission: Provided, however, the price to be paid 
hereunder subsequent to January 1, 1959, shall be not less than 11 cents. 

Representatives of Seller and Northern shall meet and negotiate as frequently 
as necessary during the period September 1 to November 1 of the year in which 
the price to be paid hereunder is subject to possible change, for determination 
of the price to be paid during the ensuing 5-year period. 

In the event the parties hereto shall be unable to agree by November 1 of such 
year upon such price, then the fair, just, and reasonable price to be paid for 
natural gas, produced from depths above sea level in the area in which seller’s 
well and leases are situated for interstate transmission, shall be determined 
by arbitration. For the purpose of arbitration, seller and Northern shall each 
select 1 arbitrator and the 2 arbitrators shall select a third. In the event the two 
arbitrators are unable to agree upon such third arbitrator, such arbitrator shall 
be selected by the Federal district judge for the State of Kansas. 

It is expressly stipulated that the delivery of gas by seller under this agree- 
ment shall not be interrupted because of delay in the determination of the price 
applicable to delivery of gas, and the delivery of gas shall continue at the pre- 
viously effective price. Upon determination of the new price, such price shall 
be retroactively applied to gas previously delivered in the interim and adjust- 
ment made accordingly. 


Mr. Wotverton. Has your company at any time opposed or resisted 
an increase in the price of gas by the producers? 

Mr. Merriam. One of my regular and recurring jobs is to fight 
with the producers to keep the prices down just as low as we can 
get them down and still get enough gas moving through our system. 
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I can assure you we have had some very interesting battles in that 
respect. 

Mr. Wotverron. And I guess some very severe ones. 

Mr. Merriam. I will take your word. 

Mr. Wo tverton. Well, I do not want to put words in your mouth. 
If they have been namby-pamby affairs, why, put it that way. 

Mr. Merriam. They are not namby-pamby, I can guarantee that. 

Mr. Wotverton. I took from what you said there had been rather 
serious conflicts at times, but you have not always been successful, 
either, have you ? 

Mr. Merriam. No, sir; we don’t always get our own way. 

Mr. Wotverton. Have you ever been successful? 

Mr. Merriam. Yes, sir. 

Mr. Wotverron. But notwithstanding you would rather fight it 
alone, would you, then to have any assistance from a Federal regula- 
tory body? 

Mr. Merriam. Yes, I would rather fight it alone than have the 
kind of assistance that has been talked about under the Phillips bill 
where, while the Federal Power Commission certainly will be in a 
position to reduce rates under certain circumstances, nevertheless, the 
discouragement that that may have in making gas available in inter- 
state commerce more than offsets, in my judgment, the advantage that 
we would get from that kind of assistance. 

Mr. Wotverton. In your opinion, is the opposition to Federal 
control by the Federal Power Commission largely on the basis that 
petroleum companies are fearful that if it is applied to gas it would 
be, so to speak, the nose of the camel under the tent and that it might 
be to control the petroleum industry ? 

Mr. Merriam. I have heard that mentioned by the producers as 
being one of the factors involved. 

r. Dres. Will the gentleman yield at that point? 

Mr. Wotverton. Certainly. 

Mr. Dres. Can the gentleman see any difference between regulating 
gas and regulating oil, coal, any other mineral ? 

Mr. Merriam. Well, there are some differences—— 

Mr. Dies. What is the logic of regulating the gas which consists 
of thousands of competitive groups and regulating any other? Why 
not regulate all ? 

Mr. Merriam. There are some differences, but basically I am in 
agreement with what you say, that once you start, the dividing line 
between doing this one and not doing the next one becomes thinner 
each time you do it. 

Certainly with respect to the regulation of gas and the regulation 
of oil, particularly casing-head gas, for example, the line of demarca- 
tion between them becomes almost impossible. 

Mr. Dres. So that if we set a precedent here, why not reach out in 
all fields and regulate the commodities produced in some of the 
opponents’ districts ? 

Mr. Merrram. I don’t recommend it. 

Mr. Dies. Thank you. 

Mr. Bennett. Will the gentleman yield ? 

Mr. Wotverton. Yes. 

Mr. Bennett. I would like to ask a question or two on the appli- 
cability of this legislation to escalator clauses in these contracts. 
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Would it be possible for you to furnish our committee with some es- 
tumates of the amount of gas which the pipelines have under contract 
and the length of time that those contracts have to run ? 

In other words, to get to this result: to find out what percentage of 
gas purchased by pipelines from independent producers is subject to 
long-term contracts. 

In other words, is it 75 percent, and what other pipelines companies . 
are distributing subject to long-term contracts with producers and the 
percentage of that, the percentage relation to the overall amount of 
gas that is being distributed by the pipeline companies. 

Now, the purpose of that information, the reason I would like to 
have it, is for this: I would like to know if the Harris bill is adopted 
when will it go into effect as a practical matter so far as section (b) is 
concerned ¢ 

As I have listened to the testimony here, it appears to me that a 
great percentage of the supply of gas distributed by pipelines is al- 
ready under contract and will be for many years in the future. 

If that is true, we are dealing with a subject here which as far as 
section (b) is concerned at least, would have no practical effect for 
many years in the future. 

Now, what are your views on that ? 

Mr. Merriam. That last is not quite correct, Mr. Bennett, because 
of the fact that a number of your escalation clauses are based on prices 
either paid by the same pipeline company or by other pipeline com- 
panies in that same area. 

If you control and put a brake on, if you please, the prices in new 
contracts, then the fact that that brake is put on in new contracts is 
bound to have a similar braking effect on the escalator clauses in exist- 
ing contracts. 

Mr. Bennett. A new contract you make upon the adoption of the 
Harris bill is not subject to the provisions of the Harris bill unless it 
results in an application for an increase in rates. Is that not true? 

a Merriam. Yes, but eventually it ends up there in not too long a 

riod. 
oer. Bennett. Suppose we adopted the Harris bill and you make a 
new contract tomorrow, immediately after adoption, for a large quan- 
tity of gas with an independent producer. 

Now, you make that contract at the same price that you are pres- 
ently paying for your gas, which I assume you might be able to do. 
There would not te anything in that contract that would be subject 
to regulations under section (b) , would there ? 

Mr. Merriam. You mean before the effective date ? 

Mr. Bennett. I mean after. Assuming we adopt the Harris bill 
and then you make a new contract with a producer on the same terms 
and conditions that the contract was made 6 months ago, paying the 
same price. 

Now, that new contract is not subject to regulations of section (b), is 
it—as long as increased rates are not involved ? 

Mr. Merriam. I can tell you so far as Northern Natural Co., there is 
not going to be any new gas-purchase contract entered effective on 
this date where the price is not cleared by the Federal Power Com- 
cission, cleared in advance, because if you enter into a contract not 
cleared with them in advance, the pipeline company is taking the risk 
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of having a contract price that is higher than the reasonable market 
price as determined by the Commission. 

Mr. Bennetr. But if you will read section (b), the Federal Power 
Commission, if this bill is adopted, gets no jur tediction over your con- 
tract until you apply or unless you apply for an increase in rates; is 
that not true ? 

Mr. Merriam. I did not so understand it. Section 3 operates in 
there with respect to new certificates. 

Mr. Bennett. But if you are just increasing the amount of your gas 
supply 

Mr. Merriam. But ev entually you are going to have to get a certifi- 
cate. The minute you get a certificate, then you are going to face up 
with a reasonable price under your gas-purchase contract. 

I don’t see how any pipeline company could take the risk of enter- 
ing into a new gas- -purchase contract without knowing whether it was 
a reasonable market price before they did so. 

Mr. Bennerr. If you buy gas for the same price that you are pay- 
ing for it today, presumably you would not be asking for an increase 
in rates on that basis, would you? 

Mr. Merriam. You might or might not because there are other fac- 
tors involved. 

Mr. Bennett. Not based on price of the gas ? 

Mr. Merriam. But it does not have to be based on the price of gas, 
as I understand it. 

Mr. Bennert. Let me read you the language to refresh your recol- 
lection. Section (b) : 

When an increase in any rate or charge of a natural gas company is based in 
whole or in part upon any new or renegotiated contract for the purchase of 
natural gas 

Then, and only then, does section (b) come into operation. 

Mr. Merrtam. Yes, but the trouble with that is when you go to the 
Federal Power Commission for a rate increase as a pipeline company, 
you don’t go in and say “We want this increase because item (@) over 
here is increased.” 

The Federeal Power Commission takes your entire picture of all your 
expenses, whether it is gas, whether it is labor, whether it is invest- 
ment and you don’t go through any kind of rate case where your cost 

of gas would not be whatever that language is there in section 2 (b). 
You just can’t do it. 

Mr. Bennett. May be that is what you do now, but I am talking 
about what you would do if this bill were adopted. 

Mr. Merrtam. I can’t see how the Federal Power Commission could 
change its policy in that respect. 

Mr. Bennett. It would have to be governed, I assume, by the terms 
of this bill if this bill becomes law. If you do not pay any greater 
price for your gas upon the adoption of ‘this bill than you are pres- 
ently paying, then I would appreciate your pointing out to me what 
language in ‘the Harris bill gives the Federal Power Commission 
jurisdiction. 

Mr. MerrtaM. Because when you sign up a new contract after the 
Harris bill becomes effective, you are making a long-term commitment 
of your pipeline company. You are tied up with whatever price is 
in there, and certainly, and I can speak for my own company and 
nobody else—— 
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Mr. Bennett. I am talking about the same price. A new contract 
at the same price you are paying now. 

Mr. Merriam. That is what I intended to cover. We sign up a con- 
tract for identically the same price and identically the same field as 
the presently existing contract. We still have no assurance that the 
Federal Power Commission is going to say that the present price which 
you have is a reasonable market price for new contracts. 

I would never take that risk, myself. 

Mr. Bennett. Where under this language, if you will please point it 
out, would the Federal Power Commission have any right to say that? 

Mr. Merriam. Federal Power Commission is ordered by this par- 
ticular Harris bill, is ordered to allow the pipelines only the reason- 
able market price on any new contracts. 

Mr. Bennerr. But do you not agree that it also goes one step 
further ? 

Only when an increase in rates, an application for an increase in 
rates is based upon such new contract. Is not that also a condition 
precedent ? 

Mr. Merriam. If you don’t increase the rate to the consumer, then 
we have not faced the problem which is bothering some of the repre- 
sentatives of the consumer. 

If you never have a rate increase, you are all right. If you ever get 
to a rate increase, then when you get to a rate increase, you had better 
be sure that the new gas-purchase contract you have entered into is 
a reasonable market price as determined by the Federal Power Com- 
mission ; otherwise the pipeline is stuck for the difference. 

Mr. Bennett. Can you furnish the committee with the amount of 
gas going into pipelines from independent producers, the percentage 
that is now under long-term contract, in other words, to be able to 
arrive at a conclusion as to what extent this bill, if adopted, will apply 
to the price of gas in the foreseeable future ? 

Mr. Merrtam. May I suggest something that will be passing the 
buck on that ? 

I would suggest that the Federal Power Commission has all of that 
information available in their files much more readily than the asso- 
ciation could assemble it. It might be more appropriate to get the 
information through them rather than through us. 

If you do not consider it, we will take a stab at it. 

Mr. Bennett. What about your own company? Do you have that 
readily available ? 

Mr. Merrram. I can give you that information now so far as long- 
term contracts are concerned. The bulk of the gas, substantially all 
of it, is under long-term contracts. 

Mr. Bennerr. Your gas? 

Mr. Merriam. Yes, sir. 

Mr. Bennerr. Are those contracts sufficient to supply your need 
within the foreseeable future ? 

Mr. Merrtam. No; they certainly do not. 

Mr. Bennert. Then it will require some new contracts to take care 
of your additional demand ? 

Mr. Merrtam. Yes, sir. We have applications pending before the 
Federal Power Commission where we propose to supply 133 million 
feet a day of additional gas and there are several—I don’t know— 
there are quite a few communities that are not included in that list of 
towns that we propose to serve, that want gas on top of that. 
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Mr. Bennett. I have just one final question. 

This bill, the effect of section (b) when read with the other pro- 
visions which take producers out from under any regulation, as 1 see 
it, and I want to ike whether you agree with it, has the effect of vali- 
dating every single contract that pipelines have made with gas pro- 
ducers from the time of their inception until they are terminated ac- 
cording to theirown terms. Isthata fair statement? 

Mr. Merriam. That is exactly correct, so far as the pipelines are 
committed by the present terms of contracts to price redeterminations. 

Mr. Bennerr. And to the extent that these contracts, that the gas 
which is provided for under these long-term contracts which have 
been entered into, are not subject and will not be subject under the 
terms of this bill, if adopted, to any Federal Power Commission con- 
trol whatsoever ? 

Mr. Merriam. They will not be covered directly, but they will be 
covered indirectly through the automatic braking effect of control of 
new contracts by the Federal Power Commission. 

Mr. Bennetr. You mean a negotiated contract ? 

Mr. Merriam. No, sir; I mean the new contracts that are entered 
into that might operate to increase the price of gas in the fields and 
might thus trigger these escalator clauses that are based on favored 
nations, either first or third party, and that, therefore, the control of 
those prices by the Federal Power Commission will operate as a brak- 
ing procedure on prices in existing contracts. 

Mr. Bennerr. Why? 

Mr. Merriam. Because a pipeline company that enters into a new gas 
purchase contract is bound by the provisions of the Harris bill with 
respect to the reasonable market price contained in that contract and 
unless the Federal Power Commission has told the pipeline company 
that the new prices created in the new contract are reasonable market 
prices, then the pipeline company is running the risk of having to 
absorb the difference between that contract price in his new contract 
to which he is committed, and whatever reasonable market price the 
Commission may determine. 

And that is a very serious detriment to the pipeline company so far 
as going out and making new gas purchase contracts without having 
consulted the Federal Power Commission and determined the position 
of that new gas purchase contract. 

Mr. Bennett. But in determining what is a fair and reasonable 
market price for gas under this bill, the Commission cannot take into 
consideration any existing contracts, can they ¢ 

Mr. Merriam. In determining what is a reasonable market price in 
a new contract, it looks to me as if the field is quite wide open for the 
Federal Power Commission to use yardsticks with respect to the deter- 
mination of what is a reasonable market price. 

Mr. Bennett. Yes; I agree with that, but is it wide enough to give 
the Federal Power Commission any jurisdiction whatsoever over prices 
in existing contracts? 

Mr. Merriam. Yes. 

Let. me see if I can think up an example to illustrate my point. We 
are buying gas in a particular field at 11 cents now and under an exist- 
ing contract. There is a new supply of gas that becomes available in 
that same field. The producer says he has to have 15 cents for that gas. 
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That is obviously higher than the 11 cents in the existing contract. 

Now, before our company, at least, would enter into a new contract 
which had a 15 cent price in it, we would certainly go to the Federal 
Power Commission and ask them whether in their judgment that was 
a reasonable market price as defined under the provisions of the Harris 
bill. 

If they said no, it was not, we certainly would not enter into the 
contract. We would go back and renegotiate. 

But without that review by the Federal Power Commission of that 
15 cent price, it is entirely possible that if that contract were entered 
into by Northern Natural Gas Co., if we had in that field the favored 
nations clause, that if we paid any higher price to anybody else that 
that would trigger all the existing contracts and the existing contracts 
would go - from 11 cents to 15 cents, that that would automatically 
take place, but the Federal Power Commission in determining what 
the reasonable market price is will have an opportunity to prevent that 
escalation under a favored nations clause Sou automatically going 
into effect and upping existing contracts from 11 cents to 15 cents. 

For if we don’t enter into any new contract in excess of 11 cents, 
assuming that is the highest price at the present time, then there is 
going to be nothing to trigger that except existing prices. 

Mr. Bennett. That could conceivably be the result, but do you say 
in determining a reasonable market price for a new contract that 
the Federal Power Commission could say, “Well, now, we can’t make 
this 15 cents because, if we do, that is going to have the effect of trig- 
gering an escalation clause in another contract” ? 

Mr. Merriam. That will certainly not be the whole factor, but it 
will be a factor. 

If 15 cents is the reasonable market price, then the producer’s an- 
swer to you, to your position, is, “Why should I not get the reasonable 
market price for my gas? Why should I not? I have committed it 
for 20 years to the pipeline company for the benefit of the consumers 
so they could make all their investments and have their gas. Why 
shouldn’t they get a reasonable market price?” 

Mr. Bennett. The point I would like to make, and get your opinion 
on, however, is the fact that the greater part of gas supply going 
into pipelines for the foreseeable future is not and would not be 
subject to any Federal Power Commission control whatsoever under 
the terms of this bill. 

Mr. Merriam. That is correct, directly, except that indirectly you 
have the braking effect of the new contracts. 

Mr. Harris. I am sure Mr. Bennett did not intend to consume all 
of Mr. Wolverton’s time when he yielded. 

May I state yesterday I asked Mr. Merriam if he could provide this 
committee, for information, as to how much of the total reserve, 211 
trillion estimated, is under long-term contract and otherwise is in 
ae commerce. He said he would try to get that information 

or us, 

Mr. Bennett. Mr. Chairman, maybe we could follow the sugges- 
tion Mr. Merriam has made and put the chairman’s request to the 
Federal Power Commission to furnish us with all the information 
they have on this particular point. 

Mr. Harris. We will make every possible effort to get an answer 
to the question. 








468 NATURAL GAS 


Mr. Bennerr. Thank you, Mr. Chairman. 

Mr. Harris. Mr. Wolverton. 

Mr. Wotverton. Mr. Chairman, I have no objection to the gentle- 
man from Michigan continuing with his questions. They are intelli- 
gent; they are important. I have no objection to his continuing if he 
has not finished. 

Mr. Bennett. I have just 2 or 3 other questions. Maybe this matter 
of escalator clauses is clearer to other members of the committee than 
it is to me, but it is quite confusing in my mind as to what effect the 
language in section (b) would have upon any of these escalator 
clauses. 

As I see it, the language providing Federal Power Commission 
jurisdiction in section (b) in the case of a new or renegotiated con- 
tract has no application whatever to increases in price that come about 
as a result of favored-nation clauses or escalator clauses in existing 
contracts. 

Mr. Merrtam. Where there is a commitment. Maybe I had better 
explain that one because you touched on that once before. 

In this clause in our Northern Natural Gas purchase contract that 
is being circulated, there is a provision that the initial contract price 
will last for 5 years, then the price is subject to renegotiation. 

If the parties agree on what the new price shall be and the basis 
for determination is a fair, just, and reasonable price, if they agree 
on it, then that becomes the price for the next 5 years. 

If they do not agree it goes to arbitration. 

Now, the exception that I would make to the control of the Federal 
Power Commission is that if Northern Natural] voluntarily under that 
renegotiation clause provision in there, voluntarily agreed with the 
producer on a price, that that would be subject to the Federal Power 
Commission jurisdiction with respect to reasonable market prices, but 
that if it went to arbitration to which we are committed and on which 
we have no choice, then that would be not a renegotiation under the 
terms of the Harris bill with the proposed amendment. 

Mr. Bennerv. I am afraid you get into all kinds of differences of 
opinion among lawyers as to when a contract is being renegotiated. 

I can tell, in a normal case, whether a contract is a new contract. 
When you get to a question of whether a contract is a renegotiated 
contract, then you run into a lot of differences of opinion among 
lawyers. 

ow, as to whether an application of an escalator clause amounts to 
renegotiation of a contract, I would say that there is considerable 
difference of opinion among attorneys in this field. 

Mr. Merriam. I would not think so if your basic approach was the 
fact that you were protecting the pipeline companies from commit- 
ments that they have already made. If the basis is that there is a 
commitment that the pipeline company cannot escape under its con- 
tract they certainly should not be penalized. 

Mr. Bennett. Do you consider in a normal case in your contract 
that the operation of an escalator clause which increases the price to 
you amounts to a renegotiation of your contract. 

Mr. Merriam. Not the ordinary clause; no. 

Mr. Benner. Under what circumstances in your opinion, where 
the escalator becomes applicable, does that amount to a renegotiation 
of a contract? 
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Mr. Merriam. I don’t know of any other than the instance I have 
just mentioned to you. 

Mr. Bennett. ‘That would be a rare situation, would it not? 

Mr. Merriam. I don’t know how rare it is. It covers quite a bit of 
our own gas. 

Mr. Bennett. In a normal case if a contract with a favored-nation 
clause or escalator clause became applicable it would not amount to 
renegotiating a contract ? 

Mr. Merriam. That is correct. 

Mr. Bennett. So by and large and for a great part of these con- 
tracts the renegotiation feature which gives the Federal Power Com- 
mission jurisdiction under Mr. Harris’ bill, would not be in the picture 
at all and the Federal Power Commission would have no control; is 
not that the result ? 

Mr. Merriam. That is correct, on the present contracts except only 
the indirect control through new contracts. 

Mr. Bennett. I think that is all, Mr. Chairman. 

Mr. Harris. Mr. Wolverton. 

Mr. Wotverton. I yield to Mr. Dies. 

Mr. Dies. As I understand your position, what you are primarily 
concerned with are two things: 

One is to get gas at a reasonable price. 

Second, to be assured of an adequate supply in the future. Is that 
right ? 

Mr. Merriam. Yes, if I can convert your reasonable price into a 
price at which we can sell the gas. 

Mr. Dries. That is what I mean. You are in competition with other 
forms of energy. 

Mr. Merriam. That is right. 

Mr. Dres. And you have an enormous investment so that those 
two factors are all important to you; is not that true? 

Mr. Merriam. That is correct. 

Mr. Dries. Your interest as a producer is more or less minor in the 
sense that you produce so as to have a reserve against any contingency. 
Is that true? 

Mr. Merriam. That is right. 

Mr. Dries. Now, under the competitive system which has been in 
operation, which has been well tried, have you been able to secure gas 
at reasonable prices? 

Mr. Merriam. We have been able to secure gas at prices at which 
it could be sold to the consumer; yes. 

Mr. Dies. And the fact that your company has grown and other 
companies have grown so enormously is proof of the fact that that 
system has operated quite well, is it not ? 

Mr. Merriam. It hasso far; yes. 

Mr. Dries. Now, on the question of supply, of course, you are tre- 
mendously interested in that also, are you not ? 

Mr. Merriam. Yes. 

Mr. Dres. And if the supply were exhausted or if it got to the time 
that no new fields were being developed, the investment of your com- 
pany would be jeopardized ; is that not true? 

Mr. Merriam. That is correct. 
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Mr. Dies. Now, under the Federal regulations, of course, it would 
be up to the judgment of the Commission to determine what would be 
a reasonable price. Is that not true? 

Mr. Merriam. On your new contracts; yes. 

Mr. Dries. Under the competitive system as it now exists the natural 
laws of supply and demand determine that price; is that not true? 

Mr. Merriam. That is correct. 

Mr. Dies. And your fear is that if you seek to fix prices through 
the Federal Power Commission, with all of the attendant bureaucratic 
redtape which accompanies everything the Government does, that it 
will so discourage production and hazarding money to find new sup- 
plies that in the end the consumer will find himself with higher prices 
and the reserves will be limited. Is that true? 

Mr. Merriam. In part, yes, and my concern has been that the supply 
of gas would be slowed down and with as tight a position between sup- 
ply and demand as there is now, any slowing dows would be detri- 
mental to our being able to enable the utility companies to meet their 
utility obligations of serving the consumer. 

Mr. Dies. Would that not ultimately result in an increase in the 
price to the consumer ? 

Mr. Merriam. It would either tend to increase the price to the con- 
sumer, or would result in there being not enough gas to take care of 
new customers. 

Mr. Dries. That is all; thank you, Mr. Wolverton. 

Mr. O’Hara. Would the gentleman yield for one short question # 

Mr. Wotverton. I yield to the gentleman, but I will not put that 
limitation on it. 

Mr. O’Hara. Mr. Merriam, last night about 1 o’clock I had a good 
idea on this bill, to illustrate the concern which many of us have on 
this legislation, because I think the theory of everyone on this Commit- 
tee, Mr. Merriam, is that we cannot act arbitrarily or unfairly to any 
segment of our people without having a very bad result. 

I am sympathetic to the concern which is expressed of making every 
gas producer a utility company, but on the other hand, we are faced 
with this situation. 

Now, the Harris bill, in the opinion of many witnesses, frankly 
states that we cannot change by legislation existing contracts, we can- 
not advocate any change. 

Now, we have a situation where the Phillips decision has abrogated 
every contract in existence. There is no question about it. They are 
all subject to review and determination of the Federal Power Com- 
mission. 

Now, why do we in the Harris bill, and I want to leave this with you, 
why do we limit it to new or renegotiated contracts ? 

Why do not we just say it shall apply; they shall have control? 
That was the concern of the President’s Commission that there be con- 
trol. That is the concern of the consumer and the distributor. 

Now, why do we not just say that this law shall apply to all con- 
tracts existing or otherwise, new or renegotiated, or in whatever form 
they may be, because if the people in the industry, Mr. Merriam, do 
not want to come under the Harris bill, then they certainly are right 
back under the Phillips decision. 
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So where are we? ‘They are under control either way, to a reason- 
able degree, but it takes the curse of making a public utility out of the 
producer. 

Now, why is that not an honest answer to the approach in the Harris 
bill? We obviously take them out under the Harris bill. Now, why 
do we not put them all right back where they are except that we are 
taking away the curse of making the producer a public utility ? 

Is there sense or logic to my thinking? What do you have to say 
about that ? 

Mr. Merriam. Let me be sure I understand you. Are you suggest- 
ing that the present gas purchase contracts that the pipelines have 
with the producers be in effect nullified so far as the price provisions 
are concerned and you substitute for that a reasonable market price 
determination by the Commission ? 

Mr. O’Hara. That is correct, which changes the rule, I think. 

Mr. Merrtam. Which might reduce the price or increase the price 
covered by the contract ? 

Mr. O’Hara. That is correct. That is exactly what you have under 
the Phillips decision, is it not ? 

Mr. Merriam. The Phillips decision is broader than that, because 
the Phillips decision leaves it open for a straight utility concept not as 
a commodity, but as a service. 

You are going one step beyond that, if I follow you, in that you 
change the utility status to a reasonable market price determination. 

Mr. O’Hara. That is correct, which takes the producer out of the 
utility curse which he opposes and I think rightfully. 

Mr. Merrtam. You are still keeping the producer under the Federal 
Power Commission jurisdiction ? 

Mr. O’Hara. Yes, sir; so far as the price is concerned, I am. 

Mr. Merrtam. Which the Harris bill does not. The Harris bill puts 
the producer clear outside just like any other vendor of a commodity. 
This would keep the utility status of the producer, but would tie the 
Commission’s hands with respect to the character of price regulations. 

Mr. O’Hara. It would not tie their hands. 

Mr. Merrram. It would solve the problem so far as the consumer is 
concerned on existing contracts, certainly in part. It would not solve 
the problem with respect to the producers being labeled as a public 
utility operation in spite of the fact that they are not a public utility 
operation. 

Mr. O’Hara. I do not quite agree with you on that, Mr. Merriam. 

Mr. Mrerrtam. They would be subject to a regulatory body regula- 
tion which no other commodity has. 

Mr. O'Hara. That is right. 

Mr. Bennett. Would the gentleman yield on that? 

Mr. O'Hara. Certainly. 

Mr. Bennett. As to what Mr. O’Hara has asked you, if you make 
section (b) applicable to existing contracts you do not thereby regulate 
the producer any more than you regulate them now. You simply re- 
view the prices which are paid by the pipeline and the Commission 
determines whether you have aid a reasonable market price, and, if 


not, the contract would be void unless the producer is willing to take 
the determination, and that is exactly what section (b) does to new 
contracts. 
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Mr. Merriam. Of course, the difference between section 2 (b) and 
section 3 of the Harris bill is that your control through section 3 on 
new contracts is on the pipeline and not on the producer. 

Now, what Mr. O’Hara is suggesting would be to shift the burden 
of control by the Federal Power Commission from the pipeline to the 
producer. 

Mr. O’Hara. That is not what I am saying. 

Mr. Merriam. You have no other way because if you leave it on the 
pipeline the pipeline has a contractual commitment. You have either 
got to give the pipeline what the oo has contracted to pay for in 
the contract, or you have to go behind him at the producer. 

Mr. O’Hara. My point is, if anybody says you cannot legislate on 
any contract, I would have to say you are right, but you are back 
operating under the Phillips decision. Where are you there? 

Now, that is the actual situation which is confronting us. 

Mr. Merriam. Yes, you have the choice of evils. 

Mr. O’Hara. Yes. 

Mr. Dies. You hop from the frying pan into the fire. 

Mr. O’Hara. Weare either fish or foul. We are either under control 
or we are not. That is the point that this committee is faced with. 

Mr. Dies. Do you think that we ought, by legislation, to abrogate 
existing contracts? 

Mr. Merriam. They are abrogated now by decision of the Supreme 
Court. 

Mr. Dres. It is not quite that bad. 

Mr. O’Hara. Definitely they are, Mr. Dies, and they are made a 
public utility on top of it. 

Mr. Dies. Even if the Supreme Court has gone that far and con- 
ceivably they will go further, that does not justify Congress in estab- 
lishing a precedent of abrogating existing contracts. 

Mr. Wotverton. Mr. Chairman, may I inquire who is testifying? 

Mr. Dries. That is well taken, Mr. Wolverton. 

Mr. O’Hara. It would be true, would it not, that assuming the 
Harris bill passes, the producer is certainly under the control so far 
as his prices are concerned as they become renegotiated or new con- 
tracts arise; is not that true? 

Mr. Merriam. That is right. You are honoring existing contracts, 
but you are forcing new contracts to fit into a reasonable market price 
pattern as determined by the commission. 

Mr. O’Hara. And in the ultimate length of time, at the expiration 
of 25 or 30 years, the producer is going to be controlled under the 
Harris bill so far as prices are concerned. 

Mr. Merriam No, he won’t be controlled He will have the choice 
as to future contracts. 

Mr. O’Hara. He will be controlled by what the Federal Power 
Commission is going to allow you to pay. 

Mr. Merrram. Yes, but he knows what he is going to get under a 
new contract when he sells it and he stays out from under the juris- 
diction of the Federal Power Commission. 

Mr. O’Hara. I am sorry to have taken so much time, but I did 
have to leave and I wanted to ask one question. 

Mr. Harris. Mr. Wolverton. 

Mr. Wotverton. Does any other member wish to ask just one 
question ? 
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Mr. Harris. The committee will adjourn until 2 o’clock. 

It is entirely possible we will have some interruptions this after- 
noon. 

(Thereupon, at 12 o’clock noon, the committee recessed, to re- 
convene at 2 p. m., same day). 


AFTER RECESS 


The Cuarrman. The committee will come to order. 
When the committee adjourned at noon Mr. Wolverton was ques- 


tioning Mr. Merriam. Do you have other questions, Mr. Wolverton ? 
Mr. Wotverton. Yes, Mr. Chairman. 


STATEMENT OF JOHN MERRIAM—Resumed 


Mr. Wotverton. I would like, however, for the chairman to know 
that a good portion of this time while he was away was taken up by 
those to whom I yielded. I mention that because I do not want the 
chairman to come here with the idea that I utilized all the time this 
morning and will continue to do so this afternoon. 

The CHarrmMan. The chairman knows the gentleman from New 
Jersey as enough of a reasonable man that he would not imply that he 
used all that time. 

Mr. Wotverton. I would like to summarize as far as it is possible 
for me to do so my questions to emphasize my thoughts that something 
should be done in the interest of the consumers to protect them against 
the unregulated increase in price that result from the escalator clause 
of one kind or another and favored nations clauses that appear in con- 
tracts having long duration. 

Now it would seem from some of the questioning that has taken 
place that there was a feeling that in the interest of the consumer it 
would be necessary to have Federal regulation of producers. That 
viewpoint has been vehemently opposed on the basis that it would in 
effect mean that you were making a public utility out of the gas 
production industry. I think the majority would like to avoid that if 
it is at all possible to do so by some reasonable regulation. 

It is for that reason that some of us have asked of the different 
witnesses whether they could suggest any method by which consumers 
could be given some reasonable protection beyond that which it has 
been pointed out this bill seeks to give. I confess that I have not been 
able to see as clearly as some who are proponents of this legislation 
that the bill as drawn will give the protection to the consumers to 
the extent that they are entitled to have. 

I have in mind that the escalator clauses and the favored nations 
clauses in contracts of long duration are partly the cause of the con- 
cern that is felt by those of us who come from consumer districts and 
are the basis of our desire to see something regulatory of such that 
will give a reasonable amount of protection to the consumer. 

Now with that as a prelude to my question, I would like to ask what 
your thought is with respect to providing a form of regulation over 
producers who enter into contracts of the kind I have mentioned as 
distinct from those who do not. In other words, having in mind that 
these escalator clauses that run so far into the future can have the 
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effect and do have the effect of increasing prices to the consumer for 
many, many years and are not subject to regulation, supervision, 
review, or consideration of any kind by any agency of a disinterested 
character that would be working in the interest of the consumer, what 
would you think of an amendment to this bill that would bring these 
long-term contracts that contain these escalator clauses and favored 
nations clauses subject to supervision or to the jurisdiction of the 
Federal Power Commission as distinct from contracts which do not 
have such clauses ? 

Mr. Merrtam. You are now talking about existing contracts or new 
contracts ? 

Mr. Worverton. For the time being it is less technical probably 
or easier to decide with respect to new contracts, contracts to be 
entered into now and in the future. I will come to the other. I do 
not mean to imply that that has escaped my thought, but I thought it 
would be easier to approach it first with respect to new contracts. 

Mr. Merriam. With respect to new contracts it has seemed to me 
that the Harris bill, through providing for the Federal Power Com- 
mission review of the new gas-purchase contracts did provide such 
a protection because the Federal Power Commission would be in a 
position of in effect rejecting new contracts for the purchase of gas 
if they were not so worded as in the judgment of the Federal Power 
Commission to provide an adequate protection to the consumer. 

Mr. Worverton. Let me see if I have accepted that the way you 
wish me to. Then it is your opinion that the Harris bill as presently 
drawn would bring all new contracts under the jurisdiction of the 
Federal Power Commission with respect to these matters that I have 
directed attention to? 

Mr. Merriam. All the interstate contracts. The Harris bill as 
amended is what I am talking from. 

Mr. Wotverton. That in your opinion would have the effect of 
regulating the price to the producers; would it? 

Mr. Merriam, It would not directly regulate the producers’ price, 
but it would say to the producer in effect, “Before you sell your natural 
gas in interstate commerce you have to have a price that is considered 
by the Federal Power Commission to be a reasonable market price;” 
and you say to the pipeline company, “If you enter into a contract that 
does not have determined that the Federal Power Commission has 
said that the price is a reasonable market price, you are put on notice 
that you may get your contract price disallowed.” And to me that 
is a strong control indirectly of the producer if you please. 

Mr. Wotverton. What is different from what your conception of 
the Harris bill is and what I have indicated is my conception? Have 
I made plain what my conception is? I asked you what I thought 
was a very plain question. Does the Harris bill then in your opinion, 
in the light of the statement that you have made, give the Federal 
Power Commission jurisdiction to fix prices at the wellhead ? 

Mr. Merrtam. No, sir. It gives the Federal Power Commission 
jurisdiction to refuse to permit gas to move in interstate commerce 
if the price is not a reasonable market price in new contracts or the 
alternative is that the pipeline company has said, “All right, I will 
buy this gas anyway, but I will take my chances on burdening my 
stockholders with the difference between the reasonable market price 
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and the contract price to which I am committing myself while I am 
on notice that this situation exists.” . 

Mr. WotverToN. Then you have in mind that it is an indirect con- 
trol; is that right? 

Mr. Merriam. Yes, sir. 

Mr. WotvertTon. Why should it not be direct? 

Mr. Merriam. For the reason that the only way it seems to me 
that you can take control over the producer, whether it is through 
the Federal Power Commission or regulatory means, is by making 
him a public utility. 

Mr. Wotverton. No; I do not think that necessarily follows that 
that is the case. Suppose the producer enters into a contract that 
does not have those clauses in it, that is one situation. 

Now, then, suppose he wants a contract that does fix the ea as 
a result of the escalator clause? My suggestion to you is this, that 
the latter come under the supervision or jurisdiction of the Federal] 
Power Commission and not the former. So you can see that is not 
fixing prices in its entirety. 

Mr. Merriam. No, but you are saying to the producer that on the 
one hand the pipeline is going to have to insist on long-term contracts, 
tying up the supply. He has to do that to protect the consumer who 
puts in gas appliances on the basis of that. He has to do that to pro- 
tect the distributing company who has investments. You have to do 
it for the pipeline company who has investments. 

You are saying to him you cannot increase your price over that 
20-year period. You are going to have to take the initial price but 
you are going to have to tie your gas up for 20 years or more and that 
you are going to have to determine that that one price you start out 
with is going to be the only reasonable price over that entire period 
except only as the Federal Power Commission may step in; and I was 
not clear from your language whether or not if a producer entered 
into a gas purchase contract in which the price was fixed for the life 
of the field, whether or not the Federal Power Commission could come 
in and raise that price. 

Mr. Wotverton. Could come in and raise it? 

Mr. Merrram. Yes, could they under your proposal ? 

Mr. Wotverton. I do not know that I covered that particularly in 
my proposal as I suggested to you, but my thought would be in that 
matter that the Federal Power Commission upon application should 
have the authority to increase it, the same as it might have the author- 
ity to decrease it. 

Mr. Merrtam. Then your starting price could be either increased 
or decreased if it was a fixed price. 

Mr. Wotverton. I am assuming that to be the case. For instance, 
from a utility standpoint, take this trolley company here in Wash- 
ington. I remember when I first came to Washington the fare was 
5 cents. Now it is 20 cents. Yet we have had regulation that has 
enabled the price to be increased as conditions changed and as the 
situation seemed to require. 

Now I am limiting in a sense the proposal I am making in that if 
the contract is left entirely open that is one class of case. Then in 
the other that has this escalator clause that automatically raises price 
without any right whatsoever on the part of the Federal Power Com- 
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mission to protect the transmission line or distributor or the con- 
sumer. There is just something about that that does not seem to reg- 
ister with me as being fair and just, especially when these contracts are 
entered into for long periods of time. 

There is no living soul that can look 20 years into the future in 
my opinion and accurately determine what conditions will be at that 
particular time. 

Now I have a feeling that in this particular matter, with all due 
regard to the so-called free enterprise system and with all due regard 
to protection of the producer, I cannot see the justice of overlooking 
justice to the consumer, to the distributing companies or even to the 
transmission lines. As I see it now the transmission lines in the first 
instance are subject to the control of the producer, at his price, and 
they get from under by passing it on to the distributor and they get 
from under by passing it on to the consumer and nobody has had any 
say in the matter except the producer. 

This idea about coal or wheat or corn, and that sort of thing, seems 
to me to be all beside the question. Here we have a commodity that 
everyone agrees has a limited amount in existence with, in effect, an 
unlimited demand or almost that. It seems to be getting that way. 

Now four States in particular have been highly favored in this 
respect. Should they be at the mercy of those who are fortunate 
enough to have both a piece of ground, in many instances not knowing 
what was underneath it and that they control the interests of all the 
other citizens of the United States? There is just something in that 
that repels, in my judgment, that any individual, whether it be a free 
enterprise system or otherwise, should have that right over the wel- 
fare of his fellowman. 

Now I am trying to get to some basis on which we could reason- 
ably recognize the rights of the producer and at the same time pro- 
vide some means of protection for the consumer against the effect 
of these 20-year, 25-year, or 30-year contracts that automatically in- 
crease the price to the consumer. Should it apply only to new con- 
tracts or should it apply to the old? Well, you said you were not a 
lawyer, so I will not ask you to pass on that question, although I 
think your judgment will be as good as some lawyers, as least based 
on the experience that you have had. 

But we are all familiar, I will say, with the fact that no contracts 
entered into between a producer and a transmission line or between a 
transmission line and a distributor or between a distributor and a 
consumer are inviolate, where the element of interstate commerce en- 
tered into it, to the point of a Federal regulatory body being precluded 
from dealing with that subject. In other words, you cannot, by mak- 
ing a contract 25 years in the future, preclude the Federal Power Com- 
mission from acting in a matter like this if the Congress determines 
in its exercise of interstate commerce that it should be a subject of 
regulation. 

Do you agree with that? 

Mr. Merriam. Yes; I agree in part with that. I would like to make 
two points at the proper time. 

Mr. Wotverton. I have talked maybe longer expressing it than 
I should, but in the hope that I could make the point plain. 
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Mr. Merriam. It is a difficult problem. I assure you you are doing 
an injustice to the pipelines when you assume that they are completely 
at the control and mercy of the producers because the pipelines have a 
job and they have exercised it of buying natural gas just as cheaply 
as they can get it. ~ 

At the same time the pipelines have been in the position of a man 
who goes out with his family to buy a new house and he has to move 
the next week and he goes out and he takes his wife and children along 
and he goes out with the thought that he is going to buy that house just 
as cheaply as he can get it. The real-estate man is going along with 
him. While he is doing his best to trade the price down, the wife says, 
“This is perfect for me. I have to have it.” The children say, “This 
is just right. We have a lot of playroom.” 

They take away our trading position because the consumers say 
“We want the gas. We don’t care what it costs now.” They put the 
paper in the position of having to get the gas to meet the consumer 
demand, 

Mr. Wotverton. My opinion is that if you had a provision like I 
have mentioned that brings these long-term contracts that contain 
escalator clauses and favored-nations clauses under the supervision 
of a Federal body, you are going to get your gas cheaper from pro- 
ducers than you do at the present time when they know that they have 
to go before a disinterested party, and not only in that way could 
protect you, but could protect the consumer also. 

I think that would have more to do with keeping prices within 
bounds than any other one thing which we could do. That is my 
thought. 

I do not have the knowledge of this subject that you or those who 
are attending these hearings have, but I have given a great deal of 
thought to it. I did not stay up quite to 1 o’clock last night thinking 
this over, but I did stay up a good portion of that time thinking this 
thing over. It is sometimes easier to come to a conclusion in your 
own mind than it is to have somebody else come to the same conclusion. 

Now, I am working it off on you at the present time and asking what 
your viewpoint is, on a suggestion of that kind. 

Mr. Merrtam. Well, the difficulty I find with your statement, Mr. 
Wolverton, is that you do have a free enterprise in the field with re- 
spect to the exploration for gas, which may or may not be in connection 
with the exploration for oil, and you do have free enterprise whether 
or not a producer who is fortunate enough to find gas will sell it in 
interstate commerce. 

Now, he has complete freedom. Now, put yourself in his place. 
Where are you going to sell the natural gas that you find ? 

aa Wotverton. I am not worrying about their not being willing 
to sell it. 

Mr. Merrtam. I am not talking about not being willing to sell it. 

Mr. Wotverton. If they ever come to that point, they will find that 
there is a way to get the gas. 

Mr. Merriam. The point is, do you want to encourage them to 
make the gas available to interstate pipelines or do you want to put 
barriers in their way? 

_Lagree; I don’t think we are going to run out of gas. It is a ques- 
tion of whether you are going to slow it down or not. 
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The degree to which you slow it down, whether you slow it down to 
the extent where it interferes with public interest or not, is something 
nobody here can say. 

But it seems logical to me that if the producer does not know what 
he is going to get for his gas he has less basis for going out and spend- 
ing his money to look for it. If he does find it, he has less basis for 
selling it to me for our market area, if you please, than he would have 
for selling it to a local market in the area in the State in which he 
produces it. 

I mean, it seems to me it is that simple. 

You get down to a degree really of trying to find out to what degree 
you want to gamble on discouraging the producers from selling the 
pipelines their gas. 

r. Wotverton. I have not indicated anything that would indi- 
cate a desire to discourage the sale of gas by the producer. 

Mr. Merriam. I am sure you do not so intend. 

Mr. Wotverton. What is he going to do with it? Keep it in the 
ground, OF is he going to sell it all to Texas, Oklahoma, Louisiana, or 
Kansas? 

When you take that kind of position, remember, there are 44 other 
States besides those 4, and they are not going to sit back and let that 
sort of situation happen to their own detriment. 

In other words, I cannot get into my mind the importance of 
allowing few individuals—in this case there are about 30 or 40 pro- 
ducers that produce about 60 to 70 percent of the gas that enters 
into interstate commerce if my figures are correct. It is a very limited 
number when you get down to it. 

The more I hear of these hearings, the more I realize that there is 
a gathering together, not only of the gas in the field, but there is 
a gathering together of the producers and the transmission lines and 
the distributors, with the consumers on the end that pays. 

Mr. Merriam. If you are saying that they are working against the 
public interest, in that I beg to Pinion with you. 

Mr. Wotverton. I know. I did not expect you to say that. Nor 
would I ask you nor would I find fault with you if you had a different 
opinion about it. 

But it always makes a difference whose ox is being gored. I happen 
to be here from a consuming State. 

Are you in a position to tell me that if there should be over the 
few years that are ahead an increase of 5 cents in gas at the well- 
head, what that would mean to the consumers of New Jersey ? 

Mr. Merriam. I have no information on New Jersey. 

Mr. Wotverton. I do not suppose they are available to you? 

Mr. Merriam. No; they are not. 

Mr. Wotverton. I assume I would have to get that from the Com- 
mission. 

All right, let us take it in your area. You are a producer, you are 
a transmitter, you are a distributor, and in a qualified sense a con- 
sumer as well. Now, you tell me what a 5-cent increase in price at 
the wellhead would be to those whom you serve, the 800,000? 

Mr. Merriam. Now, a 5-cent increase at the wellhead would mean 
a cooking customer would pay 5 cents more per month. It would 
mean that a house-heating customer would pay approximately $7 
per year more. 
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Break that up into a monthly figure, it is something less than 60 
cents a month more. 

Mr. Worverton. I want to get in the big figures, first. 

Mr. Merriam. Mr. Wolverton, one of the difficulties that we in the 
pipeline business run into is the fact 

Mr. Wotverton. I am perfectly willing to hear about your diffi- 
culties if you are willing to listen to me for a while about the con- 
sumers’ difficulties. 

Mr. Merriam. The point I wish to make is that, of course, I, as 
a consumer, have had my cost of everything else go up, too. We have 
had costs go up in practically everything we buy. 

A thing I have not quite been able to understand, maybe I should, 
is why gas goes up 5 cents a month to a cooking customer and 60 
cents a month to a house-heating customer, why that is any different 
from the same amount of dollars coming out of the consumer’s one 
pocketbook for other things, whether they be clothes or housing or 
food, or whatever it may be. 

Mr. Wotverron. Now, I am glad you mentioned that difficulty. I 
have some figures here from the Department of Labor, the Depart- 
ment of the Interior, the Bureau of Mines, the Federal Power Com- 
mission; they are the basis of these figures I am about to give you. 

The average cost of living we put at 100 percent; we call it 
100 percent at the period: 1947 to 1949. 

Now, according to these statistics that I have from the sources that 
I have mentioned, the cost of living in 1952 had gone up to 113.5. 

In 1953, to 114.4. 

And in 1954, it is estimated 114.8. 

Now, the average field price of gas in the United States—we will 
fix that at 100 percent in the period 1947 to 1949; in 1952 that had gone 
up to 130. 

In 1953, it had gone up to 153, and in 1954, it is estimated up to 165. 

Now, the average cost of living in those years was 113.5 as against 
130 for gas; in 1953 it was 114.4 as against 154; 114.8 as against 165. 

Now, when you speak about the increased cost of living, and while 
there has been some increase, yet it has been tremendously more so far 
as gas is concerned; has it not? 

Mr. Merriam. But the only fault I find with the figures is not the 
figures, but the starting date. You are starting from 1947 and a good 
— of the inflation in other products had taken place long before 
then. 

Mr. Wotverton. In other words, you think from 1947 to 1949 the 
inflation that affects the family life goes in clothes, shoes, and what 
me has been lessened, but the inflation with respect to commodities 
1as not ¢ 

Mr. Merriam. I am saying if you use the prewar 

Mr. Wotverton. I submit it has not, so far as gas is concerned, if 
these figures are right and I have taken them from a source which 
seems to me very reliable. 

Mr. Merriam. If you take prewar figures, I think you will come out 
with a different answer. 

Mr. Wotverton. I leave it to you to take the prewar figures and 
give them to us. I do not suppose you have them with you. 

You start where you want to start and put it in as a part of your 
answer, 
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Mr. Merriam. I will be glad to do that. 

Mr. Wotverton. Now, let me also call to your attention about the 
average field price. Now, I am going back to 1947. I am going back 
to 1940. 

In 1940, the average field price per thousand cubic feet in the 
United States was 4.5. In the 4 States where the gas is—Kansas, 
Louisiana, Oklahoma, and Texas—it was 2.1. 

In 1945 in the United States the average field price was 4.9. It 
was 3.1 in the 4 States. 

In 1950 it was 6.5 in the United States, 5 in the 4 States. 

In 1951 it was 7.3 and in the 4 States 5.7. 

In 1952 it was 7.8; in the 4 States it was 6.3. 

In 1953 it was 9.2; in the 4 States it was 7.7. 

In 1954, estimated, it was 10 cents in the United States and in the 
4 States it was 8.9. ; 

Now, we see a rise from 1940 until 1954 from the United States 
average of 4.5 to 10 cents, and in the 4 States that are gas producing, 
it rose from 2.1 to 8.9. 

Now, if you look at that, and I have taken it for a longer period 
than previously for other figures, it still shows a continuous rising; 
does it not? 

Mr. Merriam. That is right. 

Mr. Harris. Will you yield at that point? 

Mr. Wotverton. Certainly. 

Mr. Harris. I think it might also be highly important, because of 
the demand of the consumer for this type of fuel, to indicate in con- 
nection with the information given that the proven reserves available 
to the public who is demanding this fuel has increased from 85 trillion 
cubic feet in 1940 to an estimated 211 trillion. 

The point is with the increased price which the industry has had as 
an incentive, the American people have now many times the proven 
reserves available for them to utilize in this desired fuel than they 
had in 1940. 

Mr . Wotvertron. Then the consumers are responsible for the ex- 
plorations that have been made. 

Mr. Harris. Undoubtedly, and they are getting results, too. 

Mr. Wotvertron. They should get some part of the benefit, then. 
That is what I am fighting for. I did not know we had that large a 
part init. Iam glad now to know that we do have. 

You encourage me all the more to fight for their interests. 

Now, I have made this suggestion to you with respect to how I think 
this bill could be amended preserving to the producer his rights and 
at the same time protecting the consumer, by drawing a distrinction 
between those contracts that do not have the clauses, the escalator 
clauses, the favored nations clauses, and those that do. 

To me, with all due respect to the opinion of others, and I do respect 
the opinions of others and certainly those who know more about it 
than I do, it seems to me that there :is a field in which consideration 
could be given to amendments to this bill that might prove helpful, 
and maybe we would all be fighting for the bill instead of some fight- 
ing for it and some fighting against it. 

It is a thought that I am throwing out in the hope that it will re- 
ceive some consideration by those who are interested in this legislation. 
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I realize that the present situation is that the producers and the 
transmission lines have had pretty much their own say about what 
price the consumer will pay and in that combination I think the 
producers have had the transmission lines more or less at their disposal, 
that they have not been as free agents as they would like to have been. 

You, yourself, have said that you have had many arguments with 
them as to what the price should be, but in the final analysis it seems 
to me that the producer is always in a position to say to you, “Here is 
your hat, what is your hurry.” 

Mr. Merriam. [ assure you that is not always true. 

Mr. Wotverron. Well, maybe it is not in the companies that you 
have as producing companies, but I am fearful it is true with respect 
toa phates: dl if human nature holds true. 

Now, sometimes you have to have Federal regulation to control 
human nature a little bit and in this instance with the producer seek- 
ing to get all he can and holding you to assisting him in that respect, 

and you finally fighting—as you 1 do give up, you say, “Well, if I must 
give up, all right, I will put it on the distributor,” and the distributor 
says, “All right, I give up and I will put it on the co onsumer,” and here 
we are, the consumers, carrying the load. 

That is the situation that exists in 44 States, whatever number gets 
the gas at the present time. That is another thing which seems to me 
a very unfair situation. 

Do you determine who shall get your gas, or does the Federal Power 
Commission tell you whom you shall sell it to? 

Mr. Merriam. The Federal Power Commission tells us whom we 
may sell it to and the Federal Power Commission tells you, once we 
have purchased gas, whether we can take it into our system if facilities 
subject to their jur isdiction are involved. 

Mr. Wotverton. You do not find that supervision in the Federal 
Power Commission onerous, do you ? 

Mr. Merriam. Not unduly onerous. 

Mr. Woxverton. I did not think you did. 

Mr. Merriam. [I still would like to point out, though, as I said in 
my statement, that the pipeline company has an obligation both to buy 
gas in adequate quantities for the consumer and to buy g gas at a price 
where we are not priced out of business because if we are such poor 
purchasers of gas that we price our market out from under us, then 
our stockholders and bondholders are going to suffer. That is one of 
our primary obligations, to see that we ‘keep those things in balance. 

I grant you that in keeping them in balance, as pipeline companies, 
we have to w eigh whether or not in our judgment the purchase of gas 
in a particular contract and ina particular manner will result in pric- 
ing the consumer out of business. That does not mean that that will 
be the cheapest possible price that the consumer may get by our pur- 
chase of gas in the field, but you -alance one against the other. 

Mr. Wotverton. Now, you have that person: nal interest that you do 
not want to price your consumer out of your business. You still want 
him. Do you not think it would help you a little bit to have the Fed- 
eral Power Commission looking after the interests of the consumer so 
that he could stay in business ? 

Mr. Merriam. I think they do look after the consumers. 

Mr. Wotverton. You are not of the opinion that Federal control 
would take you out of business, are you ? 
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Mr. Merriam. I came here recommending that the Harris bill with 
these modifications be passed. It was our judgment that we would be 
better off as pipelines and doing our job to the public under the Harris i 
Act, as amended, than we would under the full Federal Power Com- i 
mission jurisdiction. 4 

Mr. Wotverton. As I understand you, you prefer to have it that i 
way, but I am asking you, do you visualize that a Federal control j 
would result in your going out of business ¢ 

Mr. Merriam. It could; yes. 

Mr. Worverron. Oh, anything could, certainly. But we are talking 
here as reasonable persons. 

Mr. Merriam. But you don’t want me to say that couldn't. I 
couldn’t say it couldn’t do that. 

Mr. Wotverton. [asked you if you thought it would. 

Mr. Merriam. I thought you asked whether it could, or not? 


















Mr. Wotverron. No. I know any kind of regulations can destroy 
anything if it is not reasonable. 4 







Mr. Merriam. I think that the Federal regulation under the Natural 
Gas Act as now enforced would slow down the volume of gas available j 
Lo the pipelines to give to the consumers. 

In that slowing-down process, that the pune interest may be harmed 
cither through higher prices or through shortage of gas. 

Now, the degree of that I just cannot say, Mr. Wolverton, because 
I cannot sit here and stargaze on it. 

Mr. Wotverton. I understand that is the reason you say “may.” 

Mr. Merriam. That is right. 

Mr. Wotverton. I caught the significance of the word and I agree 
with you. Anything may happen, but it does not necessarily come 
in the mind of a reasonable person that it would happen. 

As you look over regulations in this country, has it destroyed any- 
thing yet that it has regulated? Take the ICC, for instance. When 
that came into existence no stronger arguments could have been made 
against it than were. No more direful results could have been pic- 
tured than were. 

It has not worked out that way, has it? 

Mr. Merriam. So far as I know there has been no extension of 
Federal control of the type that now exists over the producer from a 
commodity standpoint except in time of war. 

Mr. Wotverron. I am speaking on the larger aspect of regulations 
by Federal bodies, or even by State bodies for that matter. 

Has it not been an overall picture that has been favorable? 

Mr. Merriam. Overall, yes, but that is confined largely to public 
utility operations. 

Mr. Worverron. It has not always met with the wishes of the 
regulated individual or company or industry, but taking it as an over- 
all proposition, where industry and the consumer alike have interests 
to be preserved, it has worked out pretty fair; would you not say? 

Mr. Merriam. Yes; but I would not want to use that as a basis for 
extending Federal regulations indefinitely. 

Mr. Wotverton. I have never known anybody that is in an industry 
that is regulated that comes in here asking for it to be regulated. I 
have seen many instances where they have come in afterwards and 
admitted that it proved beneficial to them. 
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But in this instance we are seeking, or I am, at least, to find a way 
that can be helpful to the consumer without doing damage to the 
producer. 

But the line I though I have and the channel my thought is on, is 
to protect the producer so that he will not be discouraged in “explo- 
rating,” as you have termed it, and at the same time that his success 
in “explorating” will not put in his hand a commodity that he will 
use to the disadvantage of the consumer. 

There are 2 sides to the ledger, 2 sides to the picture. 

Mr. Merriam. I think we are all searching for the same answer. 

Mr. Wotverton. All right. Now, I feel encouraged that I at least 
tried to give you a solution, even though you do not agree with it. 
Maybe somebody else will. 

Mr. Merriam. Certainly I will give it every consideration so far as 
1 am concerned. 

Mr. Wotverton. I appreciate that, Mr. Merriam, because with your 
vast experience and your many diversified activities in this field, your 
help can be very considerable. 

Mr. Harris. For clarification, would the gentleman yield for a 
question ¢ 

Mr. Wo tverton. Certainly. 

Mr. Harris. In order that I may understand what the gentleman 
has in mind, do I understand that he is indicating if an approach to 
this problem could be such that the automatic increases in contracts 
such as stepup clauses, escalator clauses, spiral-escalator clauses, 
favored-nations clauses, would be under the jurisdiction of the 
Federal Power Commission for its determination, that that would be 


what the gentleman has in mind as the way to give adequate protec- 
tion to the consumer ? 

Mr. Wotverton. No; I have not come to the conclusion that is the 
only way todo it. Neither am I satisfied that that necessarily, without 
some other amendments, would give the desired result. 

I set that one out for consideration. That does not mean that I 
will not have some more that I want to ape to you. 


Mr. Harris. Would the gentleman indicate that he would support 
the bill if it were amended accordingly ? 

Mr. Wotverton. No; I would not be willing to do that any more 
than you would be willing to support these amendments. 

Do I understand you would? 

Mr. Harris. No; I would not want to say I wouldn’t at this time, 
because I would want to know what the effect would be. I have serious 
reservations as to what the effect would be on existing contracts. 

If it could be done wthout putting the pipelines, who are charged 
with the responsibility to the consumer as well as to the producer, in 
a squeeze, then I think probably I might give some very serious con- 
sideration to it. 

Mr. Worverton. That is the most hopeful thing I have heard since 
the hearings started. 

Mr. Harris. The gentleman has heard me before. 

Mr. Wotverron. It has never been quite as definite as that because 
I never made that definite suggestion before. We are dealing with a 
definite suggestion and if that does have the effect of even eniarge- 
ment of the thought on the part of the gentleman who has given so 
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much time to this subject, I am telling you that is an encouraging 
thing to me and I have found the gentleman as willing, whether it is 
a matter of oil or whether it is some other commodity, to give his best 
thought to the solution of the matter that is before us. 

Mr. Harris. I appreciate the compliment. I am always glad to 
offer you any encouragement that I can. 

Mr. Wotrverton. Now, that is the way we get along on this com- 
mittee. When the legislation comes out it is usually of a character 
that is helpful and it has been in the past. 

Now, I will withhold the wording of the amendments until a future 
occasion, if you have no objection, or if any interested parties will 
come to me, I will not hesitate to give them those proposed amendments 
carrying out this one thought that I have expressed. 

Now, other members are present. I have more questions, but I feel 
as if I should give way to some others that might want to ask some 
questions. 

Mr. Bennetr. Mr. Harris, Mr. Staggers. 

Mr. Harris. Mr. Staggers has been very anxious to get some ques- 
tions in. I had hoped he could do that this afternoon. 

Mr. Wotverton. I offered to yield to him this morning. He pre- 
ferred to have this afternoon. I am perfectly willing to yield to him 
at this time. 

Mr. Sraccers. I am perfectly willing for you to continue, Mr. 
Wolverton. I think you are doing a good job. You go right ahead. 

The Cuarrman. May the Chair state at this time that we will prob- 
ably have an interruption before long for a rollcall on the floor. We 
had hoped very much we could finish Mr. Merriam’s testimony today. 
He finds it important, if possible, to leave today. 

We have Mr. Walker here all the way from New Mexico. 

Mr. Walker, may the Chair inquire if it is possible for you to remain 
over tomorrow ? 

Mr. Waker. I had hoped to make my short statement—it is very 
short—today. However, I am certainly at the disposal of the com- 
mittee. 

The Cuatrman. The Chair is attempting to determine how to ac- 
commodate both the committee and the witnesses as much as pos- 
sible without further undue infringement on their time and their 
other obligations, particularly the witnesses who have been very 
patient and very helpful. 

Mr. Staggers, do you wish to proceed with some questions at this 
time ? 

Mr. Sraccers. I do not believe so, Mr. Chairman. 

The CHarrmMan. Mr. Bennett, do you have some questions ? 

Mr. Bennerr. I have several other questions I would like to ask, 
Mr. Chairman. I do not want to prolong this hearing unduly. Mr. 
Merriam has been very patient and very cooperative and very help- 
ful. I wish I knew as much about this subject as he does. I would 
not have to ask any questions. There are 2 or 3 other questions along 
the lines I pursued this morning that I would like to go into, and 
then I will desist. 

The Cuatrman. Very well. Mr. Bennett. 

Mr. Bennett. Mr. Merriam, what I say I do not mean to be in 
uny derogatory sense or to impute any improper motives to an oper- 
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ator or owner of a pipeline. With that preface let me ask you this 
question. 

If the market price of gas in a field is increased on the part of the 
producer and a pipeline company owns its own reserves in the same 
field, then the increase in price to the producer—that is the independ- 
ent producer—would also serve, as I understand the Harris bill, to 
raise the price that the pipeline would charge for its own gas reserves. 
Is that a fair statement ? 

Mr. Merriam. Not automatically as I follow it. It could result in 
that because it would be up to the Federal Power Commission to 
determine what was the reasonable market price so far as the com- 
pany was concerned and if the new market price paid, to which you 
refer, did result in the Commission’s believing that that was enough 
of an impact to warrant their increasing what they had previously 
allowed as a reasonable price, that could happen, yes. 

Mr. Bennett. If I am an independent producer operating in the 
same field that you are operating in as a pipeline and in which you 
own reserves, and the price the Commission is permitting you to 
charge for your own gas is lower than the reasonable market price 
fixed for my gas in that same field, would not that action automatic- 
ally raise the market price of the pipeline reserves? I am not saying 
in this case that that would be unfair under the terms of the bill, but 
I want to find out how it would operate. 

Mr. Merriam. I am merely saying that it was not automatic; that 
you have the Federal Power Commission determination, and the 
facts might result so that they would not feel that they could do 
anything else but give effect to it, but it would not be automatic. 

Mr. Bennetr. You would not want us to assume that the pipeline 
would not secure the same market price as some other producer in 
the same field, would you? 

Mr. Merriam. The mere fact that you enter into one new price in 
the field would not automatically establish what the reasonable mar- 
ket, price would be in that field. 

Mr. Bennetr. Would 2 or 3? 

Mr. Merriam. That would be entirely up to the Federal Power 
Commission. It would depend on all the circumstances existing at 
the time. 

Mr. Bennetr. Again referring to section (c) where the Commis- 
sion determines the reasonable market price of a producer it must do 
so in the field where the gas is produced; is that not true? 

Mr. Merriam. I understood that the interpretation was as applied 
to the area also. 

Mr. Bennett. There is nothing in the language here that speaks 
of area. 

Mr. Merriam. I understood that. 

Mr. Bennett. I raised that question myself with several witnesses 
as to why that should be the case, but I have not had an explanation 
or an answer that enlightened me to any great extent. 

Mr. Meretam. If the language is not clear that the Federal Power 
Commission is not limited in its scope of reasonable market price 
in a particular field, I think it should be made clear, because in a 
field where you had only 1 producer or 1 or 2 wells you would have 
considerable difficulty in determining the reasonable market price for 
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gas in that one field without going to some other field to use as a 
yardstick. 

Mr. Bennett. Would it be fair to say that if the reasonable market 
price is raised to one producer the chances are that it would be raised 
to all producers in the same area? Would that not be a logical 
assumption ? 

Mr. Merriam. I don’t think that would follow; no. It would be one 
indication certainly that the Federal Power Commission would have 
to take into effect and if the Federal Power Commission said that 
that was a reasonable market price, then that might leave it difficult 
for them to say that the other prices were not also reasonable market 
prices. 

Mr. Bennett. Unless the pipeline was completely foolish they cer- 
tainly would be in asking the Commission to give them the same price 
for their reserves in that field as had been allowed me as an inde- 
pendent producer. 

Mr. Merriam. We would certainly be delinquent if we did not ask 
for it. I would like to be sure that no impression would be left that 
pipelines would be foolish enough in negotiating for gas to use that 
as a menas of getting more money for their own production. 

Mr. Bennett. I am not saying it would. I am trying to explore 
what might happen. That leads me to this question: If a pipeline 
is purchasing from an independent producer and makes a new con- 
tract under which, because of its great need for gas it was willing 
to take the risk of buying without having a reasonable market price 
fixed, if such a contract were made between let us say A and B, a 
producer and a pipeline, if that new contract was for an increased 
price, might that not trigger or bring into effect the escalation clauses 
in the contract between C and D and E and F and so on and if it did 
have that effect would the increase, the acceleration, that was caused, 
have the effect of establishing a new market price for the whole 
business ? 

Mr. Merriam. You have asked two different questions. As to the 
first one, whether it might trigger an existing escalation it would 
depend on the clause and I can see where in some clauses it could 
be a contributing factor in triggering a favored-nation’s clause 
escalation. 

Mr. Bennett. If it did that, then what would happen? What effect 
would it have on the market price? 

Mr. Merriam. That is what I considered your second question, 
which was that so far as the determination by the Federal Power 
Commission of a reasonable market price, I don’t see how they could 
use as a basis for determining what the reasonable price was a con- 
tract which from your description of it would be an unreasonable 
market price. 

Mr. Bennerr. Are you assuming then that the escalation, the opera- 
tion of the escalator would make it unreasonable ? 

Mr. Merriam. I am assuming under your example where they had 
not cleared in advance the contract with the Federal Power Com- 
mission as to the fact that it contained a reasonable market price, 
that that fact meant that it would be an unreasonable market price 
because if the Commission had cleared it as a reasonable market price 
then the problem does not arise that you are talking about with respect 
to a new contract which the Commission has not cleared. 
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Mr. Bennett. So in your opinion that kind of situation would be 
very unlikely to happen ? ’ 

Mr. Merriam. I think it would be very unlikely because I would 
think it would be very imprudent for a pipeline company to enter 
into a contract which might be considered an unreasonable market 
price by the Federal Power Commission when they got to it because, 
if they did, then the Federal Power Commission would disallow as 
an expense the unreasonable portion of the market price paid by the 
pipeline. 

Mr. Bennett. But the compensating factor in the case of the pipe- 
line might be if the market generally was increased, an increase for 
its own reserve might be brought about. That might be advantageous, 
let us say, to certain people ? 

Mr. Merriam. Technically that would happen, but I think you 
would do an injustice to pipelines to think that they would be stupid 
enough to do that. 

Mr. Bennetr. In other words, you say in any case it would not 
be to the advantage of a pipeline to have the market price of gas that 
they purchase from others rise in the hope that that would also raise 
the price of their own reserves ¢ 

Mr. Merriam. Sure, they probably would be tickled to death if it 
did from the standpoint you mentioned, but they certainly would not 
go out and deliberately pay a higher price, particularly a price which 
the Commission had not said was a reasonable market price because 
the Commission, in determining the pipeline company’s reasonable 
market price, would never consider as a reasonable price a price that 
they had not cleared or that was an unreasonable price. 

Mr. Bennetr. Supposing we had a case of a pipeline that owned 
almost all of its reserves, it bought very little; would it be in a 
position under this bill to go out and manipulate the market in a given 
area, raising the price, the market price, to have the effect of raising 
the price for their own reserves ? 

Mr. Merriam. I don’t see how they could, because as long as you 
have given the Federal Power Commission the control, which I think 
they should have in that circumstance, of a reasonable market price, 
then the pipeline has no assurance that the Commission is going to 
recognize, on company-produced gas, as a reasonable market price any 
other price that may have been paid that would be obviously an 
unreasonable price. 

Mr. Bennett. But this term “reasonable market price” is a very 
elusive term. It is a hard one to tree. Certainly the market price, 
the going market price, will have some bearing on reasonable market 
price. Is that not true? 

Mr. Merriam. No unreasonable market price would certainly be 
considered in determining what a reasonable market price was. 

Mr. Bennett. I know, but suppose everybody in an area is selling 
the gas for 25 cents; do you not think that is going to have a bearing 
on what the Commission will have to find as the reasonable market 
price in that area? 

Mr. Merriam. Not if they are all paying that price more or less in 
collusion, if you please, with themselves. 

Mr. Bennett. I mean in the absence of collusion. 

Mr. Merrtam. In the absence of that, certainly, if you had 100 in- 
dividual operators in 1 field that are selling gas and all sell at 25 
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cents, let us say, 100 different pipeline companies—which are are not, 
just to get my example as broad as possible—certainly that would 
make a very strong basis for determining that the reasonable market 
price that you used is identically the same price that had been worked 
out by 100 different individual negotiations. 

Mr. Bennerr. In that kind of situation the raising of the price 
would have an effect on the pipelines’ reserves, would it not? 

Mr. Merrtam. Yes. I did not mean to leave any impression that it 
would not where you had a legitimate increase in price. I was an- 
swering that it was not automatic. It was a factor that the Federal 
Power Commission would have to take into consideration. 

Mr. Bennerr. Now if the Harris bill is adopted we are freezing all 
existing contracts. As far as new contracts are concerned Congress 
would be adopting a new concept in ratemaking in this business, 
would it not? An entirely new concept, namely ‘reasonable market 
value for the commodity ¢ 

Mr. Merriam. Yes, except that—well, yes. 

Mr. Bennetr. Now if Congress were to adopt this new philosophy 
and say to industry that a fair and reasonable market price should 
be used for ratemaking from now on, then getting back to Mr. 
Wolverton’s point and Mr. O’Hara’s point this morning, do you not 
actually have two concepts, namely, that you do not apply the reason- 
able market price to existing contract as you do to new ones? 

To illustrate my point, unrealistic as this may sound, poe after 
the passage of this bill the market price of gas went down 25 percent 
over existing prices in present contracts, do you not think we have 
ourselves in a very unrealistic situation, having fixed by congressional 
intent a formula of reasonable market price “for all future gas and 
then find ourselves with a price structure that is entirely “dispro- 
portionate for possibly the largest supply and distribution of gas? 

Mr. Merriam. I suppose you could call it two concepts. Actually I 
would have called it one in ‘that under the Harris bill what it seemed 
to me you were doing was saying that we are going to accept contracts 
in whatever form they come in; we are going to recognize the validity 
of contracts except only with respect to new contr acts. The Federal 
Power Commission is putting the pipelines and the producers on 
notice that they are going to reject contracts that are not acceptable 
from hereafter. But once they are accepted and once they are in, 
then a new contract is the same as an old contract. 

Mr. Bennett. But you are on the horns of a dilemma here or Mem- 
bers of the Congress are. The Supreme Court says that all producers 
are subject to regulation. You do not want that. What you are 
asking for in this bill, however—that is, speaking of the producing 
industry—is also unreasonable because you are asking Congress in 
view of the decision of the Supreme Court to say that we w ill permit 
you, having made all your contract previous to this time, to take what- 
ever price you are able to get and charge the consumer whatever price 
you are able to get, but from now on you have to take a fair and rea- 
sonable price for that gas 

That is why I would like to know from you how much of the gas 
that is going to be consumed in the years ahead has already been com- 
mitted by existing contracts because it seems to me that this formula 
is going to have little practical benefit or effect for the consuming 
public. 
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Mr. Merriam. You would have to assume that most of the gas is 
committed under long-term contracts that is now coming into the 
pipelines. 

Mr. Bennett. As long as that is the case the effect of the Harris 
bill on that situation is nil, is it not? 

Mr. Merrram. No. Then you have to amend that statement by 
pointing out again that the control of the new contracts operates as 
a brake on prices which may trigger favored-nations or escalation 
clauses in existing contracts. 

Mr. Bennett. I still am not satisfied with your explanation. I 
would like to ask for further information of your legal staff about 
the effect of these new contracts because it seems to me under the 

lain wording of the Harris bill, section (b), that any new contract 
is just as free from regulation as your present contract as long as 
you do not use it to base the new rate; and why should you use it for 
basing the new rate as long as you are not paying any more for it 
than you are under the present contract ? 

Mr. Merrram. You may pay more for new gas under a new contract 
than you pay for existing gas under an existing contract in a different 
place. In other words, if you buy new gas you may be buying it at 
a higher price which may require a rate increase. 

I go back again, if there is no rate increase and the interest we 
have here is a very proper one, how do we protect the consumer from 
unreasonable rate increase? If there is no rate increase, is there a 
problem ? 

Mr. Bennett. The problem, of course, is that there is no regulation 
either, is there? 

Mr. Merrram. You mean of producers ? 

Mr. Bennett. Of the price. There is no regulation of the price 
under Mr. Harris’ bill unless the price is used to increase rates. So 
if you make new contracts after this bill is passed having the same 
price as you have had in the past or a price that does not call for an 
increase in rates, then there is no regulation here whatsoever, at least 
for the foreseeable future. 

Mr. Merriam. How is the consumer harmed if there is no rate 
increase ? 

Mr. Bennett. Well, we are talking about regulation here, as I 
understand it. I have been trying to find out what we are going to 
regulate. 

r. Harris. Unless there is a higher price to the consumer there is 
no need for any regulation of that particular item, is there? 

Mr. BennetrT. Of course, you get your higher prices by the favored- 

nations clauses and the escalator clauses. You get those anyway. 
Your bill does not do anything about that problem. I am speaking 
about the new gas. 

Mr. Harris. I am very anxious to get some of these contracts with 
these escalator clauses and favored-nations clauses because I frankly 
think we are developing here an exaggerated viewpoint of what the 
price of gas is under these contracts, existing contracts, where the 
so-called clauses appear. 

I think there is quite a dearth of information here by not giving 
us that information and somebody should have come up with it at 
this time since we have asked for it for a week and still we do not 


have it. 
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I am saying this for the benefit of everyone concerned. I think 
that by the absence of it what we are doing is building up an idea 
here that there is some great disservice and there is a dig and gig at 
the consumer by the existence of those. 

I think somebody should come up with those contract clauses in 
order that we can see and have it on the record what it means. I think 
we will find that they are not nearly so abnormal as some people, I fear, 
believe they might be. 

Mr. Bennert. I think also, Mr. Chairman, that we ought to have 
somebody who is familiar with the interpretation of these contracts 
also appear before the committee when they are here so that questions 
can be asked and explanations can be had. 

Mr. Harris. We had a witness who had some of the existing con- 
tracts explained to us the other day and who read the provisions of 
it. It was a great, long thing. As far as I know he did not leave it 
with us. 

The Cuatrman. May the Chair state that I think this is a question 
on which we need more information than the committee has received 
and more clarification of the effect. This committee, as has been 
stated a lot of times, is seeking facts and information on this. We 
have a problem to deal with. It did not ask for it. It came as a 
result, of course, of the Supreme Court opinion. 

I have taken very little time for questioning, myself, during this 
hearing, but it is my feeling, and I think one shared by everybody on 
the committee, that in view of the Phillips decision which interpreted 
the intent of Congress and the intent of the Natural Gas Act without 
invalidating any portion of that act, without passing on the constitu- 
tionality of it, that with the conflict that exists in the present law with 
reference to exemption of production and gathering, that some legisla- 
tion is necessary. 

As Justice Douglas pointed out very aptly in his dissenting opinion, 
it is a problem for the Congress to solve. Therefore we are seeking 
all of the information that is obtainable in a very broad and complex 
and technical field and we will appreciate whatever information we 
can get. 

we I am not sure that Mr. Merriam can furnish us the information. 
Maybe it would be possible for you to furnish us one or two, at least, 
examples of the type of contract, the fixed-contract and the escalator- 
clause and the favored-nation-clause type of contract, that your com- 
pany has at present. Would that be possible? 

Mr. Merriam. Yes, we can do that. 

The Cuatrman. That would be helpful. I think we should get 
some others. 

The Chair certainly concurs with the request made both by the 
gentleman from Michigan and the gentleman from Arkansas that we 
need to know—and that has been one point on which there seems to 
have been more indecision perhaps on the part of committee members 
as I have observed questions being asked—as to the real effect of these 
clauses in the contracts. I think it would be very helpful. 

We will appreciate whatever you can do to help us in that respect, 
Mr. Merriam. 

Mr. Merriam. We will do what we can. 

Mr. Bennett. Mr. Chairman, there is one other thing in that con- 
nection. It seems to me that if these escalator clauses or favored- 
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nations clauses have any relation to the bill it is in the language in 
section (b) where the term “renegotiation” is used. I would like for 
my own information to know when is a gas contract subject to rene- 
gotiation; in other words, when do the provisions of section (b) 
become operative ? 

As I understood Mr. Merriam this morning, an ordinary escalator 
clause does not amount to a renegotiation of contract. I think it 
would be helpful to the committee for us to know or have some samples 
of contract as to when renegotiation becomes operative, so that we 
can relate to that the meaning of that term as it is put in section (b). 

The Cuamman. May I ask Mr. Merriam in response to your ques- 
tion: Is the question of renegotiation a part of the contract usually ? 
For instance, you enter into a contract with a seller; that contract is 
agreed to and signed by both parties. Does the contract itself pro- 
vide for the procedure of renegotiating at a later date? 

Mr. Merriam. There are contracts in which that type of provision 
exists; yes. There may, however, be another kind of renegotiation of 
a contract which involves really the execution of a completely new 
supplement to the contract. 

The CuHarrman. If there is no provision in the contract itself pro- 
viding for renegotiation procedure, then such request for renegotiation, 
I presume, might come from either party to the contract; is that right ? 

Mr. Merriam. Yes. 

The Cuamman. And if agreeable to the other party, the renegotia- 
tion takes place ? 

Mr. Merriam. That is correct. 

The CuairmaNn. Now, under the provisions of the Harris bill, such 
negotiated contract would be subject to some review by the Federal 
Power Commission just as a new contract would be? 

Mr. Merriam. Yes; it would be the execution of a new agreement, in 
effect. 

The Cuarrman. Thank you, Mr. Merriam. 

Mr. Wotrverton. May I proceed just at this stage for a moment, in 
order that I may bring to the witness what I understand to be these 
escalator clauses and their effect, to see if he agrees with my inter- 
pretation ? 

What I would say is based upon an opinion expressed to me by a 
person in the industry in whom I have great confidence. I would like 
to know if I have a correct understanding of it. 

In other words, these clauses relating to escalation and favored 
nation have come into more general use in recent years than they had 
previously. It would seem to me that as the ingenuity of producers 
and other interested parties, with the help of good lawyers has had 
full operation, these clauses have grown in importance. As they have 
grown in importance it has been to the benefit of the producers and to 
the detriment of the consumer. 

Now, with reference to the two-party favored-nation clause, do I 
understand correctly that under this clause, the specified price in a 
long-term fixed contract is increased in the event the buying pipeline 
company shall pay a higher price to another producer for gas in the 
same field or in an area specified in the contract ? 

Mr. Merrram. Yes; that is what is called generally a first party 
favored national clause, and the provisions will vary somewhat from 
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contract to contract as to whether it is one new purchase of comparable 
volume or not. 

Mr. Wotverton. I am coming to the third party in a minute. Is 
that a correct statement, however, of the two-party clause and its 
affect ? 

Mr. Merriam. I wanted to qualify my answer because there are cir- 
cumstances where the contract provision will be somewhat different 
from the one that you have read. It may be that if the pipeline pays 
just one person in the field, it has to be comparable volume, and com- 
parable size, and it may be two purchasers, or it may be a variety of 
different things. 

Mr. Wo rverton. I can realize there might be different conditions. 

Mr. Merriam. But the basic principle is correct. That is correct. 

Mr. Wotverton. The principal is correct ; is it not ? 

Mr. Merriam. That is right. 

Mr. Wotverton. Now, in the third party favored-nation clause, am 
I correct in understanding that under this clause the price is in- 
creased in the event some wholly unrelated third party shall pay a 
higher price to another producer for gas in the same field or in an 
area specified in the contract? 

Mr. Merriam. In principle that is correct, although most of them 
are not put into effect by merely one higher price. It is usually 2 or 3 
higher prices paid in the area for interstate pipeline company, com- 
parable volumes, and various other hedges built around the basic 
principle. 

Mr. Wotverron. I will ask you this third question: The price 
redetermination clause or it might be called a price renegotiation 
clause, or the better market clause—am I correct in this understand, 
that under each of these clauses the price is increased in the event 
the average of the 2 or 3 highest prices which are paid by pipelines 
in a given area shall exceed the price specified in the contract ? 

Mr. Merriam. I would have called that a third party favored- 
nation clause similar to the one that you just touched on. 

Mr. Worverton. I didn’t call it a third party, I called it a price- 
redetermination clause or a price-renegotiation clause, or a better- 
market clause. I am asking if that applies. 

Mr. Merrtam. That applies, but that is in the same category as 
your third party, when it is a type of escalation clause that stems from 
prices paid by others in the same area. 

Mr. Wotverton. And that would affect your contract, even though 
you had not agreed to that price, is that true? 

Mr. Merriam. That is correct. You would have agreed to accept 
that price in the contract. 

Mr. Wotverton. From that point on the producer would be col- 
lecting an increased price from you as well as from the third party 
with whom he entered into a new contract. Is that right? 

Mr. Merriam. It might not be the same producer. You might 
have different producers in different fields entering into contracts 
than the one with the particular company we were talking about. 

Mr. Wo tverton. In any event it raises the price to you above what 
you had agreed to pay in your original contract ? 

Mr. Merriam. It raises it to the pipeline company. I am avoiding 
your reference to me. 
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Mr. Wotverton. Well, I thought you were speaking in terms of a 
pipeline company ? 

Mr. Merriam. We don’t have any except in Perriam Basin pipeline. 

Mr. Wotverton. It is hard to think of an intelligent person like you 
entirely as a pipeline. 

Mr. Merrtam. I will take that as flattery, if you don’t mind. 

Mr. Wotverton. Anything that I say that seems like flattery, I 
want you ta take as being the real thing. It is justified flattery, we 
will say. 

With reference to those types of clauses—and to me those are the 
ones that are so highly objectionable—that when you enter into a 
contract that you agree not only to be bound by what you consider 
good judgment in fixing the price, but for the duration of that con- 
tract you agree that any price that somebody else pays will be yours, 
even though you had nothing to do with the negotiating of that price ? 

Mr. Merriam. I don’t like them any better than you do, and our 
company is on record before the Federal Power Commission as 
opposed to that. 

Mr. Wotverton. That is the best thing I have heard in the way 
of an answer yet, when you say you do not like it any better than I do. 

Mr. Merriam. The justification for it, if I may explain the other 
side of the argument, is that in effect the payment by others of a 
higher price in a given field does in effect establish a new market price 
in that area. Therefore, it is an effort by the producers to get the 
market price in that area. I still don’t like it. 

Mr. Wotverron. Well, if I bought an automobile today for $2,000 
and 2 years from now the price goes up to $2,500, then the automobile 
dealer would have the right to come back to me and say, “You have 
got to pay $500 extra.” 

Mr. Merriam. Of course, that is what happens in practice. 

Mr. Wotverton. No, it doesn’t. You get a new car but it does not 
apply to those who have a car and had a contract. 

Mr. Merriam. That is right. 

Mr. Wotverton. To me there is something that is absolutely wrong, 
and I am groping to find out how it can be handled in justice to all 
of the parties that are concerned. I readily realize that individuals 
look at things from their own standpoint and I am not condemning 
them for that. 

On the other hand, a committee of Congress probably should be 
more judicial in its consideration than to look at it from just one 
standpoint. 

On the other hand, as representatives of people who have interests 
involved, there is a duty on a Congressman to try and protect and 
preserve the rights of the individuals. That is what we are trying 
to do here. 

Mr. Merriam. That is right. 

Mr. Wotverton. Now, in the case that I have just presented to you, 
suppose that happens in your field where you have production, what 
is the effect on you ? 

Mr. Merriam. Well, in the first place Northern Natural Gas Co. 
has no third party favored-nation clauses in any area where it owns 
gas itself. 

Mr. Wotverton. You have not made any; is that right? 
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Mr. Merriam. The only ones that we have made are through Per- 
riam Basin area, where after 15 years the third party favored-nation 
clause goes into effect, and there is only one other pipeline company 
presently purchasing gas from that area, so that the risk is lessened 
in that particular case of somebody else coming in and paying a 
materially higher price. 

Mr. Wotverton. Do you have any contracts under provisions of 
which your price received from a transmission line could be increased 
as a result of clauses such as I have read, or any of them ? 

Mr. Merriam. Yes, sir; the fair, just, and reasonable clause that 
I have circulated here to the committee this morning—that is in- 
volved. 

Mr. Wotvertron. Are there other producers in the same field in 
which you operate? 

Mr. Merriam. Most of that gas is in the Hugoton Field where 
there are a substantial number of other operators. 

Mr. Wotverton. Are there any other transmission lines there be- 
sides your own ? 

Mr. Merriam. There are a number of them. 

Mr. Wotverton. Suppose the other producers sell to that trans- 
mission line above what you are getting out of your field that you 
sell toa transmission line. Would your price go up? 

Mr. Merriam. That is two different ways. We have a contract 
with our producing company under which we have the same renego- 
tiation clause that we have with other producers in that area, which 
says that every 5 years you renegotiate on the basis of what is the 
fair, just, and reasonable price in the area at that time. That is 
arbitrated if there is no agreement. That clause is in the contract. 
The Commission so far has looked straight through our contract and 
under the proposed Harris bill they would still ignore our contract, 
and they would fix whatever they thought was the reasonable market 
price, and that is what we would be allowed. 

Mr. Wotvertron. Let me ask that question again. Then if this other 
producer sold at a higher price you would get the benefit of it? 

Mr. Merriam. Well, it would be a factor which the Federal Power 
Commission would take into consideration in determining it. 

Mr. Wotvertron. Have you been able to get that benefit in the past? 

Mr. Merriam. We haven’t gotten anything so far. 

Mr. Wotverton. Why, hasn’t there been any change in price? 

Mr. Merrtam. No; the Federal Power Commission has looked 
through our contract with our producer and ignored it, and they 
have taken original cost and applied it to our company. 

Mr. Worverton. That is very distasteful. 

Mr. Merriam. At the moment it has not made any difference be- 
‘ause we have spent for exploration all of the income of the company, 
and it washes out. 

Mr. Wotverton. Now, are there any such things as escape clauses? 

Mr. Merriam. There are jurisdictional escape clauses in a great 
many contracts. 

Mr. Worverton. And what is an escape clause ? 

Mr. Merriam. Well, a jurisdictional escape clause is one which if 
the Federal Power Commission takes jurisdiction over the producers 
delivery of gas to the pipeline company or takes jurisdiction over 
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the price that they get, then the producer has the right to cancel the 
contract. 

Mr. Wotverton. Does he have the right to cancel it without any 
review by the Federal Power Commission ? 

Mr. Merriam. Hedid have. That isa legal argument that is going 
on in the courts at the moment, because the contention of the lawyers 
has been that the minute the Federal Power Commission takes juris- 
diction, that the producers can’t exercise his escape clause, because 
the Commission has jurisdiction over the producer, and, therefore, 
he has to get permission of the Federal Power Commission in order 
to escape. 

We have one of those before us now, where we are arguing that 
they cannot escape. 

Mr. Wotverton. You do not favor the Federal Power Commission 
having jurisdiction over the question of escape, then, do you? 

Mr. Merriam. I favor the Federal Power Commission having juris- 
diction over escape if they have jurisdiction over the producer. 

Mr. Wotverton. Now, let me just get that through my head, as to 
how far you are willing to go. You are both a producer and a trans- 
mission line. 

Mr. Merriam. That is correct. 

Mr. Wotverton. For whose protection is the escape clause written ? 

Mr. Merriam. We have no escape clause in our contract with our 
own gas, and it is with other parties. 

Mr. Worverton. Well, with other parties, for whose benefit is that 
written / 

Mr. Merriam. The escape clause is for the producer’s benefit en- 
tirely. 

The Cuartrman. There is an automatic rollcall in the House, and 
it is necessary for the committee to recess until 4:15, and we will 
return at 4: 15. 

(Recess. ) 

The Cuarrman. The committee will come to order. 

Mr. Wolverton, do you have additional questions ? 

Mr. Wotverton. What is your opinion as to the effect this bill will 
have, if adopted, with respect to cost of gas in the field ? 

Mr. Merriam. That is a difficult question to answer. Over a long 
period of time, over a period of time it would be my judgment that 
by making more gas available your prices of gas on your new gas 
would be lower than if the bill were not passed. It is difficult to 
guess at this time the effect of Federal Power Commission regulation 
under the act following the Phillips decision, and what effect that 
will have pricewise on existing contracts. Some of them might come 
down, sil some of them might go up, and some of them might stay 
where they are. 

My guess is that on an overall basis prices would be somewhat less 
than if you didn’t have it and that may not mean that prices may not 
increase. As other witnesses have said, your prices of gas are still 
going to increase somewhat until you come to a balancing-off point. 

Mr. Wotvrxrron. Is the opposite of that true, that if we had regula- 
tions you would expect prices to go up. 

Mr. Merriam. Immediately ? 

Mr. Wotverton. Well, I would not say immediately, but in the 
overall picture? 
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Mr. Merriam. Over a long period of time, I really think that 
they would. Immediately, no. 

Mr. Wo.verton. Is that because of regulations, or is it because of 
the language that is used in this bill, such as fixing a reasonable market 
price ? 

Mr. Merriam. Well, the reason I made the statement that I did 
was that it seems to me that under regulations your immediate im- 
pact will be to have a slowdown on increases under prices in existing 
contracts initially. Until they can feel their way in the Commission 
with respect to the kind of regulation they will apply pricewise to 
the producers, there will be a natural tendency to do what they have 
already done, and that is to freeze things where they are for the 
moment. 

Now, as they had time to regulate, I would expect that some of 
your prices would increase. It could well be that some of your 
prices might decrease. As to new gas, I come back to the statement 
that your Harris bill, in my judgment, will have the effect. of holding 
down prices on new supplies. 

Mr. Harris. Will the gentleman yield at that point? Have you 
completed your answer? 

Mr. Merriam. No, I had one further thought. The impact of the 
shortage of supply of additional volumes of new gas, the question as 
to whether the volume of gas that moves into interstate commerce 
that is made available under the Harris bill, as compared with the 
amount that would be available under regulations as it now stands 
following the Phillips decision, in my judgment would have an effect 
on the prices at which people will be willing to sell their gas in inter- 
state commerce. 

Under the Harris bill they would have an assurance of price and 
they would not have an assurance under present regulations as to 
what that price will be. 

Mr. Wo verron. I do not assume that you have any studies that 
would justify your opinion one way or the other, but it is a matter of 
your own thought on the subject? 

Mr. Merriam. It is crystal-ball gazing; that is all I can give you or 
that anybody can, I am sure. 

Mr. Harris. I am inclined to think, Mr. Merriam, that at least in 
the mind of some members, they are not too concerned with the effect 
of the result of this velocity on the new or renegotiated contracts. 
Those would come should there be a request for increased prices to the 
consumer. That is within the jurisdiction of the Federal Power Com- 
mission. What some are so concerned about is how much would the 
prices increase within the next few years, or within a reasonable time, 
of the existing contracts under the so-called clauses that have been 
referred to. 

Now, I am sure you do not have the information with you at this 
time as to what the result will be. Is there any way that you could 
get that for the committee ? 

Mr. Merriam. We were discussing that as a matter of fact during 
the recess. I donot know how much of a job that would be to assemble 
that information. It would be quite a task. 

Mr. Harris. I realize that. 

Mr. Merriam. You would have to estimate the effect of price nego- 
tiation provisions. 
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Mr. Harris. Let me get it down this way, and I do not want to take 
the gentleman’s time. 

You know from your own company what the effect is; do you not ? 

Mr. Merriam. We know so far as the existing escalation clauses that 
it will not be any great impact over the next 5 iypere: 

Mr. Harris. What about the next 10 years? 

Mr. Merriam. Well, it will not be very great over that. The reser- 
vation that I make is that I do not know where the fair, just, and rea- 
sonable prices will go. Other than that it will not be a large amount. 

Mr. Harris. Let us talk about the step-up clauses they talk about, 
the automatic increases that provide for 3 years from now a cent in- 
crease, and 5 years from now another cent, and so forth. Those are 
automatic increases that are fixed inthe contract. You do have those? 

Mr. Merrram. Yes; but in our case they are small. 

Mr. Harris. How small? 

Mr. Merriam. Speaking from recollection, I believe that in the next 
4 or 5 years, the total effect of fixed escalation clauses on our contracts 
would be in the neighborhood of $750,000, or something less than $1 
million as against a total revenue of $86 million. 

Mr. Harris. Well, could you give us an estimate? 

Mr. Merriam. That would be 1 percent increase. 

Mr. Harris. Could you break it down and say how much automatic 
increase per 1 million me. it would be? 

Mr. Merriam. If we had 300 billion feet, that would be something 
less than a third of a cent. 

Mr. Harris. A third of a cent. 

Now, that is what we are trying to get. Your own company, it 
could not run more than a third of a cent over the life of the existing 
contracts ? 

Mr. Merriam. That is over the next 5 years, and I cannot go beyond 
5 years with any assurance because I don’t recall the figure. 

Mr. Harrts. You can provide that very easily from your records; 
can you not? 

Mr. Merrtam. We can provide it; yes, sir. 

Mr. Harris. Now, how many companies do we have? 

Mr. Merrram. I think there are 20 long-line companies. 

Mr. Harris. I was thinking it was 27. 

Mr. Merriam. It depends on how you count them. 

Mr. Harris. You are right about that. 

Now, each company has that within their own files, does it not? 

Mr. Merriam. Yes; the uncertainty would be 

Mr. Harris. We are not talking about uncertainties. We are talk- 
ing about the certainties. 

Mr. Merrtam. They should be able to obtain that. 

Mr. Harris. What the contract provides for 5 years at 1 cent; and 
7 years, 2 cents; and in 10 years, 3 cents, and whatever it might be. 

Mr. Merriam. That is right. 

Mr. Harrts. That could be made available, could it not ? 

Mr. Merriam. That is right. 

Mr. Harris. From each one of the companies ? 

Mr. Merriam. Yes, sir. 

Mr. Harris. And it would not take a great effort, would it? 

Mr. MerrtAm. I should not think so. 
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Mr. Harris. Well, I think that is the point that has caused so much 
concern around here, and I am just as anxious to help clear it up in 
the minds of all of the committee members as anyone else. If you 
could get that for us, I believe it would be helpful. 

Mr. Merriam. We will see what we can obtain for you on that. 

Mr. Harris. Thank you. 

Mr. Worverton. That relates to what has been termed automatic 
increases ¢ 

Mr. Merriam. That is right. 

Mr. Wotverton. What about those that come under these escalat- 
ing clauses, which are based on prices elsewhere in the field? 

Mr. MerrtAm. That is more difficult to determine because you have 
to take into account the factors that are set forth in the language of the 
contract. 

Mr. Wotverton. Well, so that the answer that has just been replied 
to the questions that have been asked that resulted in this figure 
of one-third of a cent would not necessarily be the only increase that 
would come. 

Mr. Merrtam. No, sir; as I stated, that was part of the answer. 

Mr. Wotverton. Well, I wanted it to af least appear that it was 
not quite as simple and as small as it might seem from the way the 
question was asked and the answer given. 

Now, how many rate increases to your knowledge have been granted 
to producers since June 7, 1954? 

Mr. Merrtam. I do not have the figure, and I don’t know. 

Mr. Wotverton. Could you give it approximately? Have there 
been many or few? 

Mr. Merriam. I just have nothing on that. 

Mr. Wotverton. You don’t know whether any have been granted? 

Mr. Merriam. I know some have, but I don’t know the number. 

Mr. Harris. Some have been granted to the independent producers. 

Mr. Merrtam. I so understand; those are mostly, as I understand 
it, tax-clause increases. How many in addition to the tax-clause in- 
creases, I do not know. 

Mr. Wotverton. I am inclined to think it 1s not related alone to 
that. As long as you do not know, why I will not press you any further 
on that. Evidently, it is true that increases have been granted. 

Mr. Harris. Would the gentleman yield? It is my understanding 
that the Federal Power Commission issued an order freezing them as 
of June 7, 1954, and they amended that order about October. 

Mr. Merriam. They froze them as of that date, that is true, Mr. 
Harris, but it falls under their regular procedure for filing rate in- 
creases, and the producers can file applications for rate increases and 
some of them did so with respect to the tax clauses and price increase 
in Texas, for example, under the tax change down there. 

T know that some of those were granted. Now, to what extent there 
were other ones granted, I just don’t know. 

Mr. Harrts. I was not aware that any had been granted to the pro- 
ducers. nor their well-head prices. 

Mr. Wotverton. TI assume you do not know what the dollar value 
is of those increases? 

Mr. Merriam. No, sir: I do not know. The Commission, of course. 
would have that information. 
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Mr. Wotverton. Were those increases permitted to go into affect 
without a hearing ? 

Mr. Merriam. Again I don’t know, but it seems to me—I just don’t 
know. I had better not try to guess with you. 

Mr. Wotverton. I am inclined to think that some of them were, or 
all of them in fact. Do you know how many contracts for the sale of 
gas in the field contain escalation or most-favored nation clauses, or 
what percentage ? 

Mr. Merriam. No, sir; I do not. 

Mr. Wotverton. Most of them ? 

Mr. Merriam. I cannot answer you that except so far as our own 
company is concerned. So far as our own company is concerned, I 
have already covered that. 

Mr. Wotverton. Of course, in dealing with the affairs of your own 
company, you keep abreast of what other companies are doing and 
the moment that takes place, progressive or retrogressive, or whatever 
it might happen to be. Do you mean to say that you do not know in 
a general way, and I am not holding you down any particular number, 
what percentage of contracts contain those clauses ¢ 

Mr. Merriam. I certainly do not. There are far too many negotia- 
tions going on all of the time. 

Mr. Wotverron. As a matter of fact, is it not true that it is a gen- 
eral practice now ? 

Mr. Merriam. It is a general practice at this time; yes. 

Mr. Wo tverton. That will cover it to a certain extent. Are those 
clauses standardized, or do they vary according to the ability of the 
negotiating party ? 

Mr. Merriam. Well, they vary in part according with the trading 
position of the negotiating parties, and in part with the individual 
views of the pipeline company and producer involved. Each company 
and each producer has his own ideas as to how specific things should 
be worded. So that there is not too much standardization. 

Mr. Wotverton. When a pipeline has potential customers, and he 
has not sufficient gas to supply them, he is very apt to agree to whatever 
the price is that the producer fixes, is he not, so that he can pass the 
price along? 

Mr. Merrtam. No; he is more likely to agree with the producer on 
what the producer feels he should have in the way of a price, but the 
pipeline company will not automatically take everything that the pro- 
ducer thinks should be in a contract merely because there is pressure 
for gas. You take more things but you don’t take all of them. 

Mr. Wotverton. There is a point, then, at which your generosity 
or your patience gives out and you refuse? 

Mr. Merriam. Well, generosity isn’t involved. 

Mr. Wotverron. J think it is, when I look at so many of these 
contracts that you give pretty much what the producer wants, even 
though you argue against it and I do not know what you would term 
that except “generosity.” 

Mr. Merriam. I assure you when the pipelines negotiate for gas 
supplies for their pipelines, that generosity does not enter into the 
negotiation for the contract. 

Mr. Wotverton. Maybe I would have to qualify that “generosity” 
from the standpoint of the consumers. It would seem as if it might be 
that. 
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Mr. Merriam. I can’t stop what the consumer feels, but if the con- 
sumer could sit down with us when we negotiate contracts with the 
pipelines and the producers, I think they would have a different way of 
it. 

Mr. Worverron. I would not ask that every consumer have that 
opportunity to sit down with you, but I would like to see a regulatory 
body representative of the consumer interests to be able to sit down 
with you. 

Mr. Merriam. That is exactly what will happen under the Harris 
bill with respect to new contracts. 

Mr. Wotverton. We will expect a new contract. For the next 25 
years you have the consumer tied up, and you are willing to say if 
there are new contracts we will treat it di ifferently, is that right? 

Mr. Merriam. Well, your statement is right, but the implications 
are not entirely correct. 

Mr. Wotverron. Now, just what do you mean when you say an 
independent producer ? What kind of a producer is there other than 
an independent ¢ Would you describe that emphasis that is placed 
on “independent ?” 

Mr. Merrtam. As far as I am concerned, they are all independent. 

Mr. Worverton. Yes; I thought so too. Itis just a very pleasing 
way to designate them as independents. It has no special significance, 
has it? 

Mr. Merriam. I think the significance that has been used in the 
various discussions is to distinguish a producer who is not affiliated 
with a pipeline, as an independent producer. 

Now, it is used in various ways, in various places, but that is the 

most generally used one right now. 

Mr. Wotverton. But he is affiliated and he ceases to be independent ? 

Mr. Merriam. That is right. 

Mr. Wotverton. Who ceases to be independent, the producer or the 
pipeline? 

As a matter of fact, isn’t it true that contracts not containing the 
clauses that we are referring to are the exceptions rather than the rule? 

Mr. Merrtam. Contracts being entered into at this time; yes. The 
reason I can’t apply that retroactiv ely to existing contracts is that 
that has changed over a period of time, both good and bad from the 
pipeline standpoint. 

Mr. Wotvertron. Now, if we discard the decision in the Phillips 
case, how would the Federal Power Commission be able to protect the 
interest of the consumers under this new act? 

Mr. Merriam. Under the new Harris bill, you mean? 

Mr. Wotrverton. Yes. 

Mr. Merriam. They would be able to do it through the new con- 
tracts in that no new gas purchase contract could be entered into by a 
pipeline without the advance approval of the Federal Power Commis- 
sion. I say that not as a matter of law, but as a matter of practicality 
from the working standpoint. 

Mr. Wotverron. So that the consumer under this bill would con- 
tinue to have no spokesman in his behalf under contracts that are 
already entered into? 

Mr. Merriam. No new spokesman. If Federal Power Commission 
would not be a spokesman except only indirectly. 

Mr. Wotverron. Who would be? 
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Mr. Merriam. Well, the contract has been entered into in good 
faith by the pipeline company and by the producer, and that contract 
has been used as the basis for the issuance of a certificate by the 
Federal Power Commission and conjunction of facilities and invest- 
ment of money by all parties. 

Mr. Wotvertron. With the exception of new contracts, then, the 
consumer is out in the cold ? 

Mr. Merriam. I don’t call him out in the cold. 

Mr. Wotverton. I am sorry I don’t always describe it the way you 
would like me to describe it. You give your description now. I just 
figure that with all of these statements that are being presented from 
the wool growers, it looks like someone wanted to shear the consumer 
as well. I do not think as yet there has been any thought in the 
consumer interest that would enable me to think of him in any other 
way than being out in the cold. 

Mr. Merriam. You don’t mind my disagreeing with you. 

Mr. Wotverton. Oh, no, not indeed. Your disposition is such that 
it is very pleasing even when you disagree with me. 

Well, the purpose of this bill fundamentally is to take away from 
the Federal Power Commission any power of regulation in the interest 
of the consumer other than that which comes from new contracts? 

Mr. Merriam. You are now referring, of course, only to the gas 
purchase or production side and not the pipeline side. It takes away 
none of the pipeline jurisdiction as such, although I assume you are 
referring sale to the acquisition of gas by the pipeline company. 


Mr. Wotverton. Well, you answer it the way you assume that I 


meant it and I will see how the answer fits in with what I had in mind. 

Mr. Merriam. I will make that assumption and say that in my judg- 
ment the purpose of the bill is to provide additional protection for 
the consumer with respect to new contracts, and additional benefits 
with respect to the consumer as to the encouragement of new supplies 
of gas and additional protection of the consumer on existing contracts 
through the breaking effect of the control of prices in new gas purchase 
contracts over escalation provisions in existing contracts. 

Mr. Wotverton. Do you think that there should be any right of 
a distributor to escape from a contract that has become onerous, or 
making it difficult for him to sell gas instead of some other means of 
fuel? That would be based entirely, or very largely upon the price 
of gas getting to a point where the other sources of energy become im- 
portant enough that it really indicated a loss of business of gas. Is 
there any basis under which there can be escape by a distributing 
company / 

Mr. Merriam. I am not sure of the powers of the Federal Power 
Commission with respect to releasing the distributors from existing 
contracts under tariff. I do have some impression that the Federal 
Power Commission has fairly broad authority in that respect in spite 
of the town border contracts that exist between the pipeline and the 
distributor. 

In the case of our own company, I am not familiar in detail with 
all of the others. There is no restriction on the reduction in purchase 
of gas by the distributing company from the pipeline company except 
only the demand charge, which is comparatively small. It is a me- 
dium-sized percent of vour total system revenue, so that the utility 
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can reduce its purchase of gas from you. That is without even going 
to the Federal Power Commission so far as reducing the volume is 
concerned. We have a provision in our tariff whereby if we can 
sell the gas to somebody else we will release the distributor from even 
the demand portion of the contract or in other words, from the con- 
tract itself. It could go that far. 

Mr. Wotverton. Is there any provision now by which the Federal 
Power Commission can direct a pipeline as to where it shall deliver 
its gas? 

Mr. Merriam. The Federal Power Commission has the power now 
to tell the pipeline companies who among existing connected customers 
get whatever gas is available. 

They have, further, the power under the natural gas act under cer- 
tain sets of circumstances to require extensions to new markets. 

They further have, through the mechanics of conditioning the issu- 
ance of certificates for the construction of mainline facilities, required, 
in effect, pipeline companies to extend their facilities to new markets. 

For example, last year Northern Natural Gas Co. proposed to serve 
24 new communities and we ended up with the Federal Power Com- 
mission issuing a certificate in effect requiring us to serve 71 commu- 
nities. 

Mr. Wotverron. Is your observation of the operation of the Fed- 
eral control in the field we have just been speaking of, it has been 
fair? 

Mr. Merriam. Yes, on an overall basis it has. As I have said before, 
there are times when we thought they were being unfair, but on the 
whole I think that their control has been fair. 

Mr. Wotverton. I have taken from your testimony today this 
thought: That in those instances where the Federal Power Commis- 
sion has exercised authority you have not deemed it unreasonable nor 
unfair? 

Mr. Merriam. On an overall basis; yes. 

Mr. Wotverton. But when it comes to giving them authority be- 
yond what they already exercise, then that is where your fears start ? 

Mr. Merriam. Well, my fears don’t start with respect to Federal 
Power Commission control. My fears, if we may call them such, come 
from the fact that the Federal Power Commission in exercising ju- 
risdiction over the producers inject an element of uncertainty as to 
what the producer will get pricewise, which in my judgment would 
slow down the volume of. gas in the future that would be made ayail- 
able to interstate pipelines. 

Mr. Wotverton. That would not result if the price was not changed 
from what it is at the present time, and it stays frozen ? 

Mr. Merriam. It would with respect to new contracts. 

Mr. Wotverton. In other words, you are fearful then if new con- 
tracts were entered into, and an independent agency was given super- 
vision, it might mean that you are paying too ymuch for your gas; is 
that right? 

Mr. Merrram. No; it goes back to the fact that the producer, when he 
once puts his gas into interstate commerce by putting it in a pipeline. 
would be tied so that he couldn’t back out of it, and yet he had no way 
of determining in advance what kind of a price he was going to get 
for the gas that he delivered. Now would he know what kind of 
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price he might get for gas when he explored for gas and spent money 
in wildcating and drilling additional wells? 

Mr. Wotverton. Well, he would know what price he was to get if 
the contract was submitted to the Federal Power Commission for 
review in the first instance, and any provision in it for the increase 
of that price would be subject to further review by the Federal Power 
Commission. 

He would at least know what he was going to get; would he not? 
But he would not be certain as to whether he would get any more 
than that. 

Mr. Merriam. No. 

Mr. Worverron. Is there any regulated body that ever does know 
what they are going to be able to get ? 

Mr. Merrtam. You do not have a public-utility operation here, but 
you have a sale of a commodity which is free to go wherever the 
people wish to sell it. 

Mr. Wotverton. If you made it a public utility, would there 
be any more assurance given to the producer? 

Mr. Merriam. If you made it a public utility and applied the reg- 
ular rate base method of determining it, they would know what they 
would get. 

Mr. Wotverton. Are you aware of any instance in which any 
industry has been regulated out of business ? 

Mr. Merriam. Not that I know of; no, sir. 

Mr. Wotverton. I don’t think so, either. I think they are all 
operating or attempting to operate in the public interest. It is only 
a question of where the interests shall be, whether it shall be in this 
case on the producer, pipeline, the consumer, or whether due considera- 
tion should be given to all. 

I have faith and confidence in the integrity and honesty and the 
ability of those who are appointed to regulatory bodies. Maybe 
that is not always true individually, but in most cases as a collective 
body at least. 

I am not willing to feel that just the mere fact of regulation is 
going to bring destruction to the interest of the producer or anyone 
else. 

It would seem to me that it could be arranged in such a manner 
that protection could be given to all of the interests without destroying 
any of the producers and without destroying the pipeline, but at the 
same time preserving the rights of the consumers who should never 
be put at the mercy of any one of those factors, in my opinion, and 
particularly with reference to a commodity that is so limited as to 
really create a natural problem with respect to its conservation and 
its proper distribution. 

We are not dealing with a commodity such as wheat or corn. We 
are dealing with a commodity that is not only as essential as wheat 
and corn is to our people, but at the same time where there is a fixed 
and limited supply of it that needs some kind of protection. 

I am hopeful that with individuals such as yourself, may I say 
that I respect your opinions very highly and your whole manner of 
testifying, not only in what you have said but your general disposition 
has been very helpful indeed. I would like to say to you that when a 
witness is held to the stand as long as you have been, you can go 
away with the thought that there was some feeling that we had a 
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worthwhile witness or he would not have been retained that long on 
the witness stand. 

Mr. Merriam. | will be glad to so interpret it. Thank you. 

Mr. Hayworrn. Will the gentleman yield? 

Mr. Wotverron. I have finished, but I have done it because of the 
time, and not because I have asked everything that is to be asked, but 
to give others an opportunity to question the witness. 

Mr. Hayworru. | would like to ask about something that has been 
touched only briefly here, and that is the nature of the competition in- 
volved with these 5,000 producers. 

Now, we understand what the stock market exchange is, and we un- 
derstand what a wholesale fruit market in a city is, and in comparison 
to these free markets what do you have? I know it is not quite that 
obviously competitive, but what do you have in the machinery of com- 
petition among these 5,000 producers that might be comparable or 
reach the same goal as that? 

Mr. Merriam. It does not reduce itself to anything that is compara- 
ble to any of the organized markets. In practice the way it works is 
that each pipeline that has need for additional gas, either for replace- 
ment or for market growth will be in touch with all of the producers 
who have gas in the area which he can reach with his pipeline, and on 
the other hand the producers who have gas for sale will be in touch 
with the pipelines that are accessible to the wells in which they have 
gas for sale. 

It is a negotiation back and forth between the affected pipelines and 
the affected producers. There is no organized approach from either 
side. 

Mr. Haywortn. Are there any agents that deal in gas? Are there 
any go-betweens, as for example a real-estate salesman who goes from 
a seller to a buyer ? 

Mr. Merriam. There are people who are willing to serve in such 
sapacity, but I don’t think that normally there would be an agent in- 
volved ; no. 

Mr. Hayworrn. Now, I understand you operate with long-term con- 
tracts? 

Mr. Merriam. Yes, sir. 

Mr. Hayworrn. How many times a year would your company, for 
example, be out looking for gas? 

Mr. Merriam. Almost 24 hours a day, every day of the year. 

Mr. Hayworrn. How many deals would be consummated in a given 
period, say a year? 

Mr. Merriam. Well, that again will vary all over the lot. While you 
are constantly negotiating for contracts with the producers, the num- 
ber of contracts that you can close will depend upon the circumstances 
existing at the time. 

In other words, for example we have been negotiating on Canadian 
gas for 4 years, and we negotiated on Perriam Basis Pipeline Gas for 
at least 2 or 3 vears. We have had several other things that take long 
periods of time. 

If you close up one particular large contract then you may slow up, 
and you are trying to close up smaller contracts for a while. It goes 
in cycles that are pretty hard to put in any pattern. 

Mr. Hayworrn. Is there at the present time a buyer’s market or 
a seller’s market ? 
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Mr. Merriam. At the present time I would say there is a seller’s 
market. 

Mr. Hayworrn. And over the period of, say, the last 8 years, has 
there typically been a seller’s market ? 

Mr. Merriam. I think since the end of World War II, when coal 
and oil prices went up and natural-gas prices went down that the 
market that was available to the natural- -gas companies expanded 
so rapidly that it has been a question of trying to catch up with that 
supply. 

Now, the situation changes, and again taking my own company, if 
you don’t mind, in 1953 our present customers took almost 200 million 
feet a day for presently connected markets. This year their require- 
ments are 31 million feet a day for new markets. Next year it will 
be, I would guess, in the order of somewhere between 30 and 50 million 
cubic feet per day. 

We have reached a leveling-off period in the requirements from 
our existing customers, where you have a more normal growth pattern. 
That puts us in a better trading position with the producers because 
the pressure o> pe our consumers is not quite as great to negotiate for 
new supplies of g 

Mr. cus "Would you say that in your company’s opera- 
tions, the costs of transporting gas are principally in retiring the 
initial investment, or in labor, or what aspect of it? 

Mr. Merriam. Labor is a comparatively small percent of our total 
cost. Probably the largest cost is in your return on investment, your 
depreciation and your “property taxes. Those together will total 12 
percent of your investment, and your investment is a very substantial 
figure in relation to revenues. For example, our revenues were $86 
million last year and our investment was $372 million. So you have 
a very high percentage of fixed costs that exist in your pipeline 
operation. 

Mr. Haywortn. About how long does a gasline last ? 

Mr. Merrtam. Well, we depreciate ours at 34 percent a year, which 
is approximately 30 years’ life, but your pipeline, the ph ysical life 
of your pipe varies considerably, depending upon corrosion partic- 
ularly. And the physical life will probably normally exceed the 30- 
year life. 

Your compressor stations have a very long life because you replace 
a part here and a part there, and they go on for a long period of time. 

Your physical life of your facilities is tempered by your ability 
to plan ahead with your gas reserves to be sure that you have gas 
available for the projected life of the pipeline. We try to keep usu: ally 
20 to 30 years ahead on reserves. 

ie Hayworrn. Now, I have one last question. 

I understand that the various States involved in gas production 
have conservation policies ? 

Mr. Merriam. Yes, practically all of them do. 

Mr. Hayworrn. And they determine how much gas will be used or 
drawn from the earth, is that right ? 

Mr. Meretam. Yes and no. The total volume, using the Hugoton 
field in Kansas, for an example, each pipeline that is withdrawing 
or proposing to withdraw gas from that field will give the Kansas 
Corporation Commission an estimate of the volume of gas they pro- 
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pose to withdraw in a particular month. Then that will determine 
the volume of gas that is permitted to be sold. In other words, it is 
to meet the market requirement. 

Then the Kansas Corporation Commission has a proration formula 
under which they endeavor to pro rate equitably among each pro- 
ducer in the field the volume of gas that is to be marketed and avail- 
able for marketing in that month. 

Mr. Haywortnu. Then the State does control the amount of gas 
produced ? 

Mr. Merriam. They control its distribution between producers, but 
not the total volume of gas withdrawn from the field. 

Now, there are exceptions to that when you get into casing-head 
gas, because in the case of casing-head gas the controlling factor with 
respect to natural-gas withdrawals from a field is the ratio of gas to 
the oil production. In other words, the oil production is the con- 
trolling factor, so that the volume of gas that you will have available 
at anytime will depend upon the oil allowables fixed by the conser- 
vation board, and in that case there would be a reduction or might be 
reduction in the volume of gas available from a field. 

Mr. Hayworrn. Thank you. 

In addition to what Mr. Wolverton said just a moment ago, I want 
to say that I appreciate very much the precise way in which you use 
the English language and the exactness of your statements. They 
have been very clear all of the way through the hearing. 

Mr. Merriam. Thank you. 

Mr. Harrts. Mr. O’Hara, did you have any further questions? 

Mr. O’Hara. Mr. Merriam, I want to associate myself with my 
colleagues who have paid their compliments to you on the manner 
in which your testimony has been given. 

May I resume briefly the statement which has been made that an 
increase of 1 cent at the wellhead means merely an increase of 1 cent 
to the consumer. Now, that is possibly a little fiction, is that not true? 

Mr. Merriam. No, sir. 

Mr. O’Hara. For example, take in the light of present conditions, 
as I understand it, about half of your gas consumption delivered by 
your line goes to industrial consumers. Is that correct? 

Mr. Merriam. Yes. 

Mr. O’Hara. And the other half goes to your distributors? 

Mr. Merriam. Well, part of the industrial half goes to our public 
utility customers. 

Mr. O’Hara. Well, the price of industrial gas now is 22 cents, is 
that correct ? 

Mr. Merriam. That is right. 

Mr. O’Hara. That is the practical ceiling in meeting competition, 
is it? 

Mr. Merriam. It is close to it. 

Mr. O’Hara. So that the other half that goes to the distributors 
is sold at about 33 cents, to the distributors, is that correct? 

Mr. Merriam. Again you are distinguishing a good part of the 
industrial gas. It goes to the distribtuors also. 

Mr. O’Hara. They get a certain amount also. But would it be about 
half of what goes to the distributors is used by industrial consumers 
and about half by home consumers? I am speaking now of your own 
operations. 
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Mr. Merrtam. It varies from city to city and the overall average 
percentage would come out about that way. 

Mr. O’Hara. The point I am making is that actually the increase of 
the cost of gas now falls on the distributor and that is divided up 
between his industrial consumer and his private home consumer; isn’t 
that true? 

Mr. Merriam. That is correct. 

Mr. O’Hara. So that you have in the light of conditions an increase 
of 1 cent of gas, and it is bound to mean more than 1 cent to this half 
segment that goes to the distributor; isn’t that true? 

Mr. Merriam. It is not bound to, but it could, yes. You are correct 
to that extent. 

Mr. O’Hara. I mean that you have to eliminate your nonregulated 
industrial consumer who has reached a peak on his 22 cents. 

Mr. Merriam. Your nonregulated industrial consumer pays more 
than your 22 cents. Your nonregulated direct industrial customer of 
Northern pays the regular retail price which is something in excess of 
22 cents. 

Mr. O’Hara. But whatever it is, you have pretty much reached the 
peak with him? 

Mr. Merriam. You have in some instances, and you are entirely 
correct that where you do reach that peak and the industrial consumer 

cannot take his portion, then that could result in a greater increase to 
the consumer. You are correct in that. 

Mr. O’Hara. So that to literally say that the increase of 1 cent 
merely increases the price of gas to the distributors’ consumers is not 
literally true. They have to bear substantially the burden of that 
increase, which means that they are going to pay from 2 cents to 3 or 
4 cents and maybe more? 

Mr. Merriam. That statement would only be true where both the 
pipeline company was being limited on passing on the commodity por- 
tion and the distributor, in turn, was so limited. You have two factors 
involved there, which may eliminate it before it gets to the consumer. 

Mr. O’Hara. That is all, Mr. Chairman. 

The CuarrMan. Are there any further questions ? 

If there are no further questions, we hope that you will catch your 
plane. And the Chair desires to express to you the appreciation of the 
entire committee for your patience and your effort to furnish us infor- 
mation which can be helpful. We regret that it has been necessary to 
delay you somewhat and thank you for all of the help you have given 
the committee. 

Mr. Merriam. I appreciate your consideration and it has been a 
pleasure to be here. 

The Carman. Thank you, sir. 

(The following material was submitted for the record :) 

THE STATE OF KANSAS, 


Topeka, March 24, 1955. 
Hon. J. Percy PRIEsT, 


Chairman, House Interstate and Foreign Commerce Comm .., 
House Office Building, Washington, D.C. 

DeAR Mr. Priest: I wish the circumstances were such that I could appear at 
the hearings your committee is holding this week in the matter of amending 
the Natural Gas Act of 1938. 

However, since I cannot appear in person, I am writing you to say that I 
think it absolutely essential that some sort of amendatory legislation similar 
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to H. R. 4675, introduced by Representative Hinshaw, of California, or H. R. 
4560, sponsored by Representative Harris, of Arkansas, be adopted by this ses- 
sion of Congress. Already the injustices that have existed since June 1954 are 
injuring the gas producers of my State and the men and women who depend 
upon them for royalty payments. 
Sincerely yours, 
Frep Hay, Governor. 


STATE OF ARKANSAS, 
OFFICE OF THE GOVERNOR, 
Little Rock, March 16, 1955. 
Hon. J. PERcYy PRIEST, 
Chairman Interstate and Foreign Commerce Committee, 
House of Representatives, Congress of the United States, 
Washington, D.C. 

DEAR Mr. CHAIRMAN: I read with interest in our local paper the news release 
of your remarks concerning the hearings to take place on legislation to modify 
the Supreme Court’s decision in the Phillips case. Since Arkansas is both a 
producer and consumer of natural gas, I am interested in legislation that will 
protect the economic welfare of both, and I am inclined to agree with you that 
H. R. 4560 by Representative Harris, of this State, more nearly achieves that 
result. 

It occurs to me that producers of gas are in a speculative field, not akin to 
public utilities, and that Federal regulation will dampen their incentive to 
search for new reserves of natural gas. Accordingly, further gas shortages 
will lead to higher prices to the consumer. The Harris bill limits regulation 
to the beginning of the flow of gas in interstate commerce, but at the same time 
permits consideration by the Commission of the reasonable market price of gas 
in the field in fixing rates to be paid by the consumer. 

I trust that your committee wiJl give favorable consideration to legislation 
which will end the confusion now existing and that will accomplish benefits to 
both the producers and consumers. 

Yours very truly, 
OrvaL EB. Favusus, 
Governor of Arkansas. 


STATE OF OKLAHOMA, 
OFFICE OF THE GOVERNOR, 
Oklahoma City, March 18, 1955. 


Re amendment of Natural Gas Act to exempt therefrom independent producers 
and gatherers. 
Hon. Percy PRIEST, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives Cfice Building, Washington, D. C. 


Dear Str: The State of Oklahoma long has been one of the Nation’s leading 
oil- and gas-producing States. The economy of this State, as well as its educa- 
tional and cultural development, depends very substantially upon the production 
and sale of oil and gas. 

Since the Supreme Court of the United States in the Phillips decision has made 
the law amply clear to the effect that the transportation and sale of natura! gas 
in interstate commerce for resale by producers and gatherers are subject to the 
price-fixing jurisdiction of the Federal Power Commission (which decision is 
contrary to 16 years of actual practice under the Natural Gas Act), I feel that 
it would be in the public interest for Congress now to pass legislation to over- 
come the effect of the Phillips decision. 

Historically, the actual production and sale of natural gas within the bounda- 
ries of a State have been considered to be local, State functions. Wein Oklahoma 
do not feel that it is necessary for either the State or the Federal Government to 
set the price at which producers may be permitted to sell natural gas within this 
State, whether destined for interstate commerce or not. The minimum price 
orders of our Corporation Commission are considered necessary for conservation 
reasons, to enforce ratable taking of natural gas in order to protect the correla- 
tive rights of owners in a common pool. 

Such matters as insuring the greatest ultimate recovery of gas, proration, 
ratable taking of gas, the saving of casinghead gas, the use of residue gas for 
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pressure maintenance, among other conservation activities, are functions of the 
State which would seriously and detrimentally be thwarted if the Federal Power 
Commission should exercise authority for fixing the price at which natural gas 
may be sold in Oklahoma. 

The Federal Power Commission’s price-fixing function and the State’s con- 
servation policy rest upon quite different bases. The Federal Power Commis- 
sion’s function is to be exercised for the benefit of consumers and is designed to 
result in as low a price as may be determined to be fair and reasonable. On the 
other hand, the State’s conservation policy is designed to allow the production of 
as much gas as sound conservation practices will permit to the extent that it can 
be produced without waste. What can be produced without waste to a great 
extent depends upon a price that is high enough to justify the operation of 
marginal wells so as to prevent the premature abandonment of wells. 

The State’s conservation policy not only) permits, but. also encourages, the free 
operation and interplay of competition, supply, and demand. 

As Governor of this State, I sincerely recommend the passage of appropriate 
legislation at this session of Congress for the purpose of exempting the trans- 
portation and sale of natural gas in interstate commerce for resale by producers 
and gatherers. 

Yours very truly, 
RAYMOND GARY, 
Governor of Oklahoma. 


WYOMING, 
EXECUTIVE DEPARTMENT, 
Cheyenne, March 28, 1955. 
Hon. J. Percy PRIEST, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D.C. 

Dear Mr. CHAIRMAN: It is only natural, I think, that the people of Wyoming 
should feel deeply concerned and seriously alarmed at the turn of events whereby 
the Federal Government has been legally empowered to fix tbe field price of 
natural gas. 

Ever since 1894, when oil was first discovered in Wyoming, our State’s petro- 
leum industry has steadily grown until it has now become a vital and increas- 
ingly important part of our area’s economy. Our annual crude oil output is 
pushing toward the 90-million-barrel mark. We are producing over 91 billion 
cubic feet of gas a year and are exporting more than a third of this to other 
States. Asa producing State, we can hardly be expected to view with equanimity 
the present threat to the continued growth of our State’s petroleum industry. 

That threat is one which springs from the realities of economics and human 
nature. Exploration for oil and gas is one of the most risky ventures to be 
found in the business world. In Wyoming, for example, there were 189 wildcat 
wells drilled in 1953, 1 to a depth of over 20,000 feet. Of these exploratory wells, 
158 (or 83.6 percent) were dry holes. Under a system of Federal price-fixing, 
which could only mean a denial of an opportunity to earn a return commensurate 
with one’s risk, producers would think many times before risking up to a million 
dollars or more on a wildcat well. 

The producers of gas also share another distinguishing characteristic, that of a 
vigorous and hard-hitting competitive spirit. If you have ever seen a lease play, 
wherein scores or hundreds of independent producers compete for drilling leases 
in a “hot” area, you do not need to be told anything more about the competitive 
nature of the business. 

To subject the risk taking and competitive producing phase of the natural-gas 
industry to Federal price fixing cannot help but have a stifling effect on explora- 
tion for gas. Any benefits which gas consumers might get under an artiltically 
depressed price on gas would later be wiped out, and paid for several times over, 
due to the almost inevitable drop in discoveries of new reserves. For a drop in 
our rate of gas discoveries, as you well know, must eventually lead to growing 
shortages of supply and higher prices. 

In the final analysis, however, this is a case in which the people of Wyoming 
are indulging in no special pleading. In spite of the importance of a thriving 
petroleum industry to our area, there is much more at stake here than the ma- 
terial welfare or the economic growth of one individual State. Before us here 
is an issue that goes straight to the heart of the matter as far as our national 
way of life is concerned. In short, are we going the route of a nationalized 
economy, as. had been tried in England and found wanting, or do we intend to 
preserve our free competitive system? 
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In this first step, that of putting the production of natural gas under virtually 
complete Federal control, is allowed to stand, it can hardly be long before similar 
measures will be taken against oil and coal. Once the Federal Government has 
the energy resources of our Nation in the palm of its hand, no other product 
or commodity, whether produced on the land or in the factory, will be safe from 
Federal encroachment. 

Your committee, I understand, is now undertaking a consideration of pro- 
posed amendments to the Natural Gas Act which would correct this dangerous 
state of affairs and free the Nation’s gas producers from Federal price fixing. 
i have read the provisions of H. R. 4560, and it seems to me that this bill would 
accompish the desired results. I urge your favorable consideration of this much- 
needed piece of legislation. 

Attached is a short memorandum prepared by the State Oil and Gas Com- 
mission of Wyoming of which I am president. It is entitled ‘“‘Wyoming’s Stake 
in Natural Gas.” In connection with the reference to prices of gas to the con- 
sumer in Cheyenne, your particular attention is called to the fact that though 
Wyoming is a producing State, Cheyenne and the area around Cheyenne are 
dependent upon out-of-State sources of supply. 

Very truly yours, 
MILWArRD L. SIMPSON, Governor, 


WYoMING’s STAKE IN NATURAL GAS 


Wyoming’s stake in natural gas is sizable due to its status as a net exporter 
of natural gas. The economy of the State is affected by Federal regulation of 
its many independent producers who sell natural gas going into interstate com- 
merce for resale. Simultaneously, Cheyenne and its immediate area are de- 
pendent upon out-of-State sources of supply. 

In 1945 Wyoming exported 14.6 billion cubic feet, which represented 41 per- 
cent of its marketed production. By 1953 exports had more than doubled, 
amounting to 36 billion cubic feet, which represented 47 percent of its marketed 
production. During this same period of time imports increased from 1 billion 
to 8 billion cubic feet. 

The total number of gas customers in Wyoming, all of which use natural gas, 
was 29,100 in 1945 and 49,900 in 1953, an increase of 71 percent. 

Householders in Wyoming have seen a very favorable change in charges for 
gas service from 1945 to the present. During a period of increased living costs 
a typical customer in Cheyenne using gas for residential cooking and water 
heating of, for example, 25 therms per month, would have paid $3.38 in 1945 
and only $2.33 in 1954, a decrease of 31 percent. For an average residential 
customer using gas for space heating, in addition to cooking and heating water, 
with a consumption of, say 221 therms per month, a bill in Cheyenne would have 
been $12.47 in 1945, against $10.01 in 1954, a decrease of 20 percent. This 
decrease in rates makes a striking comparison with previously mentioned in- 
creases in the national cost of living. 

In Cheyenne comparative prices for house heating for the latter part of 1954 
were per million B. t. u.’s: Natural gas, $0.39; coal, $0.77; fuel oil, $1.24. These 
price comparisons do not recognize the greater efficiency, convenience, and 
cleanliness of gas. It is easy to understand why consumers in Cheyenne regard 
it asa low-cost and very desirable fuel. 

The remarkable record of achievement of the natural-gas producer at both 
the National and State level, the discovery and development of reserves which 
assure the consumer a dependable supply, the realization of a price which has 
attracted an ever-increasing demand has been made possible only because the 
industry has been at liberty to operate under free competition, which is the 
surest guaranty of a fair price and a dependable supply. It is in Wyoming’s 
interest that this system be preserved and perpetuated. 





STATE OF MONTANA, 
OFFICE OF THE GOVERNOR, 
Helena, March 28, 1955. 
Hon. J. Percy PRIEsT, 


Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D. C. 
DEAR Mr. Priest: I am very conscious of the uncertainty and confusion that 
have arisen since last June over the question of whether the Federal Government 
should or should not fix the prices at which producers of natural gas sell their 
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product, I am therefore taking the liberty of writing you in connection with 
the hearings which your committee has at hand to determine whether, or to what 
extent, the Natural Gas Act of 1938 should be amended. It is my opinion that 
amendments should be made which will effectively free the producer of gas and 
oil from price fixing by any agency of the Federal Government. 

Such an attempt to control the price of a commodity in peacetime is without 
precedent. The consumer could at best enjoy the dubious benefit of less gas at 
slightly lower prices; the producer, if such fixed prices were below true market 
value, would be faced with confiscation of property and complete lack of incentive 
for future oil and gas exploration. 

The State of Montana is interested in this matter both as a producer and 
consumer of natural gas. A few years ago, Montana was more than self- 
sufficient in the matter of natural gas. In 1945, for instance, we produced some 
2, billion cubic feet of gas in excess of our own needs and sold it to neighboring 
States. With increases in population that have occurred in the pas* few years, 
accompanied by a slight diminution of our own gas production, we have become 
a gas-importing State to the extent of about one-third of our total consumption. 

A great part of our increased demand for natural gas is no doubt traceable to 
the fact that in thermal content, natural gas in Montana sells at a lower price 
than either coal or oil. With the necessity for transporting gas into Montana 
from out-of-State sources, the price of gas service to consumers has risen slightly. 
Gas is still, however, an inexpensive fuel for the Montana householder. In 
Butte, for instance, the average bill for a home with a gas range and gas hot- 
water heater averaged $2.18 a month in 1954. This certainly does not indicate 
to me that consumers of our State need Federal protection aaginst exorbitant 
charges on the part of natural-gas producers. 

The whole idea of the Federal Government regulating the price of a com- 
modity at the point of production is in conflict with the fundamental American 
ideas on the subject of economics. Montana is a State with large agricultural 
and woolgrowing interests. It is impressive to me that these members of our 
population, a few of whom are ever likely to be associated with the gas business 
either as producers or consumers, are opposed to the principle of Government 
regulation of the price the gas producer receives for his product. I further 
respectfully direct your attention to a statement adopted by the National Grange 
at its 8Sth annual session, November 9-18, 1954; a platform of policy adopted 
by the American Farm Bureau Federation, December 16, 1954: and a resolution 
adopted by the National Wool Growers Association, December 9, 1954. All 
these groups expressedt their faith in the American system of competition as 
the best guaranty of abundance at low prices, and called upon this session of 
the Congress to take the necessary legislative steps to remove the gas producer 
from Federal regulation. 

Attached herewith is a statement which in greater detail outlines Montana’s 
position in this important matter. 

In the itnerests of the people of the State of Montana, and in fairness to 
an important segment of the American economy, I respectfully suggest that your 
committee give favorable consideration to amendatory legislation such as that 
embodied in H. R. 4675 (Hinshaw amendment) or H. R. 4560 (Harris bill) which 
I undersand are now before your committee. 

Yours sincerely, 
J. Huco ARonsoN, Governor. 


Wuy NaturAL GAS PrRopUCTION SHouLD Not BE REGULATED BY THE FEDERAL 
PoweER COMMISSION 


The business of producing natural gas has none of the characteristics of a 
publie utility. It should not be shackled with Federal price controls. 

The business of producing natural gas has none of the characteristics of a pub- 
lie utility. 

It is not a monopolistic industry. The Federal Power Commission estimates 
there are between 2,500 and 4,000 producers of gas. No producer is large enough 
to dominate or even substantially to influence the market. 

It is not a protected industry. Producers of gas have no special privileges 
granted by Government, such as are possessed by public utilities. There is the 
keenest competition among these many producers—from the race to purchase 
wildeat leases for development to the sale of natural gas in its several markets. 
If and when gas is discovered and produced, it must then compete for the con 
sumer’s dollar with other energy sources—mainly coal and fuel oils. 
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It is a risk taking industry. Hight out of nine wildcat wells are dry. 

Further, the business of producing gas is intrastate in character—as is the 
production of coal, crude oil, timber and other natural resource products. The 
States have recognized the importance of leaving the development of these vital 
industries to the free piny of competition, exercising control only in the interests 
of conservation after production starts. 

That is why Congress, in subjecting to Federal regulation the interstate trans- 
mission and sale for resale of natural gas by the passage of the Natural Gas 
Act in 1938, expressly exempted production and gathering from control by the 
following language: “Provisions of this Act * * * shall not apply to the pro- 
duction and gathering of natural gas.” 

Relying upon this exemption, producers spent billions of dollars to develop 
important gas reserves. 

Although the Federal Power Commission repeatedly declared it did not want 
authority to control independent producers, the Supreme Court by a 5 to 3 deci- 
sion in the Phillips case (June 1954) authorized the FPC to take jurisdiction 
over producers making sales of natural gas in interstate commerce. 

Today, the industry finds itself so shackled with Federal regulation, mainly 
price controls, despite what Congress said in 1988, that its ability to assure the 
consumer a continuing and expanding supply of natural gas is jeopardized. 

Therefore, it is necessary and urgent that Congress clearly reaffirm what it 
clearly intended to do in 1938. This can be done only by amending the Natural 
Gas Act. . 

On its record, the business of producing natural gas should not be subjected 
to Federal price controls. 

Competition among gas producers without Federal regulation made it pos- 
sible for the natural gas industry to grow from relatively small beginnings to a 
truly national industry—-so that today the total gas industry is providing heat 
and energy to about 25 million homes and to about 2 million commercial and 
industrial users. 

The use of natural gas alone, because of its great efficiency and low cost, more 
than doubled between 1946 and 1953—from 9,400,000 customers to almost 20 
mnillion, or an increase of 113 percent. During the same period, the volume of 
natural gas moving in interstate commerce increased even more spectacularly— 
from 1.1 trillion cubie feet in 1946 to 4.2 trillion cubic feet in 1953—a gain of 
270 percent. 

Forty-three States are now enjoying natural gas. By 1956 it is anticipated 
that natural gas supplies will be available to all States. 

In 1953, the average price of natural gas to the transmission companies was 
9.2 cents per thousand cubic feet, the equivalent of 1 million B. t. u.’s of energy. 
In 1953, for 1 million B. t. u.’s: light heating oils cost 62 cents at the refinery; 
residual fuel oil—the cheapest liquid fuel available—26 cents; coal at the mines, 
19 cents. 

Natural gas prices have remained stable as compared to other cost of living 
items. Between 1945 and 1954, the Bureau of Labor price indices show that 
natural gas prices for residential consumption rose only 12 percent while the 
cost of living as a whole went up 49.7 percent. In the same period: food in- 
creased 65.2 percent, clothing 36.6, and rents at 41.1. 

Thus it is easy to understand why hundreds of thousands of householders 
in cities all over the country are on waiting lists for natural gas service. 

Federal price controls, in the long range, probably will increase the consumer’s 
gas bill. 

The regulated phases of the natural gas industry—the pipeline companies 
which move this fuel in interstate Commerce and the distributing companies 
which deliver it to homes and factories—account on the average for 90 percent 
of the price paid by the consumer. This leaves only about 10 percent of the 
consumer’s dollar for the production of the fuel which the consumer burns. 
Obviously, it is misleading to say that control of the producer’s price by the 
FPC will result in substantially lower costs to the consumer. 

An adequate supply of natural gas is vital to the consumer. Without such a 
supply the price to the consumer must inevitably go up. If supplies are not 
sufficient to permit complete utilization of operating pipelines and distributing 
systems, per unit costs are certain to increase, with corresponding increases in 
the price to the consumer. 

At the end of 1953 known gas reserves totaled 211 trillion cubic feet. At the 
1953 rate of annual consumption—9 trillion cubic feet—this was equal to a 23- 
year supply. Reserves have increased 32 percent since 1946, but consumption has 
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been increasing at a considerably faster rate. At the end of 1946, reserves 
were 33 times annual production. By the end of 1953, they had declined to 
the present low of 23 times annual production. 

This decline, when considered in connection with the fact that many thousands 
of families are still waiting for gas, points up the evergrowing need for dis- 
covery of new supplies to replace quantities being consumed. They serve as a 
warning against complacency in consuming areas. Maintenance of the dis- 
covery rate and development of reserves as in the past is not preordained, but 
depends upon preserving the incentives which have made enterprisers willing to 
incur the risks involved in the search for and development of new gas reserves. 
With the continuation of competitive incentives applicable to maintenance or 
increase of reserves, we can count on adequate supplies far into the future. 

It is also essential that Federal authorities not encroach upon the conservation 
powers of the States to prevent the waste of this desirable fuel as it is removed 
from the earth. 

In our economy, competition has always been the most effective insurance of 
a reasonable price. This has been amply demonstrated in the case of the natural- 
gas producer. Intense competition among gas, coal, and oil for the energy mar- 
ket—and intense competition for markets within the gas industry itself—has 
made gas, at the wellhead, more than twice as cheap as coal at the mine and 
several times as cheap as fuel oils at the refinery. 


MONTANA’S STAKE IN NATURAL GAS 


The natural-gas supply problem in Montana has grown with the increasing 
use of gas and the increasing dependence on Wyoming and, more recently, 
Canadian sources of supply. 

Montana was a net exporter of natural gas in 1945 in the amount of 2.25 billion 
eubie feet. By 1953, this situation had reversed itself to the point that net 
imports amounted to 15.37 billion cubic feet. 

The total number of gas customers in Montana using all types of gas was 56,000 
in 1945 and 86,900 in 1953. It might also be noted that about 98 percent of total 
gas customers are using natural gas. 

The increase in charges for natural-gas service to the householders in 
Montana from 1945 to the present has been slight amounting to about 10 percent. 
During a period of increasing living costs, a typical customer in Butte, using gas 
for residential cooking and water heating of, for example 25 therms per month, 
would have paid $1.68 in 1945 and only $2.18 in 1954. For an average residential 
customer using gas for space heating, in addition to cooking and heating water, 
with a consumption of, say, 236 therms per month, a bill in Butte would have 
been $11.17 in 1945 against $14.63 in 1954, an increase of 31 percent. While this 
change in rates might not be typical of those in many other Montana cities, it 
makes a striking comparison with previously mentioned increases in the national 
cost of living. 

In Butte, comparative prices for house heating for the latter part of 1954, 
were, per million B. t. u.’s: Natural gas, 59 cents; coal, 65 cents; fuel oil, $1.40. 
These price comparisons do not recognize the greater efficiency, convenience, and 
cleanliness of gas. It is easy to understand why consumers in Butte regard 
it as a relatively low cost and desirable fuel. 

The remarkable record of achievement of the natural-gas producer at both 
the National and State level—the discovery and development of reserves which 
assure the consumer a dependable supply, the realization of a price which has 
attracted an ever-increasing demand—has been possible only because the industry 
has been at liberty to operate under free competition, which is the surest guar- 
anty of a fair price and a dependable supply. It is in Montana’s interest that 
this system be preserved and perpetuated. 


ee 


Howse oF REPRESENTATIVES, 
Washington, D. C., March 22, 1955. 
Hon, J. Percy Priest, 
Chairman, House Interstate and Foreign Commerce Committee, 
New House Office Building, Washington, D.C. 

Dear COLLEAGUE: I understand your committee is now in the process of hold- 
ing hearings to amend the Natural Gas Act, and further that a copy of a resolu- 
tion adopted by the North Dakota Industrial Commission protesting Federal 
encroachment in this field has already been forwarded to your committee. 
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In connection with this resolution, and substantiating North Dakota’s position 
against Federal Power Commission control of natural gas at the production 
point, I wish to submit a letter which I just received from the Honorable Norman 
Brunsdale, Governor of the State of North Dakota. 

Very frankly, I strongly feel we have plenty of Government controls and 
rem with private business now without invading this presently competi- 

ve field. 

I know your committee will go into a thorough study of the whole problem, and 
I would deeply appreciate your giving every possible consideration to the in- 
formation submitted by our industrial commission and Governor Brunsdale, 
and I ask that this material be made a part of your hearings. 

My kindest personal regards. 

Sincerely yours, 
OTTO KRUEGER, 
Member of Congress. 


STATE OF NorTH DAKOTA, 
OFFICE OF THE GOVERNOR, 
Bismarck, March 18, 1955, 
Hon. Orro KRvEGER, 
House Office Building, Washington, D.C. 


Dear Orto: I am herewith enclosing a resolution which was passed by the 
Industrial Commission of North Dakota and will appreciate anything you can do 
in carrying out the suggestions in the resolution. 

Although North Dakota has some dry-gas production in Bowman County in the 
southwestern corner of the State, the greater part of the natural gas which will 
be available for market from the State will be produced with the oil from the 
larger fields on the Nesson anticline. 

Since the gas in these fields is intimately dissolved in the oil, in a constantly 
fluctuating ratio, it would be practically impossible to establish a rate base for 
wellhead sales, which would reflect the true situation at all times. 

The amount of gas available for market must always depend on the amount 
of oil produced which in turn is dependent upon the market demand for crude 
oil. The laws of North Dakota specifically prohibit the production of oil in 
excess of the reasonable market demand. Oil is still the most valuable product 
of our oil wells. 

Almost the entire market for North Dakota crude oil is made up of the require- 
ments of the refinery at Mandan and the production of oil and its associated gas 
is, therefore, entirely dependent upon such factors as refinery maintenance, labor 
disturbance, pipeline failures, and the market for refined products. As a result, 
the amount of gas available for sale may be curtailed at any time, and any rate 
base established for a higher rate of production would cease to be applicable. 

Any attempt on the part of the Federal Government to regulate the sale of 
gas by the producers to the transmission facilities will seriously interfere with 
the State’s efforts to conserve natural resources and might be in direct conflict 
with the laws of the State of North Dakota. 

North Dakota has an excellent record in oil and gas conservation and any 
attempt by the Federal Government to establish regulation at the producing level 
would seriously hamper this program. 

It is, therefore, respectfully requested that the Congress approve legislation 
in order that we may continue to develop our natural resources in a manner 
which will best serve the people of the State of North Dakota. 

Sincerely yours, 
NORMAN BRUNSDALE, 
Governor and Chairman, State Industrial Commission. 


The following resolution was adopted by the Industrial Commission of North 
Dakota on March 18, 1955: 

“Whereas the Supreme Court of the United States has, after 16 years, held 
that the Natural Gas Act of 1938 applies to sales at the point of production by 
independent gas producers where the sale is in interstate commerce for resale 
for ultimate consumption, and that such sales will, therefore, be subject to the 
Federal Power Commission’s jurisdiction ; and 

“Whereas such Federal Power Commission jurisdiction of sales of natural 
gas produced in North Dakota adversely affects the conservation of oil and gas 
within this State and threatens the jurisdiction of this Commission over the 
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conservation of the natural gas and oil resources of this State: Now, there, be it 

“Resolved, That this Commission is opposed to any control by the Federal 
Power Commision of sales at the point of production of natural gas produced in 
this State, and urges that appropriate congressional action be taken to correct 
this situation ; and be it further 

“Resolved, That a copy of this resolution be furnished to the chairman of 
the Committee on Interstate and Foreign Commerce of the United States House 
of Representatives and to the United States Senators and Congressmen of North 
Dakota.” 


HovUsE OF REPRESENTATIVES, 
Washington, D. C., March 21, 1955. 
Hon. J. PErcy PRIEST, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


DEAR CHAIRMAN: I have been requested by Gov. J. Hugo Aronson of the oil 
and gas producing State of Montana to present to your committee the official 
attitude of the State government of Montana. The attached copy of a resolu- 
tion, which was endorsed unanimously by the Montana Oil and Gas Conservation 
Commission, represents the position of the Governor personally, and of the State 
of Montana officially. 

My own personal position is in accord with the views expressed in the attached 
resolution of the Montana Oil and Gas Conservation Commission. The natural- 
gas producers of Montana and the Nation are in a highly competitive field—they 
have no guaranteed return and no assured market. The life of the entire in- 
dustry depends upon vigorous exploration, and if Government control is allowed 
to stifle or retard such exploration, then the industry and the consumer will 
both suffer. In my opinion, price control is apt to discourage the producers 
so that they will make little effort to expand their business, and provide the 
necessary gas reserves for an expanding economy in these United States. 

It is for these reasons that I recommend that your committee approve amend- 
ments to the Natural Gas Act of 19388 preventing the Federal Power Commission 
from regulatory control of sales at the point of production of natural gas. 

Very truly yours, 
OrvIN B. FIJARE. 


RESOLUTION 


Whereas the Supreme Court of the United States has held (Phillips Petroleum 
Company v. Wisconsin (98 L. Ed. (Advance p. 695), decided June 7, 1954) ) that 
the Natural Gas Act of 1938 requires the Federal Power Commission to exercise 
regulatory control over the price at which gas is sold by independent producers 
to purchasers who transport the gas in interstate commerce; and 

Whereas the Federal Power Commission has assumed this jurisdiction by its 
order 174-A ; and 

Whereas the assertion of this authority by the Federal Power Commission as 
a result of a decision of the Supreme Court of the United States, as aforesaid, 
will be detrimental to, impede, and burden regulatory enforcement for the 
conservation of oil and gas in this State by this Commision: Now, therefore, 
be it 

Resolwed, That the Oil and Gas Conservation Commission of the State of 
Montana does hereby express its opposition to regulatory control by the Federal 
Power Commission of sales at the point of production of natural gas produced 
in this State and respectfully petitions Congress to amend the Natural Gas 
Act of 1938 so as to correct this situation; and be it further 

Resolved, That a copy of this resolution be furnished to the Governor, and all 
Members of Congress from this State. 

Or AND GAs CONSERVATION COMMISSION 
OF THE STATE OF MONTANA, 

[Sear] D. E. HAGEMAN, Chairman. 

Joe H. FrericH, Vice Chairman. 
GLAYDE W. YopvEer, Commissioner. 
TED HAWLEY, Commissioner. 

Attest: 

JAMES F’. NEELY, Executive Secretary. 
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HOovuseE oF REPRESENTATIVES, 
Washington, D. C., March 22, 1955. 
Hon. J. Percy PRIEstT, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


DEAR Mr. Priest: I respectfully request that the following telegram be made 
a part of the hearings on H. R. 4560. 

“Oil and Gas Conservation Commission of State of Nevada, March 19, 1955, 
unanimously adopted resolution opposing control of sale of natural gas at point 
of production by Federal Power Commission. Such control can be and has been 
injurious to principal of prevention of waste of natural gas and petroleum. To 
prevent such waste commission favors H. R. 4560. 


“(Signed) VERNON E, ScHEID, Chairman. 
“CHARLES H. RUSSELL, Governor of Meonds. 
“HuaH A. SHAMBERGER, State Engineer.” 


Thank you for your consideration. 
Sincerely, 
CLIFF YOUNG, 
Member of Congress. 


STATEMENT OF ARMISTEAD I, SELDEN, JR., A REPRESENTATIVE IN CONGRESS FROM 
THE SIxTH DISTRICT OF ALABAMA 


Mr. Chairman, the secretary of the Alabama Oil and Gas Board, Dr. Walter B. 
Jones, who is also Alabama’s State geologist, forwarded to me a resolution 
passed by the Alabama Oil and Gas Board at its meeting on March 4, 1955. He 
has requested that this resolution be called to the attention of the Committee 
on Interstate and Foreign Commerce. Therefore, I ask that it be made a part of 
the record for this committee’s consideration. 

The following resolution was passed by the Alabama Oil and Gas Board at its 
meeting on March 4, 1955, and the Secretary was directed to send copies to the 
Governor, and to all United States Senators and Representatives from Alabama: 

“Whereas the Natural Gas Act of 1938 specifically directed that its provisions 
should not apply to the production and gathering of natural gas; and 

“Whereas the Supreme Court of the United States in June of 1954, held that 
the Natural Gas Act of 1938 applies to sales at the points of production by inde- 
pendent gas producers where the sale is in interstate commerce for resale for 
ultimate consumption, and that such sales will be subject to the Federal Power 
Commission jurisdiction; and 

“Whereas such control by the Federal Power Commission of production and 
gathering of natural gas in the State of Alabama places in jeopardy the State’s 
program of conservation through prevention of waste for whatever reason: Now, 
therefore, be it 

“Resolved, That the Alabama Oil and Gas Board is strongly opposed to any 
measure of control of sales of gas at the point of production in this State by the 
Federal Power Commission or any other Federal agency, and urges Congress to 
take necessary remedial action; and be it further. 

“Resolved, That a copy of this resolution be forwarded to the Governor of 
Alabama and to each Member of the State’s congressional delegation.” 

LINDSEY C. BoNEY, 
Chairman. 

VERNON MERRITT. 

NoBLE RUSSELL, 

Attest : 

WALTER B. JONES, Secretary. 


TESTIMONY FOR THE NATIONAL GRANGE BY LLOYD C. HALvorson, EcONOMIST 


The delegate body of the National Grange adopted the following resolution on 
natural-gas regulation at its last annual session in November 1954: 

“The Grange is opposed to permitting the Federal Government to fix the price 
at which the landowner or producer sells natural gas. Because a recent 
decision of the United States Supreme Court grants the Federal Power Commis- 
sion the power to fix the price of gas at the wellhead, we believe that the 
Natural Gas Act should be amended to prevent the Commission from using this 
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power. We approve Senate bill 1948 of the 81st Congress as a suitable amend- 
ment, and urge the 84th Congress to pass this or a similar measure at the 1955 
session.” 

We recognize the need for public utility regulation over the transmission of 
natural gas because it is an industry that can serve consumers best by avoiding 
duplication of distribution facilities. The production of natural gas is an 
entirely different matter. 

There are several thousand independent producers and gatherers of natural 
gas, so that competition is naturally present in the pricing of gas at the wells. 
For these reasons we believe that competition will do an excellent job of 
protecting the consumer against excessive prices for natural gas at the wells. 
We believe that there is enough competition to not only keep gas prices competi- 
tive with other fuels, but also in line with the cost of discovering and producing 
natural gas. The gas price necessary to induce continued exploration and 
development is often very difficult to determine by statistical methods, but free 
competition will tend to automatically set a price which is necessary to induce 
producers to provide consumers of adequate gas supplies in the future. 

So long as the prices of coal and petroleum fuels are not subjected to public 
utility rate setting at the producing stage, it is difficult to see why natural gas 
should be. In fact, it would in many cases be very difficult to control natural 
gas prices at the producing stage without also regulating the price of petroleum. 
In many cases gas and petroleum are produced jointly. 

We are aware of the problem encountered by State or local public-utility 
agencies in regulating the price of natural gas to their consumers, when the gas 
comes to them out of interstate pipelines beyond their jurisdiction and possibly 
by wells owned by the gas company in a faraway State. 

In the case of integrated companies, we agree with the provision of the bill 
which stipulates that the allowed cost of the gas at the well cannot exceed the 
free going market price for gas in the producing areas. 

If the price of natural gas in the producing fields should cease to be deter- 
mined by competition between gas producers, because of monopolistic collusion 
or influence, or because of unique contractual devices, or because of monopo- 
listic use of conservation laws, the first recourse should be antitrust action. We 
believe this will be sufficient to protect the consumers. We see no evidence 
today of need for either antitrust action or public utility regulation of gas 
production, and the nature of the industry is such as to provide little likelihood 
of monopoly ever arising. 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washing: on, D. C., March 30, 1955. 
Hon. Percy J. PRIEST, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House Office Building, Washington 25, D. C. 

DEAR MR. PRIEST: You were gracious enough to schedule the appearance of 
Mr. H. B. Fell before your committee, Thursday, March 31, for the purpose of 
presenting the National Chamber’s views on bills to amend the Natural Gas 
Act. 

To assist you in shortening these hearings, we now request that Mr. Fell’s 
name be withdrawn from the list of witnesses and that the statement which 
he would have presented personally be included in the printed record of the 
hearings. <A copy of the statement is attached. 

Cordially yours, 
CLARENCE R. MILEs. 


STATEMENT oF H. B. FELL, CHAMBER OF COMMERCE OF THE UNITED STATES 


My Name is H. B. Fell. My residence and office are in Ardmore, Okla. I re- 
ceived a ciivil engineering degree from Princeton University, and practically 
all my business life has been in natural resources industres. I have been presi- 
dent of the Simpson-Fell Oil Co., a small oil- and gas-producing company, since 
1923. On February 1 of this year I retired as executive vice president of the 
Independent Petroleum Association of America, having served as an official of 
that organization for over 25 years. 

During the Second World War I served as a member of the Petroleum Industry 
War Council and as Chairman of its Production Committee, and also as Chair- 
man of the Production Committee for District II of the Petroleum Administra- 
tion for War. 
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I speak in behalf of the Chamber of Commerce of the United States, a federa- 
tion of 3,100 business organizations, with an underlying membership of more 
than 1,650,000. I am a member of the chamber’s natural resources committee. 

The national chamber strongly urges your favorable consideration of legisla- 
tion to amend the Natural Gas Ac of 1938, to forbid the regulation by the Federal 
Power Commission, or any other Federal governmental agency, of the produc- 
tion and gathering of natural gas and of the sale by the producer of natural gas 
which ultimately moves into interstate commerce for resale. I am glad to note 
that in testimony presented to your committee on March 22, the Federal Power 
Commission took the same position. 

The chamber, with members in both gas-consuming and gas-producing States, 
support legislation of this character for the following reasons: 

1. Because the gas-producing industry is competitive and is not a monopoly; 
nor does it have the characteristics of a public utility. 

2. To prevent the establishment of a dangerous precedent of the Federal Goy- 
ernment regulating a highly competitive industry. 

3. To provide necessary incentives to make more gas available for consumers. 

4. To provide lower average prices to the consumer as a result of increased 
supplies. 

5. To prevent interference with the oil- and gas-conservation programs of the 
various States, 

6. To relieve the Commission from the impossible task of fairly and equitably 
determining proper prices for gas to be paid to the producer. 

7. To relieve the taxpayers, including the gas consumers, from the high 
cost of regulation. 

Several of the bills before this committee, such as H. R. 3941 by Mr. Rogers 
of Texas and H. R. 4427 by Mr. Byrd, of West Virginia, would forbid regulation 
by the Federal Power Commission of production, gathering, and ‘‘arm’s length” 
sale to pipeline companies by indipendent producers and gatherers of natural 
gas. These bills are a step in the right direction. However, the chamber pre- 
fers H. R. 4560 by Mr. Harris, of Arkansas. It not only would exempt the inde- 
pendent producers and gatherers from Federal regulation but would also (see. 
2 (c)) permit integrated companies, and their affiliates, which are in the pipe- 
line business transporting gas in interstate commerce, to receive the reasonable 
market price for gas produced from their own wells. 


PRODUCTION AND GATHERING NOT A MONOPOLY 


In order to provide for the best interests of the public, Government has given 
monopolies to those engaged in the interstate transportation of natural gas and 
to its distribution. It makes sense to have only 1 pipeline bring gas to a com- 
munity or area, and only 1 company distribute it to the consumers in that com- 
munity or area. This procedure prevents duplication of capital investment 
and, with the increased volume so handled, makes it possible to operate more 
efficiently and at lower costs, and so benefits the public in lower prices. Where 
companies are monopolies, it is, of course, essential that they be regulated, with 
regulation of interstate transportation of gas by the Federal Power Commission 
and regulation of distribution by the State regulatory agencies. 

On the other hand, the production and gathering of natural gas is, in no 
sense, a monopoly. There are several thousand companies—some estimate 
over 5,000—engaged in the business, ranging from large to very small. No 
single company produces over 5 percent of the natural gas marketed, and the 
37 largest companies produce less than one-half. One pipeline may get its 
gas from hundreds of producers. The producing industry is highly competitive. 
The interstate pipelines are not the only market for natural gas. These pipe- 
line companies not only must compete with each other for supplies of gas, 
but with companies transporting and distributing gas within the State of 
production, and with large industries using natural gas as a fuel or as a raw 
material for the production of many chemical products. Nearly one-half of 
the gas marketed in the United States is already being consumed in the five-State 
producing area (Texas, Louisiana, Oklahoma, New Mexico, and Kansas). These 
§ States produce approximately S88 percent of the Nation’s total gas production. 

According to the law, as now interpreted, a natural-gas producer selling 
gas into interstate commerce is classified as a public utility. That tag does 
not fit. According to common legal interpretation, a utility has certain definite 
characteristics. First, its service or product must be necessary to the public 
welfare. This, of course, is true of natural gas. Second, a utility dedicates 
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itseif to serve all “comers” equally, to the limit of its capacity. This is not 
true with gas producers. They naturally pick and choose their market. Third, 
a utility is so naturally a monopoly that competition will not work in the public 
interest. Here, too, the shoe does not fit. There are literally thousands of 
competing producers in the Nation, often scores of them in one field. Field 
prices reflect this market rivalry. 

If competition were absent, the price of gas at the wellhead might be much 
higher than it is. Unlike the electric-power company, the railroad, or the 
pipeline, the gas producer has no monopoly over his natural resources. The 
producer’s supply of gas depends on his ability to find it before a rival pro- 
ducer beats him to it. He must compete and outbid other producers for leases. 
Then he must drill. even though the odds of discovering production are 9 to 1 
against him. Far from being a monopoly, the producer always run the risk 
of not finding the reserves he needs. 

On the basis of the law as now applied to natural-gas producers, any industry 
that sells its products in interstate commerce could also be call a utility. 


IF NATURAL-GAS PRODUCERS ARE TO BE TREATED AS A PUBLIC UTILITY, THEY SHOULD 
RECEIVE SAME ADVANTAGES AS OTHER PUBLIC UTILITIES 


The interstate gas-transmission lines enjoy certain important privileges 
granted them by the Federal Government in return for which they are required 
to submit to certain regulations. They can exercise the right of eminent domain 
They enjoy a practical monopoly, as the Federal Power Commission will not 
grant a certificate for a parallel competing line. They are allowed to charge 
a price for their services which will enable them to amortize their investment 
over a reasonable period, with interest usually about 6 percent. In return for 
these privileges the interstate gas pipeline company must submit to a series 
of regulations, including that of control of price for their services rendered 
or for their products sold. 

The situation of the gas producer is entirely different. He has none of the 
privileges enjoyed by the interstate gas pipelines, he risks his capital with no 
guaranty that he will get his investment back, much less interest thereon. If 
he fails in his costly exploration, the loss is his own. On the other hand, 
if he is successful enough to find gas. the Federal Power Commission, under 
the decision in the Phillips case, will fix the price at which it can be sold, 
because he is teclinically considered to be a public utility. 

In order to place the natural-gas producer on an even footing with the inter- 
state gas pipelines if he is to be regulated, he should enjoy benefits comparable 
to those of the latter. To take a specific example, a gas producer should he 
able to go to the Federal Power Commission and say: “I am prepared to 
spend $20 million looking for gas. I can satisfy you that the money will 
he spent under the proper geological and technical guidance. Will you please 
give me a monopoly on the search for gas in the southeastern portion of the 
State of Colorado?” Obviously, no such monopoly could possibly be given to 
the producer under our form of government. 

Under the Supreme Court decision in the Phillips case, the producer of 
natural gas is condemned to carry all the burdens of a public utility without 
enjoying any of its privileges. 


DANGEROUS PRECEDENT ESTABLISHED 


If natural gas prices at the wellhead are to be regulated as a utility, would 
not this establish a precedent for regulation of other fuels? If the prices of 
fuels are to be regulated by the Federal Government, then the prices of other 
commodities entering into interstate commerce might likewise be regulated by 
the Federal Government. 

There are no facts or circumstances calling for the regulation of the prices of 
natural gas by the Federal Government while the prices of other competing 
fuels and the prices of other commodities, entering into interstate commerce, 
remain free from the same regulation. 

The Chamber of Commerce of the United States believes this dangerous prece- 
dent of regulation of a competitive energy industry should not be allowed to 
stand. The only assurance for a continued supply of oil and gas is the economic 
freedom to search for and develop new underground reserves, under our tra- 
ditional system of competitive enterprise, based on the natural law of supply 
and demand as contrasted to price fixing by a public body. 
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WILL THE CONSUMER BENEFIT? 


The Phillips Petroleum case—which resulted in the Supreme Court decision 
forcing the Federal Power Commission, against its best judgment and desire, to 
regulate the production, gathering, and sale into interstate commerce of nat- 
ural gas—was brought on by the mistaken idea of some consumers that Federal 
regulation would result in cheaper gas. The end result of Federal regulation 
will be exactly the opposite—less gas for the consuming States at higher prices. 

Federal regulation will tend to reduce the supplies of gas moving into inter- 
state commerce for four reasons: (1) It will divert gas to intrastate uses; (2) 
it will retard the exploration for, development of, and production of gas; (3) 
it will cause the producer, even if he has gas available for production, which 
is not already committed, to withhold the gas from the market until a market 
within the State can be found; and (4) it will interfere with State conservation 
measures, thereby resulting in greater waste of gas. 

As a producer, I know, that given a choice, gas producers will sell their gas 
in an unregulated intrastate market in preference to a regulated interstate 
market where they will have little to say about the price they will receive. As 
previously pointed out, nearly one-half of the gas marketed in the United States 
is being consumed in the five-State producing area. Not only is it being used 
in homes in per capita quantities far in excess of such use in Northern and 
Eastern States, but its industrial use in the producing States is growing by 
leaps and bounds, both as a cheap source of energy and as a raw material for 
the production of chemicals. 

I predict that if Federal regulation of the production, gathering, and sale of 
gas into interstate commerce is allowed to stand, the five-State producing area 
will see a tremendous growth of industries using natural gas. These will range 
from the light-metal industries, which depend upon a cheap source of energy 
for smelting the metal, to chemical industries producing such things as syn- 
thetic rubber, plastics, and synthetic oils and gasolines, all of which can be 
made from natural gas. Such a concentration of industries in any one area 
would be contrary to the principle of dispersion advocated as important to our 
national security. Natural gas should be made available throughout the Nation 
to the greatest extent possible. 

Gas is an exhaustible and irreplaceable resource. Gas producers must con- 
stantly spend large sums of money in exploring for and developing new reserves 
to replace those that have been produced. This is a business of high risks, 
where the average change of drilling a well which produces any quantity of oil 
or gas is about 1 in 9. The risks are not only getting greater every day, but 
the cost of exploration is steadily increasing. 

Producers cannot afford to take these risks unless they know the price they 
will receive for their gas will cover all the costs involved in replacing the same, 
including lease acquisitions, lease rentals, geophysical and geological expendi- 
tures, dry holes drilled, development costs, overhead, etc., plus a reasonable 
profit, and will be set by competition in a free market, rather than by regulation 
by the Federal Government. 

I know from experience—as all others in the industry know—that producers 
of gas cannot exist on a utility rate of return on the investment in their pro- 
ducing properties, without regard to losses incident to searching for and 
developing gas reserves. 

Under the law of supply and demand, these factors are taken into account. 

sut we do not know whether a public body that fixes prices would give full 
consideration to all of these basic factors. Already officials of several banks 
that loan money to producers of oil and gas have testified before the Federal 
Power Commission that, in justice to their stockholders, their banks must 
refuse to loan money for such purposes, until the extent and type of Federal 
regulation of prices is known. 

The end effect, therefore, of Federal regulation of natural gas sales into 
interstate commerce can only mean a slowing down in the exploring for and 
development of additional gas reserves and productive capacity, which will 
ultimately mean higher prices in the consuming States at the end of the pipe- 


lines. 


DECREASED SUPPLIES OF GAS MEAN INCREASED PRICES TO CONSUMER 


Interstate pipelines transporting natural gas are regulated as a public utility. 
The rates at which they sell gas are set by the Federal Power Commission 
and are based on a reasonable return on the replacement costs. Intrastate 
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gas distributing companies are regulated as a public utility, by proper State 
agencies. The prices they can charge to the ultimate consumer are set by such 
agencies and are based on a reasonable return on the replacement costs. As 
the quantity of natural gas transported through an interstate pipeline decreases, 
the unit cost increases. 

In order for the transporting company to receive a reasonable return, it 
would be necessary for the Federal agency to increase the unit rate to provide 
the reasonable rate of return. Similarly, the State regulatory bodies would 
have to increase, with a reduced quantity of gas to be distributed, the price 
that could be charged by an intrastate distribution company, in order to pro- 
vide a reasonable rate of return to such distribution company on its investment. 

Regulation by the Federal Power Commission will not cut off supplies al- 
ready under contract. However, these supplies from the same sources will 
dwindle and the interstate pipelines may have difficulty finding replacement 
supplies from new reserves. Accordingly, the amount of gas available for 
shipment into interstate commerce will gradually grow less and less. If the 
price of natural gas at the wellhead is fixed by the Federal Power Commission, 
it will gradually reduce the amount of gas being shipped into interstate com- 
merce. The consumer will have to pay a still higher price for gas at the 
burner tip, where the gas is ultimately delivered, on account of the increased 
unit cost of transportation and distribution of the smaller volume. 


WELLHEAD PRICE OF NATURAL GAS SMALL FRACTION OF PRICE ULTIMATELY PAID BY 
CONSUMER 


When we consider the price of gas at the wellhead, we are only considering 
a very small fraction of the price paid by the ultimate consumer, which also 
includes the cost of interstate transportation and intrastate distribution. The 
two latter cost elements are already under the jurisdiction of the Federal 
Power Commission and of State regulatory bodies. The wellhead price for 
gas bears about the same relationship to the consumer’s price as does the cost 
of water to the price of a cake of ice. 

The Supreme Court of the United States, in the case of Cities Service Gas 
Co. v. Peerless Oil é Gas, Co. (840 U. 8. 179, 178), said: 

“The wellhead price of gas is but a small fraction of the price paid by domestic 
consumers at the burner tip, so that the field price * * * may have little or no 
effect on domestic or delivered price.” 

As an example, out in Wisconsin, where the Phillips case originated, residen- 
tial users of gas in Milwaukee, in the southeastern part of that State, pay from 
$1.21 to $1.44 per thousand cubic feet for gas. The producers of that gas only 
receive 8.7 cents per thousand cubie feet—or only slightly more than 7 percent of 
the minimum of the domestic consumer rate and 6 percent of the maximum. In 
New York City, more remote from the main sources of supply, 97 percent of the 
price of natural gas is attributable to costs other than the cost of the gas at the 
wellhead, and only 3 percent of the consumer’s price represents payments to the 
producers. 

The average wholesale price paid by residential consumers of natural gas in 
1953 was approximately 18 percent greater than in 1935, yet during that same 
18-year period, prices of other commodities increased to a much greater extent. 
On a British thermal unit, natural gas is often the cheapest fuel available, not- 
withstanding the fact that it has the advantage of being the cleanest and 
easiest fuel to handle. 

Even if the producers of natural gas give it away free to the interstate pipe- 
line transporters, each consumer would be saved only a very few cents each 
month. 


FEDERAL REGULATION CONFLICTS WITH STATE OIL AND GAS CONSERVATION 


Practically all of the oil and gas producing States have enacted sound and 
effective oil and gas conservation laws, equitabhky enforced by State regulatory 
bodies, to prevent the physical waste of oil and gas from any cause. Iecoral 
regulation can easily, and probably will, conflict with the oil and gas cons” va- 
tion programs of the various oil and gas-producing States. The Federal Power 
Jommission could issue an order, particularly in cases where gas is produced with 
the oil, which would be in conflict with an order issued by the State oil and 
gas conservation authority and, thus, place the producer in the position of having 
to violate either the order of the Federal Power Commission or the order of the 
State oil and gas conservation regulatory body. 
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The prevention of physical waste in order to provide the maximum quantities 
of oil and gas for the use of the consumers is of primary importance, and anything 
that would tend to interfere with the waste prevention programs of the States 
would be detrimental to our natural security and to the best interests of the 
consumers. It accordingly is important that there be no Federal regulation 
over production, gathering, or the sale of gas into interstate commerce. 


IMPOSSIBLE TO ADMINISTER 


Those engaged in the production of gas operate thousands and thousands of 
Wells and leases scattered all over the United States. It is an administrative 
impossibility to analyze properly the cost. of the gas produced on each of these 
properties, in order to determine a fair price that would yield a reasonable re- 
turn, and to do it in a fair and equitable manner. Since large quantities of gas 
are produced with crude oil, it would be necessary in those cases to take into 
consideration the cost of producing the crude oil and the net profit therefrom, 
in order to figure a reasonable price for the gas. This would necessarily ulti- 
mately involve the fixing of the price of crude oil by the same agency. 

The situation pertaining to the marketing of residue gas cannot be overlooked. 
Costly legal, accounting, and rate-expert services would be required to file. prop- 
erly, applications for a certificate of convenience and necessity for gas producers. 
Numerous reports will be required. A very large part of the gross income that 
the producer will receive from the sale of his gas Will be absorbed in complying 
with the regulations. 

How can the Federal Power Commission determine the cost of the product 
offered at the well? The problem was well described by John W. Boatwright, as- 
sistant general manager of the supply and transportation department, Standard 
Oil Co. (Indiana), who has already appeared before this committee. Last Novem- 
ber he said: 

“Well X in field A may have been brought in by a producer who previously put 
down 13 dry holes in a futile search for oil. Well Y in the same field may have 
been brought in by a company that has made three strikes in a row—but that has 
toe set aside a reserve to finance the probably dozen or so dry holes it will drill 
in the months ahead. Well Z, off a little way in the same field, may be producing 
oil and gas together in a fluctuating ratio. Also consider the radically different 
prices paid to lease and royalty owners. How do you strike a fair balance on 
costs for the same gas produced in the same field, let alone the cost in other fields 
in other areas’? Frankly, this problem defies solution.” 

The Federal Power Commission has been given an impossible task in fixing fair 
and reasonable prices for gas to the producer. The only possible way would be 
for the Commission to fix such prices arbitrarily. The Commission would have 
to decide each case on what it considers its particular merit, and could not be 
govered by precedent or the application of any fixed formula or yardsticks. The 
natural conditions under which gas is found, and the enormous variety of con- 
ditions under which it must of necessity be produced, make the application of any 
uniform yardstick impossible. If the yardstick could not be applied with reason- 
able uniformity, it is scarcely of much value. Its use would become the equivalent 
of an arbitrary decision, camouflaged as a yardstick. 

If the Commission may make its decision without having to give any reason or 
basis for its findings in each case, then—but only then—would the Commission be 
able to carry out the mandate of the Supreme Court. The Commission would 
have to be empowered to employ hundreds of engineers and thousands of other 
employees for the task. It is to be doubted that the Supreme Court had in mind 
such administration of the Natural Gas Act, and I feel confident the Congress 
would not approve any such type of administration. The expenditures that would 
have to be made by the Federal Power Commission in endeavoring to carry out 
the mandate of the Supreme Court would be very great and would have to be 
paid by the taxpayers. 

SUMMARY 


To sum up, the Chamber of Commerce of the United States is opposed to Fed- 
eral regulation of the production, gathering, and sale of natural gas by producers 
or gatherers and the price which the producer or gatherer receives, because it will 
establish the dangerous precedent of Federal regulation of a highly competitive 
enterprise, which in no respect is a monopoly; because it will eventually result 
in less gas for the consuming public and in higher prices for the consumer; and 
because it will conflict with the constitutional rights of the States to regulate the 
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production for conservation purposes, and will result in the waste of a valuable 
natural resource and fuel. 
«The chamber, therefore, strongly urges you to approve H. R. 4560. 


Marcu 18, 1955. 


STATEMENT OF JAY TAYLOR, OF AMARILLO, TEx., PRESIDENT, AMERICAN CATTLEMEN’S 
ASSOCIATION, DENVER, COLO. 


We are in favor of amending the Natural Gas Act to remove price fixing fea- 
tures as to producers. 

Our association at its 58th annual convention held in Reno, Nev., January 10-12, 
1955, adopted the following resolution: 


“RESOLUTION NO. 15—-THE PHILLIPS CASE 


“Whereas the Supreme Court of the United States in the Phillips Gas case 
empowered the Federal Power Commission to fix the price the producer and 
landowner receive at the well; and 

“Whereas gas is an important product of ranch and farm land, the production 
of which has none of the characteristics of a public-utility business, but is a 
risk-taking, competitive business; and 

“Whereas a free, competitive market for the products of our soil has fostered 
the greatest possible production of needed products to the benefit of all; and 

“Whereas this decision in the Phillips case will take from the individual the 
right to control his property and put that power in the hands of the Federal 
xsovernment and take us further on the road to centralization of power in the 
lederal Government ; and 

“Whereas this decision disregards the time-honored practices developed under 
State governments and under the American doctrine of sovereignty of the 
States in State affairs; and 

“Whereas such power by Government may well be the beginning of laws to 
regulate all industries in this country, including the livestock industry: There- 
fore be it 

“Resolved, That we recommend to Congress that legislation be enacted to 
redefine the powers of the Federal Power Commission and that such definition 
state that the Federal Government may not encroach upon the prerogative and 
long-established practice of the States or the rights of individuals, nor fix prices 
in competitive business.” 

The above resolution protesting strongly the encroachment of the Federal 
Government on States rights, the rights of individuals, and the fixing of prices 
in competitive business is in line with the long-established policy of the American 
National. We have repeatedly restated this policy. In 1950 we protested the 
Brannan farm program with its promotion of low market prices for all agri- 
cultural products; in 1951 we protested the establishment of subsidies for or 
control over meat prices because such policies diminish production and kill in- 
centive; in 1952 we strongly protested price controls with special relation to 
our own industry; in 1953 we urged the immediate removal of all such con- 
trols and restrictions, with a return to the system of free marketing; in 1954 
we commended President Eisenhower and Secretary of Agriculture Benson for 
their new farm program, and reiterated our old and long-established policy 
against price supports. 

I have mentioned these various declarations of policy to show that this is no 
sudden move on the part of our association. I think it has been clearly demon- 
strated in recent years, not only in this country but abroad, that the more you 
get enmeshed in artificial controls, the harder it is ever to regain complete 
freedom therefrom. 


STATEMENT OF RAY WILLOUGHBY, PAST PRESIDENT OF THE NATIONAL WOOL GROWERS 
ASSOCIATION 


My name is Ray Willoughby and my residence is San Angelo, Tex. I am in 
the ranching business, principally sheep and cattle. I was president of the 
National Wool Growers Association last year and was present at its annual 
meeting in Salt Lake City last December, when the association adopted the fol- 
lowing resolution : 


61557—55—pt. 1——34 
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“The Supreme Court of the United States in a decision in the Phillips Gas case 
has established the principle that the Federal Government should fix and estab- 
lish the price that a producer can legally pay to the landowner for gas produced 
from such owner’s land and also to establish the price that a purchaser of such 
gas can legally pay to the producer at the well. We believe this decision is 
fundamentally and dangerously wrong and strongly recommend to the Congress 
that appropriate legislation be enacted redefining the powers of the Federal 
Power Commission and, in such redefinition, to clearly and firmly state that 
neither that agency nor any other agency of the Federal Government shall have 
the power to encroach upon the prerogatives and long-established practices of 
the respective States nor upon the intrinsic and inalienable rights of individual 
rights of individual citizens, nor to fix prices in any competitive business.” 

This resolution, you will note, makes two main points: (1) That a decision 
which permits the Federal Government to fix the field price of gas is funda- 
mentally and dangerously wrong, and (2) that the Congress should act now to 
stop this unprecedented encroachment into the field of competitive enterprise. 

The purpose of this statement is to elaborate on those two points. 

First, however, the question should be answered as to why the Nation’s wool- 
growers should feel so deeply concerned about this matter. This can be answered 
with a simple analogy: Let us suppose that the Federal Government, at the 
urging of some group, should move onto America’s ranges and announce that it 
would henceforth set the price on all wool going into interstate commerce. The 
woolgrowing industry would then rightfully consider that the ground of a free, 
competitive economy had been cut from beneath its feet. Yet that, in effect, is 
what has happened to another product of the land—natural gas—in which Amer- 
ica’s woolgrowers, as well as her other stockmen, farmers, and landowners, have 
a highly important stake. 

Most of the oil and gas reserves of the United States lie beneath farms and 
ranches. Because of the generally uniform one-eighth royalty provided in oil 
and gas leases, about one-eighth of all the presently known oil and gas reserves 
in this country (except those on State or Federal lands) is owned by farmers 
and ranchers. These landowners will also own one-eighth of the reserves to be 
discovered in the future. It logically follows, then, that a blow at the Nation’s 
gas-producing industry is also a blow at the Nation’s woolgrowers and all other 
landowners. 

But that is not the most important consideration here. For the issue posed 
by the Phillips case is one which transcends the personal interest of any one 
industry or group. It involves a step into the realm of price fixing, and the 
effects of such price fixing must inevitably be felt not only by the producers of 
the commodity involved, but also by the Nation’s consumers, its entire business 
community, the 48 States, and the Nation as a whole. 

Will saddling the production of natural gas with Federal price fixing benefit 
any of the groups just mentioned? The history of our free, competitive economy, 
which has proved itself to be the most productive ever devised, provides a strong 
and clear-cut negative answer. Where risks are high and competition keen, as 
in the production of natural gas, price fixing inevitably serves as a deterrent, 
never a stimulus, to productivity. 

In this instance, the production of natural gas will be the first to feel the 
stifling effects of price fixing. Gas production has none of the characteristics 
of a public utility. It is a high-risk, intensely competitive business, open to one 
and all. Its continued existence is inextricably tied, not to a franchise, but to 
the discovery of new reserves. Since price fixing can serve only one purpose 
here: To clamp an artificially low price on gas at the wellhead, the incentive to 
risk one’s capital in the hunt for new reserves will suffer a crippling blow. 

As for the consumer, he has one overriding interest in this matter: An abun- 
dant and continuing supply of gas at a reasonable price. This he has enjoyed 
under the free, competitive system heretofore in effect. But any course of action 
which curtails the supply of gas must eventually hurt the consumer. Any short- 
term benefits under a system of price fixing (which would be insignificantly 
small since the field price of gas constitutes only about 10 percent of the retail 
price) would ultimately be more than canceled out by a drying up of future 
supplies, a spreading scarcity of gas, and higher prices. 

Of even more serious concern, however, is the threat which Federal price 
fixing poses to the basic principle of our economic life—that of free, competitive 
enterprise. For we are faced here with a philosophy that is new to our way 
of life and extremely dangerous. If price fixing is to be applied to gas at the 
point of production, it logically follows that oil at the well and coal at the mine 
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will be next on the list. And once started, is it likely that other products of the 
land and of the factory can long escape? 

The National Wool Growers Association does not believe that such price 
fixing is in the public interest. We believe that such price fixing can only lower 
productivity, severely impair States rights, endanger individual freedom, and 
undermine our national strength. Finally, we do not believe that the people 
of this Nation want socialization of America’s competitive industries, no matter 
under what guise this is done. 

The National Wool Growers Association, therefore, urges the Congress to 
enact appropriate legislation which will free the field price of natural gas from 
Federal price fixing and which will permit the price of gas to be set in a free 
and competitive market. 


STATEMENT OF WILLIAM JACKMAN, PRESIDENT, INVESTORS LEAGUE, INC. 


I am William Jackman, president of the Investors League, Inc., with head- 
quarters at 175 Fifth Avenue, New York. 

The league I represent is the oldest and most successful organization of in- 
vestors residing in every State of the Union. It is an organization of investors, 
both small and large, who make up the backbone of our private enterprise 
system. 

I am grateful for this opportunity to appear before your distinguished com- 
mittee on the question of Federal regulation of independent natural gas pro- 
ducers. 

I am here, not as a representative of the oil industry or of the producers of 
natural gas, but rather as a representative of those Americans who have in- 
vested a portion of their savings in the great industries of our Nation. We are 
vitally concerned with this matter because we feel it transcends the mere ques- 
tion of whether a competitive and risk-taking venture should be regulated as 
a public utility, or be allowed to operate under the laws of the private competi- 
tive system. We believe that such regulation strikes at the very heart of our 
concepts of freedom of enterprise and if allowed to continue will have an ad- 
verse effect not only on the vitality and growth of this dynamic industry but 
on our entire economic system. For, if natural gas production remains sub- 
ject to Federal regulation, no segment of industry is logically exempt. 

Natural gas is a commodity like coal, steel, and timber. Those who produce 
it compete vigorously to find it, and market it. How soon will Federal controls 
and crippling regulations be spread over the whole broad range of commodities? 
This, gentlemen, may well be the entering wedge to the extension of a socialistic 
type of regimentation. 

The investors of America feel keenly about the injustices to the natural gas 
industry created by this regulation. However, we are even more concerned 
over the fact that this action can spread and mushroom into socialism, which 
is in direct opposition to the role of individual investors in our Nation’s eco- 
nomic life—investors who have contributed in no small measure to building our 
industrial might to a point of world leadership and as such has created for our 
citizens the highest standard of living known to man. 

We must not forget it takes an average investment of over $12,000 to build 
the tools and facilities necessary to create one job in industry. In the natural 
gas industry the investment need is probably many times greater than this 
average amount. The investors for whom I am speaking have shouldered the 
responsibility in the past and will do so in the future provided it can be done 
in an environment of freedom. 

The only alternative is for the Government to assume the role of investor—a 
costly and politically dangerous procedure. 

What you are being asked to do today is not merely to rescue an important 
industry, but to also reaffirm your faith in our system of free enterprise. 

On a recent cross-country tour, it was my privilege to address many service, 
fraternal, and civic groups. On one such occasion, before the Women’s Division 
of the Los Angeles Chamber of Commerce, I said, “Socialism will never be 
voted as part of our American way of life, rather it will be thrust upon us by 
other means, such as regulations, appropriations, and general apathy on the 
part of our citizens.” When I spoke these words my thoughts were on this 
most flagrant example of socialism by regulation. 

I am sure, few of the advocates of Federal regulation of gas production will 
say that this country is ready for a federally controlled economy, but we can 
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be sure that there are those that will seize this straw as a springboard for 
attempts to impose their socialistic philosophies upon all industry. 

Surely if you can regulate the price of natural gas production, there is no 
reason why you cannot control the price of any commodity. 

When Congress wrote the Natural’Gas Act of 1938 it recognized, as you 
undoubtedly know, the danger of establishing a precedent of this nature. It 
specifically stated that the Federal Power Commission does not have control over 
gas production. Section 1B of the act reads: “the provisions of this act do not 
apply to the production or gathering of natural gas.” 

To make sure of this point, Congress in 1950 passed a second law which 
specifically exempted from regulation the producers of natural gas. This bill, 
the purpose of which was to reaffirm a congressional position, was vetoed by 
President Truman. The FPC however, recognizing the intent of Congress, refused 
in 11 instances from 1938 to 1951 to fix prices on the production of natural gas. 

The Supreme Court’s decision of June 1954 reversed one of the Commission’s 
rulings, and upset this established belief, and the practices upon which it was 
based. 

Even today, nearly a year after the decision, a majority of the members of the 
Federal Power Commission believe the Supreme Court erred in its interpretation 
of the law. I am sure that this stand, as expressed to the committee by Mr. 
Kuykendall, the chairman, resulted from months of deliberation and the knowl- 
edge gained by administering this regulation. These men are the experts, they 
live with this problem. Who better is there to judge the effects and justification 
of this regulation? 

The result of the Supreme Court’s decision is regulation without purpose or 
cause. Regulation of pipelines which transport natural gas over state lines, 
and of the distributor who sells the gas to the ultimate consumer, is justified 
because both are granted exclusive franchises. 

In these areas, competition in the selling of gas does not exist, nor is the 
element of risk important. The FPC regulates the rate which may be charged 
by interstate transmission companies, while the State or local authorities 
regulate prices at which the distributors may sell the gas. These rates are set 
at levels high enough to assure an adequate return to the companies. No such 
guaranties are available to the producers of natural gas, however. They have no 
assurance of a market for their product, other than the knowledge that gas is a 
commodity in great national demand, or of an adequate return on their invest- 
ment. What is more, they have no assurances of ever having a product. It must 
be discovered. 

The business of discovery, extraction, purification, and gathering of natural gas 
for sale to the interstate pipelines and to other buyers is radically different in 
its nature from transportation and distribution, partly because gas production 
1as to do with a commodity, whereas transportation and distribution of gas are 
services. They can be created, but the commodity gas has to be found. This 
phase of the business is handled by thousands of vigorously competing individuals 
and companies, both large and small, at tremendous risks of money and time. 

Thus the future of natural-gas production is dependent on the retention of 
incentives for exploration. The natural-gas producer asks no help from Govern- 
ment in the form of subsidies, exclusive franchises, or guaranteed prices. In 
turn, he does not expect his activities to be regulated by Government. These men 
are convinced that their industry cannot thrive in a public-utility environment. 

Make no mistake about it, gentlemen, this young giant industry is essential to 
our Nation’s well-being. Yours is an important decision to make, for an abundance 
of this basic commodity can contribute in no small measure to the ability of our 
industries to produce the goods necessary to raise our standards of living in 
peacetime, and supply a victorious fighting machine in periods of national 
emergency. 

In my opinion, one of our greatest deterrents to aggression is our vigorous 
dynamie industrial machine, which has grown strong in the environment of a 
healthy free economy—an environment which is today being threatened by 
crippling regulation. 

We, as investors, are acutely conscious of this matter. We are proud of the 
part we have played in bringing our Nation to its present position. We are 
equally concerned with the continuing effect this regulation will have on our 
economic foundations. 

I have received many letters on this matter from our members. These people, 
gentlemen, are investors in many diverse industries, spread across our Nation. 
Their confidence in our free-enterprise institutions is of prime concern to me. 
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Those persons who have staked their savings in natural-gas production have 
done so with the thought in mind that they were supplying risk capital. The 
same people now find themselves owners of what is in effect public utilities. 
Gentlemen, that was not their intention, nor their desire. 

Others who have invested their savings in companies which distribute natural 
gas to the ultimate consumer are also in danger of having their confidence 
shaken. They invested their savings in such companies as a token of faith 
in the future of this new and wonderful fuel. How will they react when regu- 
tion limits the development of the industry? 

Distributing utilities have from time to time come to their stockholders for 
additional funds to expand operations. Unless investors are sure that such 
utilities will be able to supply the gas needed without having to resort to the 
more costly manufactured gas, they will not comply. Only last week, Benjamin 
Fairless, chairman of United States Steel, in his statement before the Senate 
Banking and Currency Committee, stressed the need for retaining the con- 
fidence of investors. 

And what about the confidence of investors? Certainly the future prospects 
for many have been made brighter by the availability of natural gas for com- 
mercial use. What happens to the companies which are forced to rely on more 
expensive sources of fuel? 

Remember, you will not have consumers unless you first have investors. 

In the postwar period, a vast network of pipelines was laid from the South- 
west to virtually every section of the Nation:. Expenditures for construction 
from 1946 through 1954 are placed at more than $10 billion. At present all 
but 4 States are now served by natural gas, and industrial statistics reveal 
that this fuel now supplies about 25 percent of our Nation’s energy needs. It 
has been stated that about 21 million homes use straight natural gas and another 
4 million use it in combination with manufactured gas. About 15 million homes 
are now heated by gas, and the number is increasing by about 1 million a year. 

The great strides made by this industry can be attributed in no small measure 
to the freedom of the individual to exercise his ability to discover, develop, and 
deliver increased gas supplies at attractive prices. To do this the industry has 
continually expanded its exploration activities. However, the great demand for 
this clean, economical fuel has resulted in a serious drain on our known re- 
serves. Until a very few years ago estimated known reserves amounted to a 35- 
year supply—at present little more than a 20-year supply remains. It is impera- 
tive, therefore, that this minimum reserve be maintained if demands are to be 
met adequately. This means that exploration operations must be expanded. 

Certainly the time to create a healthy gas industry is now in a peacetime en- 
vironment, when manpower, production, facilities, and, yes, even money is avail- 
able, not in a time of national emergency when these commodities are in short 
supply. 

The FPC’s regulation as presently interpreted can only lead to a decline in 
exploration and development activities. 

In order to properly apprise myself of the facts, I visited those areas in which 
natural gas is produced. While there I had an opportunity to talk with quite 
a number of men engaged in the finding and gathering of natural gas. In every 
instance they expressed a reluctance to expend huge sums of money in developing 
hew sources of supply while this air of uncertainty prevails. 

Gas men will go on taking the exceptional risks involved in exploration only 
if there is a reasonable prospect of corresponding rewards for the successful. 
Isn’t that an American tradition? 

Industrial statistics show that 8 exploratory holes are drilled at an average 
cost of $100,000 each before a producer can normally expect an oil or gas pro- 
ducing well. Even when such a well is found, the producer has no assurance, 
at present, that Federal regulation will not set his selling price at a level below 
that needed to cover costs, and make his $900,000 investment profitable. In 
addition, he has no assurance that the price will not be changed later by FPC 
ruling. The natural-gas producer will take chances but he is not a fool, nor is 
the investor who is being asked to buy a pig in a poke. 

Risk taking is one of the most important things that have built this Nation. 
Its role in our future development should not be overlooked: Under conditions 
of modern technology and large-scale production there are two major ways in 
which industrial output can be achieved. One way is communism, in which the 
state owns and operates the industrial life of a nation. The other is the Ameri- 
can way, in which the industries of the Nation are owned and operated by 
millions of private citizens risking their savings in competition with one another. 
We prefer our system to the miserable alternative. 
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Only Congress can give relief to this threat to our gas supply. The Supreme 
Court has closed the door to any lesser authority but there is no power in any 
Commission, court, or Congress to compel gas producers to contract or sell 
their gas in interstate commerce if they do not choose to do so. 

As a result of the recent ruling, producers now have a strong incentive to 
avoid Federal regulation by selling natural gas in the State in which it is pro- 
duced. Is this what Congress wants? Already consumers in areas adjacent 
to natural-gas fields are using four times as much gas in relation to their total 
power needs as consumers elsewhere. In addition, many industries seeking 
this economic fuel are making plans to relocate in the gas-producing States of 
the Southwest. Thus, with the local industries competing for the output in a 
free market, the natural-gas producer, as a matter of commonsense, finds them 
better customers than the interstate pipeline companies. The pipeline com- 
panies, even if they contract to buy the gas at a given price, can give no 
assurance that the FPC won't reduce that price. 

Another factor tending to keep gas in its home State, as it were, is the likeli- 
hood of conflict between Federal controls and State conservation measures. 
The States’ interest is in regulating the rate of oil and gas production to con- 
serve the energies of the pool so that the maximum amount of these natural 
resources may eventually be recovered. 

The natural-gas producer who sells to companies operating interstate lines 
may therefore find himself in the middle—unable to comply with one authority 
without violating the rules of the other. 

The State can, for example, order reduced output in a given field in the 
interests of conservation, while the Federal Power Commission directs that 
output be maintained. A conflict of this nature has already occurred in the 
State of Texas. 

What this means is that many thousands of homes and commercial establish- 
ments will not have any natural gas and many more will be denied the additional 
gas they require. 

It means that huge quantities of steel and other equipment will not be or- 
dered, thousands of miles of pipelines, pumping stations, and other facilities 
will not be built and it means the loss of other related construction jobs which 
would require huge quantities of materials and large employment. 

It means less gas for commercial and industrial purposes. It means a further 
decline in the economy of the older industrial areas, as the recent movement of 
the manufacturing industries to gas-producing States is accelerated. 

It means extensive movements of population from these older areas to the gas- 
producing States and all the hardships and human readjustments such move- 
ments create. 

And last but not least it means less revenue to the Federal Government as 
new pipelines, new plants, new industrial developments, and new employment 
opportunities are set back. 

And for what? Pressure groups seeking public control of private endeavors 
have tried to sell the consumer a bill of goods. Many consumers are under 
the impression that under price regulation their gas bill will be lowered. In 
reality, their savings if any, will be negligible. The field price of natural gas 
constitutes approximately 10 percent of the price paid by the residential con- 
sumer. Even if the producer gave the gas away the savings to the consumer 
would be minor. The distributing and marketing costs, which constitute 90 
percent of the consumer bill, and which are already under regulation, would not 
change. Thus, the opportunity to effect any substantial savings is insignificant. 

To give you an example of how minor the producers price is in the total cost 
of gas to the consumer, consider if you will the example of a city such as New 
York. According to the latest figures I have, a thousand cubic feet of gas cost 
the consumer $2.31 plus 3 percent city sales tax. The price of this gas at the 
wellhead is a little in excess of 7 cents per thousand cubic feet. Therefore the 
city sales tax is almost equal to the cost of the gas at the wellhead. 

The competitive factors which have heretofore existed in the production and 
sale of natural gas are the best guaranty of an adequte future supply, both for 
those presently consuming natural gas, and for those who hope to have this 
fine fuel made available to them in the future. While the wholesale commodity 
price index has risen 60 percent since 1945, the average field price of natural gas 
(heretofore unregulated by the Federal Government) has risen only 16 percent. 
This would indicate that the interests of the consumers have been served rather 
effectively by the gas producers. 
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Last year the President of the United States appointed a Cabinet-level Com- 
mission under the Chairmanship of Arthur Fleming, Director of the Office of 
Defense Mobilization, to study and make recommendations on oil and gas policy 
for the Federal Government. 

As you gentlemen undoubtedly know, the committee, after a 5-months’ study, 
has recently released its report. It recommends that Federal control over natu- 
ral gas begin only when such gas enters interstate pipelines and not at the 
wellhead. 

The report states in part: “In the production of natural gas, it is important 
that sound conservation management be under the jurisdiction of State con- 
servation commissions. In the interest of sound fuel policy * * * we believe 
that the Federal Government should not control the production, gathering, 
processing, or sale of natural gas prior to its entry into an interstate transmission 
line.” 

Although the committee made no suggestion on how to make these recom- 
mendations effective, we are of the firm conviction that some of the bills before 
this committee, like Congressman Oren Harris’ bill, H. R. 4560, is substantially 
in line with these recommendations. These bills will give the Federal Power 
Commission the authority to control gas sales after they enter interstate trans- 
portation facilities. Congressman Harris’ bill will at the same time safeguard 
against the danger that has been voiced, that is, that costs to the consumer will 
be increased if the Government relinquishes its control over gas production. 
The measure provides assurance that the consumer will be protected by estab- 
lishing a fair basis for determining gas-company rates to be charged. 


CONCLUSION 


Last month, in our official publication, the Investors League Bulletin, we re- 
ported this controversy over regulation. The tremendous amount of mail we 
have received as a result from all over the country indicates wholehearted 
support for our position from persons in every walk of life. 

Many expressed the opinion that enactment of remedial legislation would be 
one of the finest expressions Congress can make against the encroachment of 
socialism. 

We are standing at an ideological crossroad. The decisions that are made on 
this question may well determine whether unprecedented Government regulation 
is to expand beyond control, thereby stifling private enterprise and the whole 
concept of a free economy. If this happens, then we shall bequeath to future 
generations no hope except for a miserable sustenance doled out by Government. 
We cannot be half for free enterprise and half against it. 

As a humble representative of the American investing public, I earnestly urge 
you to give favorable consideration to Congressman Harris’ bill H. R. 4560 or a 
similar measure. 

Thank you. 


The Cuamrman. Mr. Walker, I think that we will hear you. And 
we will try to get to our rollcall later. 


STATEMENT OF E. S. WALKER, COMMISSIONER OF PUBLIC LANDS, 
STATE OF NEW MEXICO, SANTA FE, N. MEX., REPRESENTING 
THE GOVERNOR OF NEW MEXICO 


The CuarrMan. You may proceed, Mr. Walker. 

Mr. Waker. Mr. Chairman and members of the committee, my 
name is E. 8S. Walker, commissioner of public lands of the State of 
New Mexico. I appear here today representing the Governor of New 
Mexico, the New Mexico State Land Office, the New Mexico Oil Con- 
servation Commission, the schools of New Mexico, and as a matter of 
fact just about everyone in New Mexico, including some of the cattle 
growers and wool growers. 

I realize you have been listening to testimony concerning this matter 
for several days, therefore for the sake of brevity I would like to make 
a short statement not to give technical data of which you no doubt 
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already have plenty, but rather to tell you our story as to why we are 
seeking your help. 

I believe you have a letter from the Governor, Mr. Chairman, of 
New Mexico and also a memorial from the New Mexico Legislature. 

If it is in order, at this time, I would like to ask for them to be made 
a part of the record. 

The Cuarrman. Both are here. And it will be in order to include 
them in the record at this point. 

(The documents are as follows:) 


STATE OF NEw MExIco, 
EXECUTIVE OFFICE, 
Santa Fe, February 21, 1955. 
Hon. J. Percy PRIEst, 
House of Representatives, 
Washington, D.C. 

Dear Mr. Priest: I transmit herewith an enrolled and engrossed copy of New 
Mexico Legislature Senate Joint Resolution No. 7 concerning the urgent neces- 
sity to amend the Natural Gas Act. 

This matter is of grave importance to the State of New Mexico. 

I respectfully request your consideration of the expressions contained in this 
resolution. 

Respectfully, 
JOHN F.. SIMMS, 
Governor of New Mevico. 


22p LEGISLATURE, STATE OF NEw Mexico, SENATE JOINT MEMORIAL No. 7 INTRO- 
DUCED BY SENATOR F. J. DANGLADE 


A JOINT MEMORIAL MEMORIALIZING THE CONGRESS OF THE UNITED STATES TO AMEND 
THE NATURAL GAS ACT 


Be it resolved by the Legislature of the State of New Mexico: 

Whereas recent interpretation of the Federal Natural Gas Act by the Supreme 
Court of the United States, and the recent interpretation of that Supreme Court 
decision by the Federal Power Commission, threaten the traditional and histori- 
eal right of the State of New Mexico to regulate and control the production and 
gathering of oil and gas in the best interest of the people of the State of New 
Mexico and the Nation; and 

Whereas despite 14 years of interpretation to the contrary, the recent Supreme 
Court interpretation of the Natural Gas Act and the orders of the Federal Power 
Commission based on that interpretation, would now apply control of price and 
market for gas, to independent producers; and 

Whereas the State of New Mexico, through the commissioner of public lands, 
the commissioner of public lands being the trustee of State lands under the 
Federal Enabling Act, is the largest royalty owner of oil and gas in the State; 
and 

Whereas royalties, rentals, and bonuses from oil and gas on State land are 
the major support of public schools and State institutions; and 

Whereas the regulation of the independent production of gas, and the inevi- 
table resultant regulation of the production of oil, by the Federal Power Com- 
mission contemplates control of the price received for these resources at the 
wellhead, thus affecting the right and the duty of the New Mexico Commissioner 
of Public Lands to receive the full benefit of its State lands for the schools and 
institutions of the State, such royalties, rentals and bonuses commensurate with 
a fair price established by arm’s length negotiations ; and 

Whereas the State of New Mexico, through its oil conservation commission, 
has pioneered in laws and regulations to prevent waste of oil and gas and has 
spent many years establishing a method of control beneficial to the State and 
the Nation, and fair to those engaged in the oil and gas exploration and produc- 
tion business; and 

Whereas the State of New Mexico does not recognize the independent pro- 
ducer of natural gas as a public utility ; and 

Whereas this legislature and the responsible officials of the State of New 
Mexico recognize : 
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That the tried and proven method of arm’s-length negotiations has been 
beneficial to the development and establishment of the reserves of both oil 
and gas; 

That the industry under these circumstances has met rapidly the expanding 
demand for gas and currently supplies almost one-fourth of the Nation’s mineral 
energy ; 

That the field price of gas on a heat content basis is far lower in cost than 
any other fuel; 

That the natural gas producers’ field price currently amounts to less than 10 
percent of the residential consumers’ gas bill; 

That since 1945, the cost of living has risen almost 50 percent yet the cost 
of gas to the household consumer ras risen only 12 percent; 

That the State of New Mexico and the Nation’s fuel problem can better be 
served by a continuation of the long-standing interpretation of the Natural Gas 
Act wherein independent producers were excluded from Federal Power Com- 
mission control: Now, therefore, be it 

Resolved, That the 22d Legislature of the State of New Mexico, does hereby 
memorialize the Congress of the United States to take such steps as are neces- 
sary to amend the Natural Gas Act to exclude the independent producers of 
natural gas from the control of the Federal Power Commission; and be it further 

Resolved, That copies of this memorial be sent to the President of the United 
States, the President of the United States Senate, the Speaker of the House of 
Representatives of the United States, and the Members of Congress, and to such 
oher officials as the Governor of the State of New Mexico shall deem advisable. 

Joe M. Montoya, 
President, Senate. 
Epwarp G. RoMERO, 
Chief Clerk, Senate. 
DonaLp D. HALLAM, 
Speaker, House of Representatives. 
FLOYD Cross, 
Chief Clerk, House of Representatives. 

Approved by me this 18th day of February 1955. 

JOHN F. SIMMs, 
Governor, State of New Mezico. 


Mr. Waker. New Mexico is unique inasmuch as its land commis- 
sioner is elected, instead of being appointed. His job is to administer 
some 13 million acres of land for the beneficiary institutions and 
common schools. These lands and the revenues to be derived there- 
from were dedicated to the institutions and schools of New Mexico 
by the Congress of the United States under the Enabling Act and a 
great portion of the total revenue which the schools receive comes from 
these State-owned lands. New Mexico, like many other States, is 
hard pressed to develop sufficient revenue to keep abreast of the rapid 
growth in its school systems. Over 40 percent of the land in our 
State is owned by the Federal Government. Proportionally these 
lands furnish to New Mexico very little revenue. Only 12 percent 
of the total lands are owned by the State, so the importance of the 
revenue volume from State lands is obvious. 

You are no doubt asking yourselves what all this had to do with the 
proposed amendment of the Natural Gas Act. Gentlemen, the facts 
are, ever since last summer, after the Federal Power Commission 
issued its first order—No. 174—the monthly income of the New Mexico 
State Land Office from oil and gas lease sales has dropped alarmingly. 

A great portion of this decrease can be traced to lease sales from the 
San Juan area of New Mexico, which is primarily a gas producing 
area. 'To acquaint you with the nature of this decrease [ would like to 
quote the following: during the 6-month period immediately pre- 
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ceding the issuance of the Federal Power Commission’s first order the 
average monthly oil and gas lease sale revenue came to $826,000. Dur- 
ing the past 8 months, since Order 147 was issued, the average monthly 
income has been only $481,000. This is a decrease of 45 percent in 
revenues available to our schools. 

It becomes obvious to us in New Mexico that the oil and gas indus- 
try is reluctant to risk capital in any venture which might be subject 
to Federal regulation controlling its field operations. The ultimate 
result will lessen oil and gas development and decrease oil and gas 
reserves. This will bring proportionately less income to the schools 
of our State and eventually must create an increase in price to the con- 
sumer, due to the smaller gas supply that will be available. 

The land commissioner, by virtue of his election, becomes a member 
of the oil conservation commission, a three-man board which con- 
sists of the Governor, the land commissioner, and the State geologist. 

I am sure you are all aware of the fact that the primary duty of 
any State oil and gas regulatory body is to prevent both the physical 
and economic waste of our natural resources at the field level. The 
present interpretation of the Natural Gas Act provides a direct con- 
flict between the FPC and the State regulatory group and we are sure 
that the best interests of our State and our Nation will be served by 
leaving this authority in the hands of the individual States. 

I am deeply appreciative of the courtesy your committee has shown 
me. With me are Mr. W. B. Macey, New Mexico State geologist, and 
Mr. John M. Kelly, a member of the State land office advisory board. 
All of us are at your further service if there are questions you desire 
to have answered. 

The Cuarrman. Thank you very much, Mr. Walker. We appre- 
ciate the fact that your colleagues are here. 

I believe at this hour and the fact that the rolleall is on, there will 
not be questions, and we appreciate your representing the Governor. 
And you may tell him for us that you did him a good job which we 
think you did. 

Without objection, following Mr. Walker’s testimony, a brief state- 
ment submitted by the National Manufacturers Association will be 
inserted in the record. 

(The document is as follows :) 

NATIONAL ASSOCIATION OF MANUFACTURERS, 
New York, N. Y., March 29, 1955. 
Hon. J. Percy PRIEsT, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. CHAIRMAN: Attached is a statement of the National Association of 
Manufacturers with regard to proposals to amend the Natural Gas Act currently 
pending before your committee. 

I trust this statement can be included as a part of the record of your commit- 
tee’s hearings on this very important matter. We appreciate very much this 
opportunity to communicate our views to you and the other members of your 
committee. 

Very truly yours, 
Henry G. Riter 3d, President. 


STATEMENT OF THE NATIONAL ASSOCIATION OF MANUFACTURERS 


The National Association of Manufacturers has a broad and fundamental 
interest in the action this important committee may take regarding various 
proposals for amending the Natural Gas Act of 1938 at this time. Without 
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going into the merits of each bill before the committee, we would like to make a 
general statement bearing upon certain problems raised by last year’s decision 
of. the United States Supreme Court in Phillips Petroleum Co. v. Wisconsin, 347 
U. S. 672 (June 7, 1954). 

We appreciate this opporicnity to express our views. 

The association’s interest in this matter stems chiefly from 3 basic objectives 
which are deeply interwoven in the many economic policies of this organization 
of about 20,000 manufacturing concerns. These three objectives are— 

1. The preservation and growth of free competitive markets. 

2. The wise utilization of natural resources. 

3. The clarification of Federal versus State jurisdiction and reversal of 
the trend to centralized government. 

The economic implications of the 1954 decision of the Supreme Court of the 
United States holding that all sales of natural gas are subject to regulation by 
the Federal Power Commission are believed by this association to be unsound, 
These implications, which we will explain briefly, seem to strike at the very 
roots of the three basic objectives of industry mentioned above, and we earnestly 
urge that the situation be rectified at an early date by appropriate legislation. 


FREE COMPETITIVE MARKETS 


The first unfortunate economic implication which disturbs us is that an indus- 
try made up of thousands of independent and highly competitive producers would 
be subject to Federal price regulation. 

There is no semblance of private monopoly in the production and gathering 
of natural gas. There is indeed a sharp contrast between this industry and any 
public utility. The gas producer holds no franchise and has no protected 
warkets. Therefore, we believe the imposition of Federal price controls on his 
operations clearly violates a fundamental principle of our free competitive 
euterprise system. 

It seems equally clear, as others have also pointed out, that if Federal regula- 
tion is to be imposed upon the thousands of independent producers of natural 
gas, then it may be only a question of time before such regulation and price 
fixing is extended to cover many other commodities in other highly competitive 
fields of production. 

In this connection, the National City Bank of New York commented in its 
December 1954 economic letter as follows: 

“Once the step is taken with respect to natural gas, it can be argued just as 
logically that it ought to be taken with respect to other fuels—and, for that 
matter, with respect to any other competitively produced commodity. ‘This is the 
road to socialism. 

“Thus, when all is said and done, the issue comes down to the kind of economie 
system we believe in—one that is regulated by the Government, or one that gives 
maximum scope to private initiative, enterprise, and competition.” 

We know, too, from harsh experience, that price controls breed more controls. 
They nullify the complex but automatic system of checks and balances encom- 
passed in free markets. Then each disruption and each economic unbalance 
results in calls for more controls to remedy or cover up the failure of the first 
controls. Thus the false philosophy of direct price controls develops and fits 
into the broader attempts to establish a “planned economy” which is so abhorrent 
to the American tradition of both economic and political freedom—the insepara- 


ble twins. 
There is no substitute for free competitive markets. 


UTILIZATION OF NATURAL RESOURCES 


The National Association of Manufacturers is deeply concerned with the wise 
utilization of natural resources in the interest of encouraging their development 
as an essential feature of America’s long-term dynamic growth. 

There can be no doubt of the vital importance of natural gas as a major re- 
source, now that it has grown to supply nearly one-fourth of the Nation’s total 
energy requirements. 

Nevertheless, it has been demonstrated that the added reserves of natural gas 
have not kept pace with production and use in recent years. This means that 
the need for maintaining full incentives for resource development is very great. 
Yet today, as has been aptly stated by spokesmen for natural gas and oil re- 
sources, “the producer’s incentive has been plowed under.” 
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In the face of rapidly growing present and future needs, the discovery of new 
natural gas reserves and the production of new supplies is plainly imperative. 
Moreover, the rate of exploration and discovery depends very heavily upon finan- 
cial incentives to take great and numerous risks, but the incentives are now 
endangered by the introduction of direct Federal price controls and other regu- 
lations on the production and gathering operations. 

This kind of regulation is bound to cause profound and harmful repercussions 
in the discovery rate, the continuance of old wells, the methods of production, 
and the diversion and waste of gas supplies—to the detriment of the public 
interest as well as the industry. 


FEDERAL VERSUS STATE JURISDICTION 


There is a potential conflict between Federal and State regulatory bodies in 
this situation. The interest of the States is to so regulate the rate of oil and 
gas production as to conserve the underground pool and in due course recover the 
maximum amount of these resources. Federal regulation is virtually certain 
to interfere with this work of the States. There is likely to be an overlapping 
of authority, responsibility, and functions leading to confusion and conflict in an 
activity which is essentially local in character. 

Such conflict between Federal and State laws impairs the operation of industry. 
Furthermore, where operations are predominantly local in nature, as is the case 
in producihg and gathering natural gas through thousands of independent local 
concerns, it is not only sound but desirable that such regulation be left to the 
States. As a matter of fact, the Federal Power Commission—properly in our 
judgment—has consistently interpreted the Natural Gas Act as not authorizing 
it to take jurisdiction over the production and gathering of natural gas. 

Extension over the past several years of the Federal Government into almost 
all areas of our national economy and local activities has resulted in serious 
restriction of the power and authority of the respective States in matters which 
traditionally fall within their province. 

It should be the policy of the Federal Government to promote and strengthen 
State sovereignty and to limit Federal power, where exercised, to those matters 
which have a direct and substantial relationship to the national economy and 
interest. 

Effective congressional action on this matter now before your committee is 
urgently needed if the trend toward preemption of State authority is to be re- 
versed and the traditional sovereignty of the States restored. 


The Cuatrman. The committee will adjourn until 10 o’clock to- 
morrow morning at which time we will hear first Mr. J French Rob- 
inson, president of the Consolidated Natural Gas Co. 

The committee is adjourned. 


(Thereupon, at 5:10 p. m., the committee recessed to reconvene at 
10 a. m. the next day.) 








NATURAL GAS ACT 
(Exemption of Producers) 


THURSDAY, MARCH 31, 1955 


Houses or RepresENTATIVES, 
ComMITTEE ON INTERSTATE AND Foreign ComMERCE, 
Washington, D.C. 


The committee met, at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The CHatrMAn. The committee will come to order. 

We are meeting again this morning to hear testimony on H. R. 4560 
and related bills to amend the Natural Gas Act. 

Before our first witness takes the stand, I would like to submit for 
the record a resolution of the Tennessee Manufacturers Association, 
Nashville, Tenn., in support of the Harris bill. 

(The resolution referred to is as follows :) 

Whereas the United States Supreme Court has recently authorized the Federal 
Power Commission to regulate the price at which independent natural gas pro- 
ducers sell natural gas; and 

Whereas regulation of the price of natural gas could lead to regulation of the 
price of crude oil, coal, lead, zinc, copper, or any other commodity during or at 
the conclusion of its production ; and 

Whereas the production of any basic commodity is essentially a local activity 
reserved for State regulatory authority ; and 

Whereas any violation of this traditional American principle constitutes a 
serious invasion of established States rights too ominous to disregard by any 
business or industry even though not affected in the first instance; and 

Whereas the decision of the Supreme Court is contrary to the original inten- 
tion of the Congress, the understanding of the States, and that of the Federal 
Power Commission : Now, therefore, be it 

Resolved, That the Tennessee Manufacturers Association, through its duly 
constituted board of governors, memoralizes Tennessee representatives in the 
House of Representatives and the Senate of the United States Congress to 
support legislation designed to relieve field prices of natural gas or other similar 
mine, mineral, or forest products of unnecessary and dangerous Federal regula- 
tion; and be it further 

Resolved, That copies of this resolution be sent to all Tennessee representa- 
tives of the House of Representatives and the Senate of the United States Con- 
gress with the respectful request that they declare their allegiance of the prin- 
ciple of free enterprise by firm support of corrective legislation. 

Resolution adopted January 26, 1955: 

C. W. TULEY, 
Executive Vice President-Secretary. 

The Cuatrman. May the Chair ask if there is a Member of the 
House in the room this morning other than a member of the com- 
mittee ? 

Then, we will proceed to hear Mr. Robinson. 
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STATEMENT OF J FRENCH ROBINSON, PRESIDENT, CONSOLIDATED 
NATURAL GAS CO. 


Mr. Rortnson. Mr. Chairman, my name is J French Robinson. I 
am president of Consolidated Natural Gas Co. PON. 

I have been employed by this company and its subsidiaries in the 
natural-gas business since 1921, a period of 34 years. 

I attended West Virginia University, majoring in geology and en- 
gineering and receiving my degree in 1915. I received my master’s 
degree in 1918. 

I was first employed by the Consolidated system companies as a 
etroleum geologist and throughout the entire period of my work 
nave been concerned with drilling, production, and purchase of gas. 
I have also been continuously engaged in the problems of utility rates 
and services and the important task of marketing natural gas. 

I am a member of the American Petroleum Institute and the Ameri- 

can Gas Association and am a past president of the latter organization. 

I am presently a member of the National Petroleum Council and 
the Gas Industry Advisory Council established by the Secretary of the 
Interior. During World War II, I served on the Petroleum Industry 
War Council, being Chairman of the standing Committee for Natural 
Gas and Natural Gasoline. 

The Consolidated system: The Consolidated companies as a group 
have been in business in the Appalachian area since the early discov- 
eries of natural gas in the 1880’s. Our companies have supplied 
natural gas in Pittsburgh, Pa., since 1885 and in Cleveland, Ohio, 
since 1898. 

Today the system supplies gas to over 1 million residential, com- 
mercial, and industrial consumers in Ohio, Pennsylvania, and West 
Virginia and supplies gas at wholesale to other utilities distributing 
in Pennsylvania, West Virginia, and New York. The system sup- 
plies, at retail and wholesale, an estimated population of over 7 mil- 
lion. Almost 80 percent of the consumers use gas for house heating. 

In 1954 our total sales volume was 381 billion cubic feet of gas. 
Our estimated sales volume for 1955 is 410 billion cubic feet. 

A map of the system and the area which it serves is attached hereto 
as appendix A. 

(The map referred to is herewith inserted.) 

Mr. Roztnson. The consolidated companies have produced gas for 
over 70 years. We have dealt with independent producers in the field 
for over 50 years and today buy gas under 2,000 contracts with inde- 
pendent producers operating in the Appalachian gas fields. 

This map is at the end of the report, and by glancing at that map, 
you can see that the system supplies gas in the State of Ohio. This 
is supplied through the East Ohio Gas Co., a local utility company, 
and in West Virginia by Hope Natural Co. which is a natural gas 
company under the Natural Gas Act; it also supplies gas locally, sub- 
ject to the jurisdiction of the West Virginia Commission. In Penn- 
sylvania the Peoples Natural Gas Co. supplies gas for the local con- 
sumption and is under the regulation of the Pennsylvania Public Util- 
ity Commission. 

The New York Natural Gas Corp. is a natural-gas company under 
the Natural Gas Act and sells gas at wholesale both in the State of 
Pennsylvania and the State of New York. 
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The River Gas Co. is one of the subsidiaries which operates in and 
around Marietta, Ohio. The area generally referred to in this sec- 
tion is called the Appalachian area. This is only a part of the Appa- 
lachian area. Besides the States of New York, Pennsylvania, Ohio, 
and West Virginia, there is Kentucky and Tennessee included in the 
general embrace of the term “Appalachian area.” 

Since 1943 we have secured supplies originating in the Mid-Conti- 
nent and Texas Gulf gas fields, by making long-term fixed quantity 
contracts with pipeline companies. Today we purchase over 730,000 
thousand cubic feet per day from Tennessee Gas Transmission Co., 
Texas Eastern Transmission Corp., and Panhandle Eastern Pipeline 
Co., at an annual cost of $82 million. And these purchases are in ad- 
dition to the 390,000 thousand cubic feet which we produce and pur- 
chase in the Appalachian area. 

We believe that the best interests of consumers and the public re- 
quire that prices for gas in the field be sufficient to provide economic 
and financial incentives, compensate for risks of development and pro- 
duction, and encourage the dedication of gas to a utility market. In 
dealing with independent producers in the Appalachian fields, we have 
always sought, through considered voluntary increases in price, to 
establish prices which encourage the development of gas throughout 
the area. 

But, whether or not the producers are regulated, we firmly believe 
that the sale of gas into the utility market must be accomplished on a 
basis consistent with the fact that gas is ultimately distributed to con- 
sumers as a public service and at regulated rates. Methods of sale 
which prove harmful to this result should be curtailed or eliminated 
Since utilities purchase gas under long-term contracts, field contracts 
must be such as to enable the utilities to plan their operations and fit 
the gas into their markets. 

We believe that the unrestrained operation of favored-nation and 
escalation clauses, which are now so prominent in producer contracts 
in the Southwest, can disrupt the proper operation of gas utilities and 
can be against the public interest. 





OUR APPRAISAL OF H. R. 4560 


Our appraisal of H. R. 4560 is as follows: 
As we read it, H. R. 4560 is intended to accomplish the following 
results : 

(1) to free the producers from all regulation under the 
Natural Gas Act; 

(2) to preserve existing and future contracts made by pro- 
ducers, whatever their terms, and whether or not they may be 
harmful to the public interest ; 

(3) to give partial protection to the interest of consumers and 
the public by providing that as to all “new and renegotiated” 
contracts the consumer shall pay only a reasonable market price, 
thereby causing the pipeline to stand in the middle and absorb 
any difference between the price under the contract and the 
market price which is allowed by the Commission; and 

(4) to guarantee that those pipeline companies which own their 
own production shall receive the equivalent of a reasonable market 
price for their own production. 
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We believe that H. R. 4560 must be changed and amended because 
it does not deal with the fundamental problem caused by favored- 
nation and escalation clauses which have become prevalent in pro- 
ducer contracts and which definitely appear. to be against the public, 
interest. 

FAVORED-NATION AND ESCALATION CLAUSES 


1. General description 


The great prevalence of favored- nation and escalation clauses in 
producer contracts in the Southwest has arisen only since World 
War II. Prior to 1946 the only escalator clause which was in com- 
mon use in the gas industry was a clause requiring a periodic increase 
of a stated amount and an adjustment to compensate for State taxes 
on production and gathering. 

The new clauses which have come into prominence since that time 
- principally the following: 

The two-party favored-nation clause: Under this clause, the 
om ified price in a long-term fixed contract is increased in the event 
the buying pipeline company shall pay a higher price to another 
producer for gas in the same field or in an area specified in the contract. 

2. The third- party favored-nation clause: Under this clause, the 
price is increased in the event some wholly unrelated third party shall 
pay a higher price to another producer for gas in the same field or 
in an area specified in the contract. 

3. Escalation clauses known as the price redetermination clause, 
the price-renegotiation clause, or the better-market clause: Under each 
of these clauses, the price is increased in the event the average of the 
2 or 3 highest prices which are paid by pipelines in a given area shall 
exceed the price specified in the contract. 

4. The spiral escalator clause: Under this clause, the price is in- 
creased in the event the resale rates of the pipeline company shall 
be increased. 


. Extent of use 


The prevalence of these causes varies greatly between producing 
fields and areas and between pipeline coma. 


Confining attention to the three pipe ine companies with whom 
we deal, Tennessee Gas Transmission Co. buys almost all of its gas 
under field contracts which contain either a favored-nation clause or 
a price-redetermination clause. And Texas Eastern Transmission Co, 
has many contracts containing similar clauses. 

In short, the bulk of the 730, 000 thousand cubic feet per day which 
comes to us from the Southwest is subject to the action of these 
adjustment clauses. 


The accelerating increase in field price 
We attach hereto as table No. 1 a statement showing a history of 


reserves, production, and field prices in the United States. 
(The table referred to follows :) 
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TaB_e No. 1.—History of proven gas reserves and marketed production 


| | A verage field 
memes (billion price per thou- 














| Proven gas | sand cubic feet 
reserves. | 
Year (billion | 
cubic feet) | United | |Pereent| United; 4 

States | 4 States! (4States| States | States! 
| | to total | (cents) | (cents) 

catia cai a I ali al ea cee —| 
a a tele 85, 2, 660 1, 754 6} 45| 21 
Ga icinds dare io acuncens eee 147, 789 3, 919 2, 758 70 4.9 | 3.1 
OR es etna ea cetten uses te ae 185, 6, 282 4, 805 76 6.5 5.0 
SR eek iis Soak esabinda~ tae 193, 812 7, 457 5, 792 78 7.3 5.7 
INR oie see deg tasaab acacesageine 199, 716 8, 003 6, 352 79 7.8 6.3 
TON en a 211, 447 8, 397 6, 697 80 9.2 7.7 
1064 CANIN itt co abs sccenemagcucness 211, 700 8, 635 6, 799 79| 10.0 8.9 





i Kansas, Louisiana, Oklahoma, and Texas. 


Source: U. S. Department of the Interior, Bureau of Mines (Natural Gas Statistics). Proven Gas Re- 
serves 1940, Ralph E. Davis; 1945-54 AGA Gas Facts. Prepared by Consolidated Natural Gas Co. 


Mr. Rosrnson. This shows that the proven reserves and annual pro- 
duction have been increasing steadily and that, at the same time, the 
field price for gas has been rapidly increasing. The rate of increase in 
the price for gas is greater by far than the increase in reserves and 
also somewhat greater than the increase in annual production. 

Table No. 1 follows page 22 and is self-explanatory. We have 
tabulated in the first column, after the date or years, reserves ranging 
UP from 1940 of 85 trillion cubic feet to 1954 of 211.7 trillion cubic 

eet. 

Mr. Heserton. May I ask a question about that table at this point? 

The Cuatrman. Mr. Heselton. 

Mr. Hesetton. You have referred to trillion cubic feet. I notice 
that the table says billion. 

Mr. Rosrnson. If you will notice, I left off the ciphers. The table 
is in billion M. c. f. and I said 85 trillion cubic feet. 

The marketed production in the United States has gone up from 
2.75 trillion cubic feet in 1940 to nearly 834 trillion cubic feet in 1954. 

Since the pipeline companies obtained the supply of gas that is 
delivered to us, principally coming to us from the 4 States of Kansas, 
Louisiana, Oklahoma, and Texas, we have included these 4 States for 
comparative purposes. 

The sale from those 4 States starts with marketed production and 
also goes up from a trillion and three-quarters cubic feet in 1940 to 
6.8 trillion in 1954. 

These 4 State areas at the present time are contributing about 80 
percent of all of the gas that is marketed in the United States. 

The last 2 columns show the average field price per M. c. f. in the 
United States and in the 4 States, ranging from 4.05 cents in 1940 to 
10 cents in 1954, for the United States, and then for the 4 States from 
2.1 cents in 1940 to 8.9 cents in 1954. 

Mr. Wotverton. Mr. Chairman. 

The Cuatrman, Mr. Wolverton. 

Mr. Wotverton. I assume that this chart that has been referred to 
will be considered as part of the statement that is being made by the 
witness. 

The Cuarrman. Yes. 


61557—55—pt. 185 
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Mr. Rogptnson. We have felt the full force of these field-price in- 
creases in a series of rate adjustments which have been passed on to us 
by the pipelines—largely as a result of the operation of favored-nation 
and other escalation clauses. 

In the period from 1950 to 1954, as shown on table 1, the average 
field price in the Southwest increased from 5 to 8.9 cents. In this same 
period Tennessee Gas Transmission Co. has made 4 large and serious 
rate increases, aggregating $40 million per year and representing about 
40 percent increase in its cost of service. 

These increases may be summarized as follows: 


Portion borne by 
Tennessee increase Consolidated 


Date of 
increase - Per 
, thousand 
Total cuble 


FPC docket 


. 17,1951 
. 15, 1953 
- 1,1954 
. 15, 1954 


IN Is staid Nimans Ried |n-----*tererens 


Mr. Haywortu. Mr. Chairman, may I interrupt at this point for 
an explanation of this table? 

The Cuarrman. Yes; that is all right, Mr. Hayworth. 

Mr. Haywortu. I wonder if you have any documented information 
as to the increase to the Tennessee Gas Transmission Co. at the field, 
at the gathering place in the field. 

Mr. Rosrnson. I have a general table in the back of the book. 

Mr. Dts. Table No. 2? 

Mr. Rostnson. Table No. 2, will portray as closely as we can that 
information, Mr. Hayworth. 

I might explain table No. 2, while we are on that subject and I think 
it will give you an answer. 

(Table 2 follows :) 


TABLE No. 2.—Consolidated Natural Gas Co., indexes of comparative living and 
gas costs (1947-49 equals 100) 


Average, 1954 (esti- 
mated) 


£) Average cost of living 
B) Average field price of gas (United States) 


iS} Average field price of gas (4 main States) ! 
D) Average field price of gas paid by Texas Eastern 
Gas Transmission Co., Tennessee Gas Trans- 
wae Co., and Panhandle Eastern Pipe Line 
0 i. 
(E) Average selling price of all gas by Consolidated 
Natural Gas Co_.._.-_. ss detail cach alee lca ence 


1 Kansas, Louisiana, Oklahoma, and Texas. 


Sources: (A) Department of Labor; (B) Department of the Interior, Bureau of Mines; (C) Department 
of the Interior, Bureau of Mines; (D) Federal Power Commission, Annual Report, Form 2; (E) Annual 
Report, Consolidated Natural Gas Co., year 1954. 
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Mr. Rosinson. Living cost is now published by the Department of 
Commerce as taking the years 1947, 1948, and 1949 as their starting 
point and call that a hundred. And on that basis, the cost of living 
index in 1952 was 113.5; in 1953, 114.4; and in 1954, estimated, 114. 

Now, the average field piece of gas in the United States on that same 
basis, assuming the prices as of 1947, 1948, and 1949 as 100; 1952, it 
was 130 or 30 percent increase ; 1953, 153; and 1954, 165. 

Then, taking the average for the 4 States that we have selected as 
the States from which most of our gas comes, in 1952 it was 148; in 
1953, 179; and in 1954 estimated at 207. ite 

Now, the average price for gas by the Texas Eastern Transmission 
(o., Tennessee Gas Transmission Co., and Panhandle Eastern Pipe- 
line Co.—those are all balanced out on weighted averages together, 
gives you in 1952, on the same 100-percent basis for 1947, 1948, and 
1949, 194.4 percent; 1953, 235.2 percent; and 1954, 251.9 percent. 

That is as near as I have the answer to your question. 

Mr. Dres. Do you have any figure here, any table, showing how that 
compares with the increase in other commodities; in coal or automo- 
biles, or other things ? 

Mr. Rozrnson. Well, this same table. The answer to your question 
is “No.” 

Mr. Dies. You do not have? 

Mr. Roprnson. This same table does give a comparison of cost of 
living which includes a great many commodities such as coal, and in 
it also we give a comparison of the increased selling price by Con- 
solidated Natural Gas Co., in line E, for 1952, 105 percent; 1953, 110 
percent; 1954 estimated at 117.1 percent. 

Mr. Dres. You have no figures for any other minerals? 

Mr. Rosrnson. I do not. 

Mr. Dies. Like coal, or anything else? 

Mr. Rosrnson. I do not, sir. 

Mr. Dries. Or what the increases were? 

Mr. Rosrnson. No, sir. 

Mr. Haywortu. Mr. Chairman—— 

The Caamrman. Mr. Hayworth. 

_ Mr. Hayworru. I would like to ask what the price is you are pay- 
ing for gas now, per M c. f.; your company. 

Mr. Rozinson. If you will refer to table No. 3, you will notice 

that—I might just explain this table, and then I will not have to come 
back to it. 
_ The Cuarrman. The Chair was just about to suggest, and feels that 
it will be more orderly presentation—unless there is a question for 
clarification on some specific statement, that it might be better for him 
to proceed without interruption. The Chair does not desire to shut 
anyone off, but in each instance it seems that when a question has 
been asked he has a table which he explains to us. I think that it will 
make it a little more orderly, in the opinion of the Chair, if you will 
let him come to these tables in their proper sequence. 

That is made as a suggestion in order to make a more orderly pre- 
sentation, without skipping about, before we get to the various ables 
If that is agreeable, Mr. Hayworth, 

Mr. Hayworrn. Yes, Mr. Chairman. 
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The Cuatrman. Mr. Robinson, if you will proceed, I think it will 
be better for the committee and the witness. 

Mr. Ropinson. Any order is perfectly satisfactory to me, Mr. Chair- 
man. 

The Cuatrman. I am sure of that, and we will want to cooperate all 
the way around. 

Mr. Rostnson. I would like to explain now, purely for illustrative 

urposes, the increase that went into effect on December 15, 1954, under 

PC Docket 5259 amounting to $9,898,000 and analyzing that for a 
moment. 

Mr. Bennett. Mr. Chairman. 

The Cuatmrman. Mr. Bennett. 

Mr. Bennett. That is the Tennessee Gas Transmission Co. increase 
that was filed after June 7. 

Mr. Wotverton. If the chairman please, the witness when he was 
interrupted was referring to the increase of December 17, 1951, and 
then when he starts back on his paper he is discussing December 17, 
1954. 

Mr. Rosinson. I am glad you called my attention to that, Mr. Wol- 
verton. I am still referring to the table on page 8. 

The Cuarrman. The witness was discussing the table on page 8 
of the statement and he had covered, as the chairman recalls, down to 
December 15, 1954, increase when he was interrupted for questioning; 
is that correct ? 

Mr. Rosrnson. Yes, sir. I am now considering the last line of that 
table, the G-5259, December 15, 1954, $9,894,000, and I am reading 
from filing with the Federal Power Commission by the Tennessee 
Gas & Transmission Co., data supporting filing dated November 3, 
1954. This is headed— 


STATEMENT OF REASONS AND BASIS FOR CHANGE IN TARIFFS 


This rate increase is being filed by Tennessee Gas Transmission Co. ('Tennes- 
see) solely to reimburse it for increases in the price of purchased gas for which 
Tennessee is now liable under its contracts with independent producers. All 
of such increase in cost have occurred subsequent to the settlement of Tennessee’s 
rate filing involved in Docket No. G—2434 as approved by the Commission’s order 
isued on September 10, 1954. 

As the Commission will recall, Tennessee’s rate filing in docket No. G—2434 
was designed to provide principally for increased cost of purchased gas to become 
effective on November 1, 1954, which filing was made on April 30, 1954. Subse- 
quent to such filing, the Supreme Court, on June 7, 1954, entered its opinion in 
the Phillips case, which opinion the Commission construes that as holding that 
sales of natural gas in interstate commerce by independent producers subjected 
such producers to the jurisdiction of the Federal Power Commission and made 
their prices for such sales of gas subject to the regulatory powers of the Com- 
mission. 

During the hearings in docket No. G—24384, several parties to the proceeding, 
including staff, counsel, joined in a motion to dismiss Tennessee’s requested 
rate increase on the ground that Tennessee would not incur such increased costs 
of purchased gas until the increased prices were permitted to become effective 
by the Federal Power Commission in accordance with the Natural Gas Act and 
the Commission’s Rules and Regulations as amended by order Nos. 174-A. 

By agreement of all parties such rate increase filing was withdrawn. 

It was necessarily inherent in this settlement that Tennessee would be per- 
mitted to recoup any increased costs of gas which it might subsequently incur. 
Pursuant to price increase filings made by the independent producers in accord- 
ance with order No. 174—A, the Commission has uniformly permitted to become 
effective as of September 1, 1954, that portion of the increased Texas production 
tax which Tennessee must pay. 
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Moreover, on October 29, 1954, the Commission released a press release stating 
that with respect to some 238 price increase filings by independent producers the 
Commission had taken no action, thus permitting the increased prices to become 
effective as of November 1, 1954. 


And I have a copy of that press release here, and I might read it 
at this time. 


FPC SusPENDS RATES INCREASES PROPOSED IN INDEPENDENT NATURAL GAS PRO- 
pucEeRs ; TAKES No ACTION ON OTHERS WHICH WILL BecoME EFFECTIVE NOVEM- 
BER 1 


WASHINGTON, D. C., October 2, 1954.—The Federal Power Commission today 
issued order suspending hearings and decision, five rate increases proposed by 
independent natural gas producers totaling approximately $2,859,000 per year on 
sales to interstate pipeline companies. The Commission, however, took no 
action on some 238 other proposed increases totaling about $8,121,928 per year. 
These increases will thus go into effect on November 1, their proposed effective 
date. In all cases except increases considered de minimis, Chairman Jerome K. 
Kuykendall and Commissioner Claude L. Draper voted to suspend the increases. 

The large suspension was a proposed $2,465,000 increase by Union Oil Co. of 

California, of Los Angeles, Calif., in rates charged to Transcontinental Gas 
Pipeline Co., of Houston, Tex. Hearing dates in this and the other suspension 
will be set by further FPC order. Among the other larger rate suspensions 
were increases by Phillips Petroleum Co., of Bartelsville, Okla., totaling $178.748 
yer year. 
OF the increases which will go into effect, some of the largest affect Tennessee 
Gas Transmission Co., of Houston. These include the Chicago Corp., of Fort 
Worth, Tex., $2,186,304 ; A. C. Glassell, Jr. et al., of Houston, $1,163,126 ; H. Lyons, 
Sr. et al., Shreveport, La., $187,462; E. J. Hudson et al., Shreveport, $142,300; 
= — et al., of Dallas, Tex., $83,368; and Lasid Oil Co. et al., Shreveport, 
$148,300. 

I might say that I have here a great many other releases that have 
allowed rates to go into effect to the producers since June 7, and I 
have tabulated them and there are some 1,381 of them and the amount 
is in excess of $15 million. 

The CHarrmMan. May the Chair state at this point that Chairman 
Kuykendall informed the chairman this morning that there would be 
available to the committee during the day a complete list of all prices 
that have been allowed to be increased since the freezing, as of June 7, 
last year. So that would cover, I believe, the information you have 
there and it will be supplied to the committee today by the Federal 
Power Commission. 

Mr. Wotverton. That will be made a part of the record ? 

The Cuatrman. That is the purpose of obtaining it, to make it a 
part of the record. It will bea part of the record. 

Mr. Rosryson. I might say that after the 238 increases to independ- 
ent producers, totaling $9,898,000 was known, I personally visited 
the Commission, each member of the Commission, and éxplained to 
them the impact it would have upon us and that I thought it was very 
unusual for these rates to go into effect without a suspension or without 
a hearing, or anything to determine about it. After which, we filed 
an objection and complaint, and the Tennessee Gas Transmission Co. 
rates were suspended for about 1 month. 

Continuing on the statement that I was reading from: 

Substantially all of such price increases are contained in Tennessee's gas- 
purchase contract, and Tennessee is contractually obligated to pay these in- 
creased prices, In addition, it is Tennessee’s understanding that additional 
producers selling gas to Tennessee have applied for increased prices and that 
those few who have not yet filed will do so promptly. . 
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Mr. O’Hara. May I ask what page of your statement you are read- 
ing from? 

Mr. Rogtyson. This is from the document of filing by the Tennessee 
Gas Transmission Co. with the Federal Power Commission giving the 
reasons as to why they had to ask for an increase. 


“Tt must be assumed that all producers will be treated the same by the Commis- 
sion, and, accordingly, all increases in price provided for in Tennessee’s gas- 
purchase contracts will become effective without suspension. The total addi- 
tional cost to Tennessee of gas resulting from all of the increased prices referred 
to above is $9,917,635, computed on Tennessee’s actual purchases of gas for the 
12 months ended August 31, 1954. The proposed tariff changes provided here- 
with will provide Tennessee with additional revenue in the amount of $9,897,531, 
based on Tennessee’s actual sales for the 12 months ended August 31, 1954, are 
$20,104 less than the increase in the cost of gas to Tennessee. 


NATURE OF INCREASED COST OF GAS 


As stated above, the increased rates herein applied for by Tennessee are de- 
signed to reimburse Tennessee solely for increases in the prices which Tennessee 
is contractually obligated to pay to its producers. 

Tennessee’s gas-purchase contracts contain no third-party favored-nation 
clauses. Moreover, the prices payable to its producers under its contracts are 
less than prices currently being paid arm’s-length transactions in the producing 
districts involved. All of such contracts were in effect prior to June 7, 1954. 

All other elements of rate base and the cost of service are reflected in this filing 
in the same manner as in the rate settlement in docket No. G—2434 approved by 
the Commission’s order issued September 10, 1954. All of the increased prices 
are provided for in the contracts under which Tennessee makes its gas purchases. 
The various contract provisions, the operation of which has resulted in the in- 
creased prices of gas to Tennessee, are described below : 

Tennessee’s contracts provide that Tennessee shall reimburse its suppliers for 
increased taxes incurred by them subsequent to a specified date, usually the date 
of the contract. It is provided in the contracts that Tennessee shall reimburse its 
producers three-fourths of any new production, separation or similar tax for 
which such producers are liable and pay. The Louisiana gas-gathering tax 
designates Tennessee as the gatherer in some instances. In accordance with 
Tennessee’s favored-nation clauses, the other producers in Louisiana receive 
reimbursement from Tennessee for the amount they pay to the State of Louisi- 
ana under such gas-gathering tax. As stated above, the Texas production tax 
was increased effective September 1, 1954, from 5.72 percent to 9 percent of the 
gross wellhead value of all gas produced. Tennessee must pay three-fourths 
of the increase of 3.28 percent or 2.46 percent. As stated in Tennessee’s rate fil- 
ing of October 18, 1954, Tennessee has been paying this increase in tax to those 
who have obtained the Commission’s permission to reflect the increased taxes 
in the prices charged Tennessee and, assuming like treatment for all producers 
by the Commission, will ultimately have to pay the increased tax on all gas 
purchased in Texas since September 1, 1954. 

Tennessee’s gas-purchase contracts, in general, further provide for redetermi- 
nation of the prices therein at specified intervals. Pursuant to the prescribed 
procedure for redetermining price the three highest prices being paid in the 
particular railroad commission district or other prescribed area by transporters 
of natural gas including Tennessee are determined. The volume of gas and the 
terms under which gas is purchased by the three transporters paying the highest 
prices must be comparable to those under which Tennessee purchases. If the 
average of the three highest prices thus determined is higher than the price 
provided in Tennessee’s contract and such average price becomes a cost to Ten- 
nessee, otherwise the contract price is effective. By operation of such contract 
provisions, the price for all gas purchased by Tennessee in Texas Railroad 

Yommission Districts 1 and 4 have been redetermined and become effective under 
the contracts as of November 1, 1954. Such redetermined prices include the in- 
crease in the production tax. 

In Texas Railroad Commission Districts 4 and 6, Tennessee renegotiated sev- 
eral contracts with its suppliers for the purchase of gas in the San Salvador 
and the Carthage fields prior to June 7, 1954. In consideration of the dedication 
of additional acreage by the producers to Tennessee and in consideration for 
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their agreement to drill additional wells and to drill deep test wells, Tennessee 
agreed to pay the suppliers, commencing November 1, 1954, rates higher than 
previously in effect. 

The balance of the increased cost of gas purchased results from the operation 
of escalation clauses contained in contracts for the purchase of gas in Louisiana. 
The higher prices resulting from such escalation also become effective as of 
November 1, 1954. 

All of the contracts under which Tennessee purchases gas are on file with the 
Commission in docket No. G—2434, which contracts are hereby incorporated by 
reference. Moreover, briefs of all of such contracts were presented in evidence 
in that docket and copies distributed to all parties to such proceeding. 

Following that description and in the same document filed by Ten- 
nessee is a tabulation of these 238 companies whose rates went into 
effect. 

Since there is no doubt this will be a part of the record, I will just 
refer to a few of these. It is quite voluminous. 

Mr. Heseiron. Mr. Chairman. I am not clear whether that is a 
brief filed by Tennessee or whether this is an opinion of the Federal 
Power Commission. 

Mr. Rostnson. It is neither, Mr. Heselton. What this is is an ap- 
plication filed by the Tennessee to reimburse them for the increase in 
field price of gas that went into effect the latter part of November. 
And in that connection 

Mr. Hate. 1954? 

Mr. Rosrnson. Yes, sir; and this is their reason as to why they had 
to make this filing, because the independent producers prices have 
been allowed to go into effect since the so-called freeze date of June 7, 
1954. 

There is a complete tabulation coming up to nearly $9,898,000 that 
was referred to, but I would just like to call your attention to a few 
of these items. 

In district No. 3, railroad district No. 3, Texas, there is a determi- 
nation wherein all Texas corporations received an increase under this 
base of $117,914 per year. 

Altantic Refining Co., $368,800 per year. 

The Chicago Corp., still in district No. 4, received $788,100 per 
year. 

The Humble Oil & Refining Co., under renegotiation of the 3 high- 
est rates, $421,200 per year. 

The Magnolia Petroleum Co., $256,400 per year. 

The Sinclair Oil Co., $251,600 per year. 

Then, in railroad district No. 4, there were two contracts that you 
have noted in my reading. Filing the Chicago Corp. and Gasell 
were renegotiated and those 2 contracts amounted to $2,368,424, in the 
case of the Chicago Corp., and $1,212,710 in the case of Gasell. 

Due to that renegotiation of those two contracts and then in the 
same district, due to the favored-nation clause, triggered off another 
round of increases with such customers as C. W. Davis and W. H. 
Foster, Jr., Hudson, Lyon, Stanolin Oil Co.; J. C. Treeman, and 
others, and the total of those, including the Chicago Corp. and the 
Gasell amounted to $4,330,826 increases. 

In district No. 6, the Atlantic Refining Co. had increases amounting 
to $109,600 per year, and this was brought about by the two-party 
favored-nation clauses. 
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Now, in the same period we are talking about, which would be from 
1950 to 1954, Texas Eastern Transmission Corp. has been forced to 
make two rate increases, aggregating more than $30 million, again in 
large part as the result of favored-nation and escalation clauses. 

Utilities such as the Consolidated Cos. have been forced to absorb 
these costs or in turn file increases in their local utility rates. 

We attach hereto as table 2 a statement showing certain price and 
cost indexes for recent years as compared with the average for 1947-49, 
such average being assumed to be 100 percent. This shows that in 
recent years there has been only a small increase in general cost of 
living, but that in the same period there has been a tremendous in- 
crease in field prices generally and in the average field prices paid 
by Tennessee, Texas Eastern and Panhandle. 

On the other hand, the average increase made by the Consolidated 
Cos. in their rates has been kept to a relatively small amount, due to 
the fact that increased costs have been matched by a corresponding 
increase in volume of sales. 

Mr. Movuuper. Mr. Chairman, I ask unanimous consent to have 
inserted in the record a resolution by the Missouri Petroleum Asso- 
ciation following the testimony of this witness. 

Shall I read it in the record ? 

The Cuarrman. It will not be necessary. 

Without objection, it is so ordered. 

Mr. Wriui1ams. Mr. Chairman, I have a similar request. I ask 
unanimous consent that I may insert into the record a copy of a 
letter to the chairman of this committee from Hon. Hugh White, 
Governor of the State of Mississippi, in support of this legislation. 

The CuHarrmMan. Without objection it will be included in the record. 

(The documents referred to will be found following Mr. Robinson’s 
testimony. ) 

The Cuarrman. You may proceed, Mr. Robinson. 


4. The distribution company problem illustrated 

Mr. Rogsrnson. The numerous and recurring increases in field prices 
and pipeline rates have had a most disrupting effect on normal utility 
rate problems, where stability of rates is highly desirable. If the 
increases are continued, there can be a serious breakdown in utility 
rates and service. 

To illustrate the problem, we offer certain facts regarding the busi- 
ness of the Consolidated system. 

The volume of gas sold by the system during 1954 and the average 
rates received from such sales are set forth on the attached table 3. 

(Table 3 follows:) 
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Tas_eE No. 3.—Consolidated Natural Gas Oo. 
1953 


Volumes, Volumes, 
billion Average rate billion 
cubic feet cubic feet 


————— 


Sales: ™ Cents 
Residential hi 61. 86 
Commercial . 57. 87 
Industrial ‘ 43. 29 
Wholesale s 41. - 

, 25. 


Totalfsales 50. 92 


Purchases: 
Southwest Gas: 
Panhandle Eastern 
Tennessee Gas Transmission 
Texas Eastern Transmission -- -____.-- 
Other companies 


sise 
BB | RENE 
Sess 


2128 
we 


% 
& 





"Represents payments under bonded rates. 
Source: From Consolidated Natural Gas Co. Annual Report, Year 1954. 


Mr. Rogrnson. It is to be noted that our average rate for resi- 
dential sales was 64 cents per thousand cubic feet, the average rate 
for industrial sales was 45 cents, and the average rate for all gas 
sold was 54 cents. 

I might say in our system we sell no interruptible industries gas. 
It is all on a firm basis. 

There is also set forth on table 3 the amounts paid by us in 1954 
for gas purchased, which, on the average, was 29 cents per thousand 
cubic feet. This is 54 percent of the average rate which we receive 
for all gas sold and means that we have an average spread of only 
25 cents per thousand cubic feet to transport, store, distribute, and 
sell the gas throughout the Appalachian area. 

Now, the average price paid by our pipeline suppliers to pro- 
ducers in the Southwest gas fields in 1953 was approximately 13 
cents per thousand cubic feet. The statistics for 1954 are not yet 
available to us, but we estimate that the corresponding average price 
was at least 13.6 cents per thousand cubic feet in 1954. 

Furthermore, as a result of increases in field price by certain of 
these pipelines late in 1954, the average price is now higher than 13.6 
cents per thousand cubic feet. 

Using only 13.6 cents as the average field price, this represents 
30.2 percent of the average rate which we received for industrial 
sales in 1954, 21.1 percent of the average rate which we received 
for residential sales, and 21.5 percent of the average rate which we 
received for all gas sold. 

Hence, the field price represents a very material element of cost 
to us and a change in field price can have a material effect on our 
sales and rates. 

Just to illustrate the magnitude of the problem, each 1-cent in- 
crease in our cost of gas costs our consumers over $4 million per 
year. 
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The retail price for gas is now reaching a competitive level in 
our deat. markets, following increases averaging 32 percent 
since 1939. Industrial sales, which in our system are on a firm year- 
round basis, subject to interruption by weather emergencies only, 
represented 28 percent of our total sales in 1954. 

These sales would be greatly reduced if the price for gas were to 
go above the competitive price for oil and any such reduction in 
sales volume would disrupt the careful balance which must be main- 
tained between residential and industrial sales. Any reduction in 
industrial sales would result in an immediate increase in domestic 
rates. 

Our companies are obligated to buy tremendous quantities of gas 
under fixed long-term contracts which contain minimum “take-or- 
pay-for” obligations. We must be able to market this gas and we 
are vitally concerned over the increasing price of gas in the South- 
west gas fields. 

In this regard, two considerations are becoming more and more 
important.every day. The first is that the manufacture of gas from 
coal and oil is gradually reaching a point where it may become 
cheaper as a result of technological improvements. 

The second is that gas may be displaced through competitive forms 
of energy, particularly nuclear energy, or the electric heat pump 
that we have read so much about just recently. 

Either or both of the above two factors make it uneconomic in 
the future for the distribution companies to purchase gas pursuant 
to long-term contracts which have 94 made in the past with the 
pipeline companies. 


t is obvious from the above that an unrestrained price rise in the 
field could disrupt the basis on which we purchase gas from inter- 
state eon companies and could disrupt our rates and service to 


the public. 
5. Regulation has placed the distribution companies and conswmers 
in.a helpless position 

One of the fundamental principles of regulation adopted and en- 
forced by the Federal Power Commission under the Natural Gas Act 
is that pipeline companies must sell gas under current tariffs, and in 
rate cases involving such companies, the Federal Power Commission 
proceeds on the general principle that it will allow as an operating 
expense in establishing these tariff rates all costs which the pipeline 
companies pay under any unregulated contract with an independent 
producer. 

H. R. 4560 makes no change in this situation except as to certain 
“new and renegotiated” contracts. 

Thus, if the producers are exempt from regulation, the distribution 
companies and consumers are faced with the burden of automatically 
absorbing all price increases which result from favored-nation and 
other escalator clauses. 

The distributors and consumers have had no hand in determining 
or negotiating these clauses or prices. The pipeline has made its con- 
tract with the producer without consulting either the distributor or 
consumer and yet both producer and pipeline company expect that 
these real parties in interest will pay whatever price may result from 
the contract. 
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Judging from the experience in each of the years since 1950, we can 
only expect that these clauses in existing contracts will continue to 
cause very large increases in our costs for gas. 

This situation does not jibe with the fundamental principle em- 
bodied in the Natural Gas Act that the primary purpose of regulation 
is to protect the ultimate consumer. The whole purpose of the statute 
is frustrated and loses its effeciveness as an instrument to regulate 
commerce in the interest of the ultimate consumer. 

H. R. 4560 does not meet the favored-nation and escalator-clause 
problem. 

It is apparently felt by the sponsors of this bill that the control of 
“new and renegotiated” contracts will tend to stabilize and nullify the 
problems occasioned by the favored-nation and escalator clauses. 

And, indeed, the expert witnesses who have appeared in support of 
the bill have earnestly argued that such will be the case. 

But these conclusions and arguments are definitely not supported by 
the facts. 

First, take the case of the very common contract requiring a speci- 
fied increase in price of, say, 1 percent per thousand cubic feet every 
» years. 

Suppose that in a given field the Commission in the future finds that 
the “reasonable market price” is 10 cents per thousand cubic feet and 
that, in spite of such a finding and determination, the escalator clause 
in this type of contract carries the price under the contract up to 11 
cents per thousand cubic feet. 

Neither the Commission nor the customers of the pipeline could 
question this increase, since it is not made as a result of a new or re- 
negotiated contract. 

Furthermore, the increase under this one contract could “trigger” 
favored-nation and escalation clauses of the price redetermination type 
in other contracts in this field or area and thereby force the whole 
level in the field above 10 cents. 

Thus, any finding or determination of the Commission of a “rea- 
sonable market price” would be flaunted and made of no avail. 

Second, take the case of an existing contract having a favored-na- 
tion clause which requires that the pipeline must pay the highest 
price paid by it for gas anywhere in the State, railroad commission 
district in Texas, or other prescribed area. This is the very common 
“two party” favored-nation clause which is much used by Tennessee 
Gas Transmission Co. and other pipelines. 

Suppose that the Commission establishes a “reasonable market 
price’ of 10 cents per thousand cubic feet for the particular field cov- 
ered by the contract, but, at the same time, establishes a “reasonable 
market price” of 12 cents per thousand cubic feet for a new field 
which is discovered nearer the market, but is located within the same 
State or other area specified by the contract. 

If this pipeline is purchasing 12-cent gas in this second field, its 
price in the first field will be forced up to 12 cents in spite of, and not- 
withstanding, the finding of the Commission that the reasonable mar- 
ket price for the first field is only 10 cents. 

And in any rate proceeding, neither the Commission nor the cus- 
tomers of the pipeline can contest this 12-cent cost since it is not in- 
curred under a “new or renegotiated” contract. 
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Third, take the case of an existing contract for gas having an escala- 
tion clause of the “price redetermination” type. This is the clause 
which requires that the price be increased to the average of the 3 
highest prices paid in a State or other specified area, including 1 or 
more railroad districts in Texas. 

This type of contract is widely and commonly used by pipeline com- 
panies from whom we purchase large volumes of gas. 

Suppose that the Commission establishes a reasonable market price 
of 10 cents per thousand cubic feet for the field covered by the con- 
tract, but that there is another field in the State or specified area for 
which the Commission establishes a reasonable market price of 12 
cents per thousand cubic feet and that three pipelines are taking gas 
from this second field. 

Again, as with the favored-nation clause, the 10-cent price under 
the contract would be forced up to 12 cents in spite of any finding or 
determination of the Commission. 

In short, H. R. 4560 will not stabilize present contracts containing 
favored-nation and other escalator clauses, and it will work against 
and contravene the price determinations of the Commission. This 
is not a proper result in any system of regulation. 

If, as the Harris bill contemplates, it is to be the congressional 
ae that ates shall be stabilized on a “reasonable market price” 

asis, then the statute should be so framed that the Commission may 
bring about this result. 

If the Natural Gas Act is to be amended, Congress must deal with 
this problem. 

Under the Natural Gas Act as now in force, the producers are sub- 
ject to regulation and their business is “affected with the public in- 
terest.” 

The problem of contract form can be dealt with by the Federal 
Power Commission in due course under the present statute so as to 
eliminate contract clauses which are found to be inimical to the pub- 
lic interest. 

If producers and these existing long-term contracts are exempted 
from regulation, it will be difficult or impossible for the Federal Power 
Commission to deal with the situation, even though it has the potential 
power to disrupt local utility rates and service. 

In our view, Congress must either leave the Natural Gas Act as it 
now stands or must provide for exemption of producers only on con- 
dition that their method of selling gas to pipeline companies is ac- 
complished in a form and manner which conforms to public policy as 
set forth in a legislative standard. 

We believe that it would be a serious mistake and a violation of the 
public interest for Congress now to amend the statute so as to grant 
the producers an exemption without at the same time establishing a 
proper policy as to methods of sale by producers and thereby provid- 
ing against the unrestrained action of favored-nation and other esca- 
lator clauses. 

Acts of Congress which establish guideposts or rules for doing busi- 
ness arecommon. As examples, we need only cite the Sherman Anti- 
trust Act, the Clayton Act, the Robinson-Patman Act, and the Fair 
Labor Standards Act. 





NATURAL GAS 551 


In the natural gas field, a legislative standard and policy would be 
plausible. Business is done under long-term contracts which involve 
tremendous obligations and amounts of ee 

Congress has a very real duty of insuring that the contracts of pro- 
ducers and pipelines do not include provisions which, when once in 
operation, can inexorably work against the public interest. 

Moore-Rizley bill: I had the fonder of appearing before your com- 
mittee in the 80th Congress in 1947, when you were considering the 
bill known popularly as the Moore-Rizley bill. 

Among other things, that proposed legislation included a provision 
to exempt the independent producers from ere and, as you may 
recall, 1 urged favorable action on the bill inc a that provision. 

But many changes have occurred since 1947 and in particular we 
have witnessed a tremendous increase in field prices and the growth 
of the problem resulting from these favored-nation and escalation 
clauses. 

While I still feel that the independent producers should funda- 
mentally be exempt from regulation, I also strongly feel that this 
should come only upon the correction of the favored-nation and esca- 
lator-clause problem. 


CONCLUSIONS AND RECOMMENDATIONS 


In conclusion, we agree with and support the interrelated proposi- 
tions in H. R. 4560 that producers shou q 
market-price basis. 

But we believe that this proposition can reasonably stand and work 
only if Congress first provides for the elimination of favored-nation 


be stabilized on a reasonable 


and price-redetermination, and other escalator clauses. 

Hence, we most earnestly submit that this bill should not be re- 
ported out by the committee nor adopted by Congress in its present 
form. 

We most earnestly request that section 1 of the bill, which deals with 
the jurisdiction of the Federal Power Commission, be changed and 
supplemented so as to continue and provide regulation as to those 
produnens who, now or in the future, sell and deliver gas under con- 
tracts having favored-nation and other escalator clauses. Such regu- 
lation would automatically terminate when the producer had elim- 
inated such clauses from its sales contract. 

This amendment to the bill could be accomplished by means of a 
suitable proviso to the definitions of transportation and sale as now 
set forth. Either this proviso could specify with exactitude the 
various favored-nation and escalation clauses which would cause the 
producer to remain under regulation, or it could make general pro- 
vision as to the types of clauses and allow the Commission, by rule and 
regulation, to determine the exact clauses coming within its scope. 

aan we respectfully suggest the following amendments to 
section 1 of H. R. 4560, so as to protect the public against the action 
* favored nation and escalation clauses in existing and future con- 

racts: 

1. Add at the end of the new definition “transportation of natural 
gas in interstate commerce,” the following proviso : 


Provided, however, That this limiting definition shall not apply to any trans- 
portation in interstate commerce of gas for sale at a price determined by, or 
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subject to adjustment in accordance with, any contract clause or provision which 
is known as a favored nation, price redetermination, or other escalation clause, 
as specified and defined by rule or regulation of the Federal Power Commission. 


2. Add at the end of the new definition of “sale in interstate com- 
merce of natural gas for resale”’, the following proviso : 


Provided, however, That this limiting definition shall not apply to any sale of 
gas in interstate commerce made at a price determined by, or subject to adjust- 
ment in accordance with, any contract clause or provision which is known as 
a favored nation, price redetermination, or other escalation clause, as specified 
and defined by rule or regulation of the Federal Power Commission. 


There is attached hereto a mimeographed copy of H. R. 4560, the 
Harris bill, in which the above additions have been inserted in italics, 
for the convenience of the committee. 

(Copy referred to is as follows :) 


H. R. 4560 as AMENDED To SHOW CHANGES (ITALICS) PROPOSED BY CONSOLIDATED 
NATURAL GAS Co. 


[H. R. 4560, 84th Cong., Ist sess.] 
A BILL To amend the Natural Gas Act, as amended 


Be it enacted by the Scnate and House of Representatives of the United States 
of America in Congress assembled, That section 2 of the Natural Gas Act, as 
amended, is amended by adding at the end thereof the following two new para- 
graphs: 

(10) ‘Transportation of natural gas in interstate commerce’ means only such 
transportation of natural gas in interstate commerce as occurs after the com- 
pletion in or within the vicinity of the field or fields where produced of all pro- 
duction, gathering, processing, treating, compressing, and delivering of such 
natural gas into the transportation facilities of a person engaged in transporting, 
in such transportation facilities, natural gas in interstate commerce beyond the 
vicinity of the field or fields where produced : Provided, however, That this limit- 
ing definition shall not apply to any transportation in interstate commerce of 
gas for sale at a price determined by, or subject to adjustment in accordance with, 
any contract clause or provision which is known as a favored-nation, price re- 
determination, or other escalation clause, as specified and defined by rule or regu- 
lation of the Federal Power Commission. 

“(11) ‘Sale in interstate commerce of natural gas for resale’ means only 
such sale in interstate commerce of natural gas for resale as occurs after the 
commencement of the transportation of such natural gas in interstate commerce 
as defined in paragraph (10), but does not include any sale which occurs in or 
within the vicinity of the field or fields where produced at or prior to the com- 
mencement of such transportation in interstate commerce of the natural gas; 
provided, however, That this limiting definition shall not apply to any sale of gas 
in interstate commerce made at a price determined by, or subject to adjustment 
in accordance with, any contract clause or provision which is known as a favored- 
nation, price redetermination or other escalation clause, as specified and defined 
by rule or regulation of the Federal Power Commission.” 

Sec. 2. Subsection (b) of section 5 of the Natural Gas Act, as amended, is 
hereby redesignated as subsection (e), and such section 5 is further amended by 
inserting immediately after subsection (a) thereof the following new sub- 
sections : 

“(b) When an increase in any rate or charge of a natural-gas company Is 
based in whole or in part upon any new or renegotiated contract for the purchase 
of natural gas from a person other than an affiliate, the Commission shall con- 
sider whether the price at which the natural-gas company has contracted to buy 
such natural gas is the reasonable market price thereof in the field where pro- 
duced, considering the effect of the contract upon the assurance of supply and 
the reasonableness of the provisions of the contract as they relate to existing or 
future market field prices; and the Commission shall allow the natural-gas com- 
pany to charge as an operating expense for the natural gas purchased under the 
contract only such market price, plus a fair gathering charge in those cases where 
sueh price is determined before and not after gathering is completed. 
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*“(c) In regulating the rates and charges of a natural-gas company, the Com- 
mission shall allow as an operating expense of such natural-gas company, for 
natural gas produced by it or purchased from an affiliate, the reasonable market 
price of such natural gas in the field where produced plus a fair gathering charge 
in those cases where such price is determined before but not after gathering is 


completed. 
“(d) For the purposes of this section a person shall be held to be an affiliate 


of a natural-gas company if such person controls, is controlled by, or is under 
common control with such natural-gas company.” 

Sec. 3. Subsection (e) of section 7 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following new sentence: ‘Notwith- 
standing the foregoing provisions of this subsection, an application for a cer- 
tificate which is supported by a natural gas purchase contract shall be granted 
only in the event the price to be paid for natural gas under the contract is not 
greater than the reasonable market price for such natural gas in the field where 
produced.” 

Mr. Rosinson. In view of the importance of the favored nation and 
escalation clause problem, we have confined this statement to this 
one point. There are, however, certain other changes, which appear 
necessary in H. R. 4560, as ee introduced, and in the amend- 
ments proposed by Messrs. Searls and Merriam. We briefly note these 
further changes on the attached table 5. 

Table 5 is the three-page table just preceding the map. These are 
additional changes. 


TABLE 5. CONSOLIDATED NATURAL GAS COMPANY 


Additional necessary changes in H. R. 4560 as originally intro- 
duced, and in the amendments proposed by Messrs. Searls and Mer- 
riam. 

1. The new section 5 (b) as set forth in H. R. 4560 applies only 
in rate-increase cases. But suppose the Commission has entered on a 
general investigation into the rates of a gas company? Would it be 
obliged to allow the full contract costs, or could it consider the rea- 
sonable market price? It would appear that the words: 


when an increase in any rate or charge of a natural-gas company is based in 
whole or in part upon a new or renegotiated contract * * * 


should be changed to read: 


When in any rate proceeding the cost of service of a natural-gas company 
is based in whole or in part upon a new or renegotiated contract * * *, 

In this regard it should be noted that the proposed new subsection 
5 (c), dealing with the regulated pipeline company’s own produc- 
tion, would apply in all rate proceedings. There is just as much 
reason to make subsection 5 (b) apply to all rate proceedings. 

2. The new section 5 (b) as set forth in H. R. 4560, states that the 
Commission shall consider the “reasonable market price * * * con- 
sidering” certain specified factors. There are many other factors, 
such as prices under other gas contracts, which the Commission might 
well consider. 

Mr. Searls pointed out some of these additional factors. Hence, the 
above-quoted words should be supplemented to read: 


reasonable market price * * * considering among other things * * *, 

3. H. R. 4560 limits the reasonable market price concept to new 
and renegotiated contracts and Messrs. Searls and Merriam further 
propose to exclude favored nation and price escalation clauses from 
the concept of a renegotiated contract. These limitations are proper 
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only if H. R. 4560 is amended to provide for the continued regulation 
of favored nation and escalator clause contracts in the manner set 
forth in our principal statement. 

4. Messrs. Searls and Merriam proposed a new subsection 5 (c) 
which allows the natural-gas company to apply in advance for ap- 
proval of the price to be paid under a new contract. 

The consumers and distribution companies should by all means have 
a right to participate in this proceeding and Mr. Searls stated that 
this is the intent of his language. But the new subsection should 
make clear that this right exists and that there should be adequate no- 
tice and opportunity for hearing. 

We call attention to the language used in Mr. Searls’ proposal to 
the effect that the commission shall make a determination with respect 
to the price or prices to be paid. Oy 

We assume that this obligates the Commission to make a determina- 
tion only as to the prices expressed in the contract and does not include 
the power to approve in advance contingent future increases of un- 
known amount under favored-nation and other escalation clauses. 

The Commission could hardly be expected to approve in advance any 
such future increases, nor would the consumers or distributors have 
a fair hearing as to such future increases. Of course, this only illus- 
trates one further reason why the bill should be changed to provide 
for the regulation of such clauses in the manner set forth in our main 
statement. 

We appreciate the opportunity to present these views to the com- 
mittee, and earnestly hope that they may lead to a satisfactory reso- 
lution of his serious regulatory problem. 

I thank you very much for your attention. 

The CuatrmMan. Thank you very much, Mr. Robinson. I have not 
had time to analyze the proposed amendments that you have suggested 
this morning. 

It is my feeling, however, that this goes to the very heart of the 
problem, the question of the future of renegotiated or new contracts, 
with reference to escalation contracts and favored-nation contracts. 

More and more it seems that we begin, as we consider this legisla- 
tion, to bring that into rather sharp focus. I think the committee 
appreciates very much the information you have given this morning. 

It is the intention of the Chair again this morning to start at the 
lower end of the committee and that is not said in any manner except 
to designate it as such for questions. 

Mr. Hayworth, do you have a question? 

Mr. Hayrwortu. I am sorry I interrupted the proceedings earlier. 
I did not know it was going to lead as far as it did into the appendices 
of the report. 

I would like to know, turning back to page 8 of your statement, how 
much these increases in price are related to your increases in retail 
prices. 

Mr. Rosrnson. It increases our costs of gas, the amount of gas we 
purchase from this particular company, by the amounts shown on the 
right-hand side of the page. 

The first increase in 1951 by 3.28 cents. 

Mr. Hayworrn. Those total a little over 10 cents. Now, your prices 
to your consumers increased that much per thousand cubic feet ? 
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Mr. Rosrnson. They might, or they might not. In the utility busi- 
ness it takes quite some time to get a price increase through our com- 
missions. 

I might just illustrate that by one of our companies, the Peoples 
Natural Gas Co. in Pennsylvania, which operates wholly under the 
jurisdiction of the Pennsylvania Commission. 

These increases will go to other companies in the consolidated sys- 
tem. Just using one company to illustrate, on July 1, 1951, we re- 
ceived an increase of slightly over a million dollars from the Penn- 
sylvania Commission. On July 15, 1952, $2,734,000; October 15, 1953, 
$2,185,000; October 1, 1954, $2,530,000; that is a total for one of the 
companies of practically $814 million. 

Now, the increase that has been passed on to us under G-—5259, 
December 15, 1954, of nearly $10 million, has not yet been effected in 
rate applications. So that is still pending and we are preparing data 
to file to reimburse us for that increase. 

Mr. Haywortn. Before pursuing that any further, I would like to 
go back and ask whether or not you have knowledge of the exact in- 
creases to the transmission lines of the cost of their gas? 

In other words, was it precisely, or close to 10 cents over this period 
of 4 years? 

Mr. Rosrnson. Yes. This document that I understand from the 
chairman is going to be put into the record, shows in detail what the 
prices will be in each case. : 

For instance, take in the Railroad Commission District No. 6, of 
Texas, the amount of gas that the Chicago corporation is selling to the 
Tennessee Gas Transmission Co. is nearly 42 billion cubic feet a year. 

The increase on this one renegotiated contract goes from seven and a 
half cents to 13.13 cents. 

Mr. Harwortn. That was the cost of the Tennessee Co. 

Mr. Rostnson. That was the cost of the Tennessee Co. That is 
what triggered off this nearly $10 million increase. 

Now, that is just one illustration. There are different amounts. 
There are some others that went from ten and a quarter cents to 12.4 
cents. And a great many different factors come into it. 

Mr. Hayrwortn. Would you go so far as to say, then, that all of the 
increase to the consumer has gone back to the producer? 

Mr. Rosrnson. It has, or will. Some of it has not yet gone to the 
consumer. There may be some cases, a great many cases, where the 
expansion of markets, the growth of the companies, can operate in a 
more efficient manner and the consumer would get the benefit of any 
savings of that nature. 

Mr. Harworru. In case the producers get more, then that will be 
reflected directly and wholly without any other increase in the prices 
paid by the consumers? 

Do you anticipate that in the future? 

Mr. Rostnson. In our company, for instance, we have expanded 
about to the limit of our present consumers. We have 80-percent 
saturated heating customers. That means 80 out of every 100 con- 
sumers use gas to heat. 

Our growth in the future will, of necessity, have to be new areas 
or expansion of present areas. So we will not be able to expand our 
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markets and thereby absorb as much of the increased price as we have 
in the past. 

So we are approaching that time where any increased cost will have 
to be passed on directly to the consumer. 

Mr. Hayworru. I assume that there is some increased cost so far 
as your distribution is concerned, maybe minor, but labor, for example, 
or your equipment that is used up year by year. 

Mr. Rosrnson. That is correct, all operating expenses, including 
labor, materials, have all increased. ‘That would be in addition to the 
cost of gas which would be just one element of the total cost. 

Mr. Haywortu. What I am trying to get back is a firm statement 
as to just how these increased costs of gas and labor and so forth are 
divided up. 

I assume that the consumer pays for all of them. 

Mr. Rosrnson. Theoretically, they do. Some of them are delayed 
in getting them, but in the end the consumer has to pay all the cost. 

Mr. Haywortu. Do you have any tables or set of tables that would 
show the share of costs that would be absorbed by each one of the 
agencies or companies contributing to the total cost of the product? 

Mr. Rosrnson. I have no such table here. We have all that infor- 
mation, of course. If you will refer to the table in the back of the 
book where it shows what our average selling price is of gas, and then 
look at the table of what our average cost of gas is, you can get from 
that a relative percentage of what the gas purchase places in that cost. 

Mr. Hayworru. All right, thank you. 

The Cuarrman. Mr. Bush. 

Mr. Busu. No questions. 

The Cuarrman. Mr. Springer? 

Mr. Serincer. Mr. Robinson, you are familiar with the Harris bill, 
are you? 

Mr. Roprnson. Well, I have read it several times. I do not know 
that I thoroughly understand it. 

Mr. Sprincer. Are you satisfied that the language of that is clear 
erengh to reach all these problems that you have raised in your state- 
ment ¢ 

Mr. Rostnson. Yes; I think so. 

Mr. Sprrncer. You are familiar with the section of the old bill 
which was under discussion in the Phillips Petroleum case, are you 
not? 

Mr. Roginson. Yes, sir. 

Mr. Sprincer. I have that decision before me now, which was de- 
cided in June 1954. Were you in the gas business at the time that bill 
was passed in July 1937? 

Mr. Rosrnson. I have been continuously in the gas business since 
1921. 

Mr. Sprincer. Did you have anything to do, or take any part in the 
passage of that bill in 1937? 

Mr. Rogtnson. Very little. 

Mr. Sprincer. Were you satisfied with the language of that bill, 
that it did not cover the production and gathering of gas? 

Mr. Rosinson. I am not an attorney, Mr. Springer, but my attorney 
said he was satisfied with it. 

Mr. Sprrncer. He said he was satisfied with it ? 

Mr. Rostnson. Yes, sir. 
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Mr. Springer. For the record, in order that this committee may 
understand, I want to read, if I may, from the hearings on July 1, 
1937. This bill was brought up and handled by Mr. Lea, whether he 
was chairman of the committee, I would not know. 

Mr. Wolverton was on the committee at that time. 

This question was put to him: 

Mr. GREAVER. In other words, it would take the power away from the State 
commission to that extent? This is Mr. Lea who is handling the bill. 

The object of this bill is to supply regulation in those cases where the State 
commission has no power to regulate. There are, however, some situations de- 
fined in the bill to which this regulation does not apply. 

Now, these are questions being asked by Members of Congress who 
are not members of this committee, as to what the meaning of this bill 


was at that time. 
Mr. Lea replied: 


One is local distribution on the principle where this passes interstate com- 
merce and reaches the point of broken package the local State commission has 
the regulatory power. The same general rule applies to transportation and sale 
of gas. So this act does not affect the local distribution of gas. 


Then in this new paragraph: 

The bill does not apply to the production and gathering of gas. 

That is one paragraph of Mr. Lea’s statement to the House that this 
bill did not apply to the production and gathering of gas. 

Nowhere in these briefs that were submitted, and I got a pile of them 


here from the Supreme Court yesterday, does the attorney for the 
Phillips Petroleum case raise the history of this case before the Su- 


preme Court. 


Now, there were full hearings before the committee and I quote Mr. 
Wolverton’s statement a couple of pages later, to the effect : 

This bill has been given careful study and consideration by the Committee on 
Interstate and Foreign Commerce during the last session and also at the present 
session. It has the unanimous approval of the membership of the committee and 
deserves the favorable consideration of the membership. 


That is the only pas I find in the record that says it was unani- 


mously adopted by both the Democrats and Republicans on the com- 
mittee. 

Mr. Lea goes out and tells the House what this bill means. That is 
pretty clear language; the chairman of the committee says it does not 
apply to the production and gathering of gas. 

Now, over on the Senate side, and this was heard over there, this 
very question was raised by Senator Austin as to whether or not this 
applied. This is the first time it was up: 

Mr. Austin. Mr. President, I should like to inquire whether the bill undertakes 
to gain control over the natural-gas resources, that is, the natural gas of any 
State, to enable the Federal Government to controlit. If it does, of course, I shall 
object. I inquire whether anyone knows. 

And he gets an answer there that it does not, by Mr. La Follette. 

Mr. La Follette was not handling the bill. 

Because of these objections, the bill was laid over twice. 

Then, for the third time, this matter comes before the Senate on 
August 19, at which time there were no hearings of any kind and this 
was passed on the representation of the people who were handling it. 
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Mr. Austin raises this question for the third time, at page 9312 of the 
Congressional Record : 

Mr. AusTIN. Mr. President, may I ask the Senator from Montana, Mr. Wheeler, 
a question about the bill? 

Does the bill undertake to regulate the production of natural gas, or does it 
undertake to regulate the producers of natural gas? 

This is the reply of Mr. Wheeler, who is handling the bill and is 
representing to the Senate what the meaning of the bill is: 

Mr. WHEELER. It does not attempt to regulate the producers of natural gas 
or the distributors of natural gas. 

That is his statement in the record. 

Now, I do not know how much clearer the language could be. I 
do not know how much clearer a statement could be by the men han- 
dling this, both in the House and the Senate, clearly stating to the 
Senate exactly what is meant in the bill. 

Now, you come over to this Supreme Court decision and I am not 
going to take Mr. Minton’s part, but I will say that he took a part in 
the passage of this bill and made certain statements as to what the bill 
means without having direct knowledge of what the bill means at all, 
because there were no hearings over there. 

Now, that is the history of it. I want to quote from page 9 of the 
Phillips Petroleum case. Justice Minton: 

Rather, we believe that the legislative history indicates a congressional intent 
to give the Commission jurisdiction over the rates of all wholesalers of natural 
gas in interstate commerce, whether by pipeline company or not, and whether 
occurring before, during, or after transmission by an interstate pipeline company. 

Now, if there is any language that is directly contrary to the intent 
of Congress, I have never seen it in my legislative experience in Con- 

ess. 

“ne Wotverton. Will the gentleman yield ? 

Mr. Sprineer. I will. 

Mr. Wotverton. Is the gentleman aware of the fact that Justice 
Minton, who wrote the decision for the Supreme Court, was a Member 
of the Senate at the time the act was passed and could it be presumed 
that he used the language that he did because of his personal belief that 
the act did intend to control gathering? 

Mr. Sprincoer. I think he did. I think his statement in this record 
indicates that. 

Mr. Wotverton. I merely call it to the gentleman’s attention in 
view of the fact that you have sought to build up by a few extracts 
from the record what the meaning was, but you had ignored entirely 
anything that has been said by Senator Minton who was at that time 
a Member of the Senate and who later, as Supreme Court Justice, 
construed the act. 

Mr. Sprincer. That is true. I think Mr. Minton, not having any 
ae on this bill at the time he voted on it, did not understand 
the bull. 

But there was not any doubt that it did not cover the producers 
and gatherers of natural gas. 

Mr. Wotverton. I do not want to enter into an argument whether 
a Congressman or Senator always understands what he is doing. 
_ Mr. Sprrncer. I bring that up for this one reason, and I think that 
is most important. The thing I am not convinced about it is if the 
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language of this act as originally written was not clear, I am not so 
sure that the language as raised in this bill is going to help a whole lot. 

For instance, in the Harris bill, you used the words: 

In or within the vicinity of the field or fields where produced of all production, 
gathering, processing, treating, compressing, and delivering of such natural 
gas 
by using that kind of language, I think you are in a position to make 
this not only as bad, but worse than the bill was originally, because 
I think the language there was clear because there were only about 
12 words, that it shall not apply to the production and gathering of 
natural gas. 

All of these amendments that the industries are coming in with, 
I do not think are simplifying the problem. 

I do think the committee ought to have the benefit of what was 
said here as to what the bill meant originally, when we get into the 
question as to the kind of language you are going to use, if the pur- 
pose of it is going to be to exempt partially, at least, producers and 

atherers of natural gas when this language gets over to the Supreme 
Cooke for interpretation. 

Mr. Harris. Will the gentleman yield? 

Mr. Srrrncer. I will. 

Mr. Harris. Does the gentleman agree with me that the purpose 
of the legislation that is being hinaidiartid here is to try to clarify 
the intent of Congress and this particular subject as a result of the 
Phillips Petroleum case? 

Mr. Sprincer. I think there is an attempt to do that, yes. 

Mr. Harris. If legislation is resolved and completed and should 
finally become law, do you see why the court would not uphold the 
action of Congress, having as the basis of its approach to this problem 
to make it clear that the producers and gatherers of natural gas and 
the sale thereof would be exempt from jurisdiction ? 

Mr. Sprrnecer. I think it is going to have to be clear enough, that 
is the purpose of this bill. 

Mr. Harris. That is the basic purpose. 

Mr. Sprineer. I think it is going to have to be clear enough that 
there is no misunderstanding about it. If those words as set out in 
the original act, that this shall not apply to the producers and gather- 
ers of natural gas, I do not know what language you are going to use 
that will make it any clearer. 

Mr. Harris. It will have to include the sale. 

Mr. Flynt? 

Mr. Fiynt. I have no questions. 

Mr. Harris. Mr. Friedel? 

_Mr. Frrepen. On page 8 of your schedule here, you have the “por- 
tion borne by Consolidated.” What is meant by “portion borne by 
Consolidated”? Do you absorb that money ? 

Mr. Roprnson. Tennessee Gas Transmission Co. sells to a great 
many distributing companies along their pipeline. Their total in- 
crease is the amount shown in column 3. 

The proportionate amount of that attributable to the gas that the 
Consolidated buys is that shown in the last column. 

Mr. Frrepet. Yes, but is that absorbed by the Consolidated Co., the 
portion borne by it? 

Mr. Rosrnson. For instance, let us take the last item, $9,898,000. 
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Mr. Friepev. Yes. ; 
Mr. Roprnson. The increase in cost of Consolidated doing business 


on account of that rate increase was $2,526,000. It just increased our 
cost that much. 

Now, either we have to stand that or we have to get it passed on to 
our consumers in some way because that is an actual operating cost 
that has to be borne by the Consolidated group of companies. 

Mr. Frrepew. In other words, you will eventually pass it on to the 
consumer ? 

Mr. Rostnson. We hope immediately. 

Mr. Frrevet. Immediately ? 

Mr. Roprnson. Yes. 

Mr. Friepver. Can you explain why the $9,898,000, why that in- 
crease ? 

Mr. Rosrnson. I read every word of it into the record. I will read 
it again. 

Mr. Frrepet. No. The point is this: Is it because of taxes in the 
State, or is it because of the increased price at the wellhead ? 

Mr. Rosrnson. The majority, the larger amount of the $9,898,000 
is due to various increased clauses in the contract, the renegotiation, 
favored nation, and so forth. 

There is included in that a small amount; I think it amounts to about 
a quarter of a cent a thousand, of taxes. 

The larger percentage of that, better than 90 percent of it, is due 
to the increased price in the cost of gas in the field. 

Mr. Friepe.. In other words, it costs the consumer more than the 
actual cost at the wellhead by the time it goes through these different 
processes ? 

Mr. Rostnson. It may cost an individual consumer more. 

For instance, you might not be able to raise your industrial rates, 
such things as that. That would pyramid the price to the domestic 
consumer, or there may be other conditions. 

This gas has to be stored. There is the cost of storage which enters 
into the picture. 

Mr. Friepet. Did I understand that you were in favor of this bill 
that we are considering, 4560? 

Mr. Rorrnson. Yes, sir; with the amendments we have suggested. 

Mr. Friepet. Then getting back on your table 6, page 3, that last 
paragraph, I will read on down to where table 5 says: 

The Commission could hardly be expected to approve in advance any such fu- 
ture increases, nor would the consumers or distributors have a fair hearing as 
to such future increases. Of course, this only illustrates one further reason 
why the bill should be changed to provide for the regulation of such clauses in 
the manner set forth in our main statement. 

I gather from that amendment that you say there that you would 
rather have the Federal Power Commission control it at the wellhead ? 

Mr. Rosrnson. No, all table 5 is, sir, is calling attention to this com- 
mittee the various phases that we think ought to be taken into consid- 
eraticn in the drafting of this legislation. 

That has nothing to do with the purpose. We are trying to set out 
a workable bill. We have made two suggestions. 

Now, we didn’t take time to work out all of these, but in concluding 
these should be studied and used so as to clarify the bill, there would 
be no misunderstanding or anything else. 
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Mr. Friepex. In other words, as I understand it now, the Commis- 
sion could hardly be expected to approve in advance such future in- 
creases. 

Mr. Rosrnson. That is right. 

Mr. Friepvew. So, in other words, if there is any increase, you want 
the consumer and the distributor to have a hearing? 

Mr. Roprnson. No. If there are to be some, we feel that the con- 
sumer, or the distributor who represents the consumer in this particu- 
lar case, has to be given notice as to what action has been taken so that 
they could appear and find out whether these are just and reasonable 
prices, or not. be | 

At the present time prices of gas are going into effect without a sus- 
pension or a hearing. We don’t even get a look at them. 

Mr. Frreper. You would want the Commission to have a look into 
it before they would increase the prices, before they would buy it? 

Mr. Rostnson. That is correct. 

Mr. Frrepet. As I get it, there should be control at the wellhead ? 

Mr. Rorsrnson. No, this specifically refers to the amendment sug- 
gested by Mr. Searls and I think Mr. Merriam—lI don’t remember the 
wording of it—but there should be immediate hearing or immediate 
determination by the Commission as to whether a price will be allowed. 

In other words, they might have to pay a cent more than the going 
field price. 

Now, they want a determination at that time. If that determina- 
tion is to be made, then we feel that the distributing companies ought 
to be given permission to get in and see if that is a just and reasonable 
rate. 

Mr. Frrepet. Under this bill, H. R. 4560, as I understand it, the 
Federal Power Commission would not have any control at the well- 
head and the rates when they want to increase it 

Mr. Rosrnson. They would not have of the producer, but they would 
have control of the pipeline company as to the price they could pay 
the producer on new and renegotiated contracts. 

Mr. Friepet. That is all, Mr. Chairman. 

Mr. Harris. Mr. Bennett? 

Mr. Bennett. Mr. Robinson, I think you have made a very informa- 
tive statement—at least from my point of view it has been enlighten- 
ing in many respects—because it has provided to some extent the 
answers to some of the questions in my mind as to the effect of the 
language in Mr. Harris’ bill, particularly as it relates to the authority 
of the Commission to fix reasonable market prices on new or re- 
negotiated contracts. 

As I take it from your statement, you feel that the Federal Power 
Commission should have the right to fix reasonable market prices on 
new or renegotiated contracts, irrespective of whether those prices 
are used as a basis by the pipeline company to seek an increase in rates. 

Is that in effect what you are here requesting ? 

Mr. Roptnson. Let me state my position, as I see it. 

On new contracts the Federal Power Commission will have jurisdic- 
tion over what the pipeline company can pay. 

Mr. Bennett. In other words, over the reasonable market price? 

Mr. Rozrnson. Yes, whatever is determined as a reasonable market 
price. 
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Mr. Bennett. Now, in the language of the bill as it is written, sec- 
tion (b), says: 

When an increase in any rate or charge of a natural gas company is based 
in whole or in part upon any new or renegotiated contract * * * 

Then the Commission may fix a reasonable price. 

My question is this: Is it your position that the Commission shall 
control or fix reasonable market prices on all new contracts irrespective 
of whether they are associated with rate incrases ? 

Mr. Rostnson. I should think they could and if need be, they no 
doubt would. 

Mr. Bennett. Do you think they should? 

Mr. Rogrnson. The Harris bill, as we interpret it, does not permit 
the Federal Power Commission to set the producers’ rate. It only 
allows and will allow as an operating expense what they find to be 
a just and reasonable rate paid by the pipeline companies. 

Now, the only way they can determine whether it is reasonable or 
not is to have said what should be a reasonable rate, it would seem 
to me. 

Mr. Bennerr. And they ought to have the right, it seems to me, to 
do that in the beginning, because if they do not have that right, then 
the effect of section (b) is, for practical purposes, not usable. 

Suppose a new contract is made at the same price that the producer 
is presently paying for his gas. Now, if that happens, there is no 
control on the part of the Federal Power Commission, is there? Sec- 
tion (b) does not operate ? 

Mr. Rosrnson. No, I think they would always have the right to 
determine what a reasonable price would be. 

Mr. Bennett. In having fixed the reasonable market price in sec- 
tion (b), do you not think also that the Federal Power Commission 
should have authority to refix a reasonable market price at any time 
in the future, depending on the circumstances and conditions as they 
may change in the future? 

Mr. Rogrnson. Yes. 

Mr. Bennett. You would be opposed to having any escalator or 
favored-nation clauses in any contract where the Power Commission 
is fixing reasonable prices? 

Mr. Roprnson. Yes. Our position is that if those clauses are in the 
contract, stay in there, then we feel that the Commission must have 
the right to review those contracts and determine whether or not they 
are reasonable prices. 

Mr. Bennett. So the effect of that, of course, is that you might just 
as well say that from here on in there will be no escalator or favored- 
nation clauses in any of these contracts, 

The sole question at all times would be, What is the reasonable mar- 
ket price of the gas? and the Commission would determine it just on 
that basis. 

Mr. Rosrnson. I certainly hope, so, sir. 

Mr. Bennerr. Now, one of the questions that I assume will arise 
in respect to the operation of escalator clauses in existing contracts is 
the same question that will arise in respect to the effect of existing con- 
tracts, that is the effect of the Harris bill upon existing contracts, 

I assume from the language that the intent of the Harris bill by 
exempting producers from regulations is to ratify all existing gas 
contracts. Is that your understanding? 
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Mr. Rostnson. I think that is what it does; yes, sir. 

Mr. Bennett. Now, if that is the case, then in the amendments 
which you propose, which have the effect of giving the Commission 
the right to review escalator clauses in such contracts, do you not come 
face to face with the same problem, namely, can Congress in this kind 
of legislation do anything that would affect the operation of contracts 
which were in existence at the time the legislation was passed ? 

Mr. Roprnson. My attorneys tell me we can. I am not an attorney, 
Mr. Bennett. . 

Mr. Brennetr. Have you discussed that question with your at- 
torneys? 

Mr. Roprnson. Yes, sir. 

Mr. Bennett. Have you been advised that the Harris bill, as you 
have suggested, be amended to give the Commission authority to 
review escalator clauses in existing contracts, that Congress would 
have the right to modify by this legislation existing contracts in that 
respect ? 

Mr. Rogrnson. Yes, sir. 

Mr. Bennett. Your attorneys, I assume, have advised you that you 
could not pass legislation which would change the general effect of 
such contracts ? 

Mr. Rosrnson. I don’t know that I discussed that point with them. 

Mr. Bennett. I do not know the answer to this question, frankly. 

Mr. Roprnson. Iam sure you are not alone, Mr. Bennett. 

Mr. Bennett. I agree wholeheartedly with your objective. I do 
not see how the Harris bill can be practical and realistic at all in re- 
spect to fixing reasonable market prices unless it is amended to do the 


things which you have suggested it do. 
9 


But, on the other hand, there is considerable doubt in my mind 
whether, having ratified all existing contracts, in one breath, having 
said that the commission has no authority to regulate producers or 
the prices, in the next breath can you give the Commission the author- 
ity to take out or to modify the effect of escalator and favored-nation 
clauses ? 

Mr. Rosrnson. I think that would have to be done under the present 
rule of the Commission who now have the authority, after a full 
hearing and a determination that those things are not in the public 
interest, to change them. 

Mr. Bennett. Well, under the decision in the Phillips case, of 
course, they certainly would have that right, but leaving the Phillips 
decision out and considering the Harris bill, which says no Federal 
control over the producer, then would you have, do you believe, the 
same situation ? 

Mr. Rosrnson. Even the amendment we are proposing still puts 
this burden on the pipeline. It does not go direct to the producer 
any more than the Harris bill. 

We started with the Harris bill as a premise and we have attempted 
to make suggestions after much consideration that we thought would 
be workable and practical. 

Now, there may be better ways of doing it. I don’t know. But the 
pee of that, we think, is imperative if we are to have a healthy 
industry. 

Mr. Secoaates The Harris bill does not regulate the producer, but 
it does regulate his price. 
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Mr. Rosrnson. That is right, indirectly. 

Mr. Bennett. If he wants to sell in interstate commerce; is that not 
true? 

Mr. Rosrnson. It regulates that indirectly. 

In other words, if the pipeline company wanted to pay more, I 
think under the Harris bill they could pay more, but they could not 
be allowed the difference between what the Commission felt was a 
reasonable price and what they paid. They would have to absorb that 
as an operating expense. 

Mr. Bennetr. That is not realistic, though; is it? 

Mr. Roginson. I do not think so. 

Mr. Bennett. Were you here yesterday when I was discussing this 
matter of triggering contracts with Mr. Merriam? 

Mr. Ropsrnson. Yes, sir. 

Mr. Bennett. I would like to get your views on that question. I 
was trying to find out yesterday whether it is possible under this bill 
for a new contract at a higher price to set off a general increase in 
field prices, owing to the effect of the escalator clauses in the contract. 

In other words, to raise the price of the reserves of the pipeline 
company. 

His answer to this problem was that the new contract itself would 
be subject to Federal Power Commission scrutiny and that the Com- 
mission would determine whether the proposed price to be paid was 
within a reasonable market-price formula and inasmuch as the Com- 
mission could not approve a contract for a higher price than a reason- 
ble market price, this would in effect be a brake on any touchoff of the 
escalator clause. 

Now, I wonder how far this may be true. Is my understanding 
correct that only somewhere around half of the gas production goes 
into interstate commerce and there are large sales of gas within the 
State where produced for interstate residential and industrial con- 
sumers ¢ 

Mr. Rostnson. Yes, only about half of it goes in interstate commerce. 

Mr. Bennett. Is it true that some of these industrial consumers use 
large quantities of gas and enter into long-term contracts ? 

Mr. Roprnson. Yes, I think that is true. I have no personal knowl- 
edge, but my general opinion is, knowing the gas business as I do, 
that is the fact. 

Mr. Bennett. These contracts do not come before the Federal 
Power Commission for approval, do they ? 

Mr. Roptnson. No. 

Mr. Bennett. The escalator provisions of a pipeline company con- 
tract are not limited to what other interstate pipelines iil sam, are 
they ? 

Mr. Rosrnson. No. 

Mr. Bennett. They involve what other purchasers pay; is that not 
true ¢ 

Mr. Roptnson. Yes. 

Mr. Bennett. Hence, the Federal Power Commission would only 
have a limited braking power even under the assumption that Mr. 
Merriam gave me yesterday. 

Mr. Rostnson. I think I could make an example where there would 
not be any braking power unfortunately. If we had a depressed 
market and the field price of gas was going down, which would be 
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less than the going field price, but at the same time we had a direct 
escalator clause in the contract that goes up periodically every 5 
years, the field price of gas could conceivably be going down and 
under the old contracts the price would be going up. 

Mr. Bennett. So instead of the pipeline reserve going down with 
the market price under this new formula, they would actually be 
going up? 

Mr. Rosrnson. Could be; yes, sir. 

Mr. Bennerr. I would like to carry this one step further. Mr. 
Merriam was of the opinion that the pipeline could not, perhaps 
would not, increase its return on its own produced gas by entering in 
a contract ‘with some other producer in the same field ata higher price 
and thus force the higher market price with ramifications in the 
escalator clause. 

He felt that the Commission would have to approve the new contract 
and thus put a brake on the price. You do not agree with that, I 
take it? 

Mr. Rostnson. I think the Commission under this Harris bill as 
amended would allow the pipeline company for their own production 
the reasonable market price, the reasonable price established in the 
field in which they operate as an operating expense. 

Mr. Bennett. And if the price went up to other producers it would 
have the direct effect of raising the price of the pipeline reserve even 
though they might not necessarily be in the same field ? 

Mr. Rortnson. Could be in the general area. 

Mr. Bennett. The effect of triggering operation put into effect by 
the escalator clauses—those do not necessarily have to be with the 
pipeline or producer ; they could be between a producer and a private 
concern, a private industrial concern. 

Mr. Roptnson. Those regulated by third-party contract, escalator 
clause could be, yes. It makes no difference. 

Mr. Bennetr. You would come out with this triggering operation, 
though, with the same result, would you not, on an industrial contract 
between a producer and an industry ? ; 

Mr. Rosrnson. Yes, that is correct. 

Mr. Bennett. The only way that you could avoid that would be to 
give the Federal Power Commission control over industrial sales, the 
control of prices / 

Mr. Rostnson. No, I don’t think that is related to the industrial 
sale. What the pipeline company receives for his own gas is not 
related to industrial sales, Mr. Bennett. 

Mr. Bennetr. But the basis of such industrial sales contract may 
have the effect of raising the market price and thus setting off the 
escalator clauses ? 

Mr. Roptnson. Any escalator clause that is set off under the direct 
Harris bill, without the amendment, would certainly raise a pipeline 
company’s own produced gas because it is purported to allow him the 
reasonable price in that field. 

Mr. Bennerr. Do you think it is possible under these escalator 
clauses, favored-nation clauses that are in existing contracts, for pro- 
ducers between themselves and producers and purchasers of natural 
gas, to manipulate the market and have it just about where they want 
it? 

Mr. Rogrnson. No, I don’t believe they would do that. 
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Mr. Bennett. I am not saying they would do it, either, but would 
it be possiiile for them to do it under these escalator clause arrange- 
ments ¢ 

Mr. Rozrnson. I would much rather see the escalator clause propo- 
sition eliminated, then that cannot be a problem, Mr. Bennett. 

Mr. Bennerr. One of your reasons is because it creates an uncon- 
trolled situation as far as the price is concerned about which the Har- 
ris bill would do nothing. 

Mr. Rosinson. That is correct. 

Mr. Bennett. Now, in giving the Commission the right to deter- 
mine and fix reasonable market prices, I want to be sure I understand 
your feeling on that. 

Do you think that the Commission should at all times have the right 
to go in and make changes in the reasonable market-price structure, 
depending upon conditions as they exist at the time? 

Mr. Ropitnson. Yes; I think they would have to if it is going to 
operate. 

Mr. Bennett. So they would have the right to either raise or lower 
the price depending on the economic and other conditions at the time? 

Mr. Rozinson. That is right. 

Mr. Bennett. It just could not work out in a reasonable and prac- 
tical way unless you do that? 

Mr. Rosrnson. I think not. 

Mr. Bennett. I think that is all, Mr. Chairman. 

Mr. Harris. The hour is now 12:15. The Chair would like to an- 
nounce that we will adjourn until 2 o’clock, at which time Mr. Robin- 
son will come back on the stand and Mr. Dies will have the first ques- 
tions. 

Mr. Rocers. Mr. Chairman, in that regard, let me say this: I had a 
very important meeting with a group of farmers, and we have a meet- 
ing with Secretary Benson this afternoon that I will have to attend. 

I do not want to waive my right to question this witness if I happen 
to be absent. 

I hope to be back by 3: 30 or 4. 

Mr. Harris. Very well, you will have that right. 

The committee will adjourn until 2 o’clock this afternoon. 

(Thereupon, at 12:15 p. m., the committee was recessed, to recon- 
vene at 2 p. m., same day.) 


AFTERNOON SESSION 


The CuHarrmMan. The committee will come to order. 
Mr. Robinson, would you resume the stand ? 


STATEMENT OF J FRENCH ROBINSON, PRESIDENT, CONSOLIDATED 
NATURAL GAS CO.—Resumed 


The CrarrMan. I believe at the time we adjourned at noontime, 
it was in order to recognize Mr. Dies of Texas for questions. Do you 
have questions, Mr. Dies? 

Mr. Dres. Mr. Robinson, your company is engaged in the trans- 
portation, distribution, and production of gas; is that true? 

Mr. Rogrnson. Yes, sir. 
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Mr. Dies. Briefly, what is the structure of your company? Do you 
have a parent holding company and subsidiaries ? 

Mr. Rostnson. Yes, sir. The Consolidated Natural Gas Co. is the 
parent ae It owns all of the stock of the five companies; 
namely, Hope Natural Gas Co., operating in West Virginia; East 
Ohio Gas Co., operating in Ohio; Peoples Natural Gas Co., operating 
in Pennsylvania; the New York State Natural Gas Corp., operating 
in Pennsylvania and New York; and the River Gas Co., operating 
in and around Marietta, Ohio. 

Mr. Dies. Each of these subsidiary corporations are beptiinte and 
distinct by corporate structure from the parent company $ 

Mr. Rosrnson. That is right. 

Mr. Dies. Where is your production, chiefly ? 

Mr. Rosinson. We have production—do you mean our own pro- 
duction ? 

Mr. Dies. Of your subsidiary companies. 

Mr. Rosrnson. We have production in Pennsylvania, West Virginia, 
Ohio, and a little in New York State. 

Mr. Dies. And how much gas did you produce last year, the total 
amount ? 

Mr. Rostnson. 72 billion cubic feet of gas. 

Mr. Dies. How much reserves does your company own? 

Mr. Rostnson. Under our own production and under local pur- 
chases within the Applachian area, some three-quarters of a trillion 
cubic feet. 

Mr. Dies. To whom do you sell your gas ? 

Mr. Rosrnson. To some 1 million customers. 

Mr. Dies. I understand ultimately you do, but the gas of the pro- 
coy company is sold then to the distributing company; is that 
right ? 

‘Mr. Rosrnson. No, sir; that is not correct. We only have the one 
company. Let us take Ohio, for an illustration. The East Ohio 
Gas Co. produces some gas locally. They purchase gas from the long 
lines. We store gas. And then we distribute that gas direct to the 
consumer. 

Mr. Dres. Do you have any breakdown, do you know what price is 
paid to your producing company for the gas? 

Mr. Rosrnson. Sure. 

Mr. Dies. What price do you pay the producing companies? 

Mr. Rostnson. We do not pay. It goes into an operating expense. 
It is part of our general business. 

Mr. Dies. On your cost, what do you figure as to the cost of your 
gas? 

Mr. Rostnson. That is all done in rate matters before the State 
commissions. I would say that our costs in Ohio, Pennsylvania, and 
West Virginia, run very close to the local field price of gas. 

Mr. Dies. What is the local field price in the Appalachian area? 

Mr. Rosrnson. It varies from 20 cents to about 27.5 cents, depend- 
ing upon the location. 

Mr Dres. And that is the price, then, that you pay for the gas that 


you distribute from that area? 

Mr. Rostnson. That is the price that we pay local producers from 
whom we buy gas in that area. 

Mr. Dies. And if you produce, it costs you that amount? 
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Mr. Rosrnson. Approximately that amount, yes. 

Mr. Dries. So as far as the consumer is concerned, he is paying that 
price for the gas, so far as the production of gas is concerned ? 

Mr. Ropsrnson. Yes. 

Mr. Dries. That is what I wanted to know. What percentage of 
your gas is produced by your subsidiary and what percentage do you 
purchase ? 

Mr. Rosrnson. I am a little confused on your term “subsidiary.” 

Mr. Dries. I am talking about your producing companies. How 
much of the total gas that you distribute do you produce? 

Mr. Roprnson. We have no producing company as such. The one 
company is the company, and they produce, transport, and distribute. 
We have nothing between at all. 

Mr. Dres. Of the total amount of distribution, how much is pro- 
duced by your company ? 

Mr. Rosrnson. Last year we sold 

Mr. Dres. I am talking about percentagewise, approximately. 

Mr. Rostnson. I do not have that figure, but I can put it into the 
record so it can be figured. 

Mr. Dies. You do not have to be too accurate. Give me a rough 
percentage. 

Mr. Rogzrnson. We sold 72 billion out of a total of 382 billion, which 
would be roughly 17 percent. 

Mr. Dries. The bulk of your gas you purchase? 

Mr. Rosrnson. Yes. 

Mr. Dres. And you have long-term contracts? 

Mr. Roginson. Yes, sir. 

Mr. Drrs. How long do your contracts, on an average, exist ? 

Mr. Rogtnson. From now on or when originally made? 

Mr. Dres. When you originally made them. 

Mr. Roptnson. Some were for 10 years, some for 15 years, and some 
for 20 years. 

Mr. on Did you make many long-term contracts after 1948? 

Mr. Rosrnson. We have made some purchases since 1948, and they 
would be long-term contracts. 

Mr. Dries. Of the total number of long-term contracts, what would 
be the percentage of the ones you got after 1948 compared with the 
ones you had before 1948? 

Mr. Rosrnson. We are making long-term contracts every day. 

Mr. Dres. Just roughly. I am not asking for an exact proportion, 
but roughly what is the percentage ? 

Mr. Rostnson. I should think that half of our total purchases were 
made prior to that time. Our first contract with a pipeline company 
was made in 1943. 

Mr. Dres. From whom do you buy most of your gas on the long- 
term contracts? 

Mr. Rostnson. We buy approximately 8 percent of our send-out 
from the Pan Handle Eastern Pipeline Co. 

Mr. Dres. Eight percent? 

Mr. Rosrnson. Eight percent, yes. We buy approximately 28 
percent from the Tennessee Gas Transmission Corp., and about 29 
percent from the Texas Eastern Transmission Corp. 

Mr. Dies. And you buy from those companies under long-term 
contracts ¢ 





NATURAL GAS 569 


Mr. Rosrnson. Yes, sir. 

Mr. Dries. Where do those companies deliver the gas to you? 

Mr. Rosrnson. It is delivered at several delivery points throughout 
our system. If you will refer to the map attached at the end of the 
statement, you will notice in the southern portion of the map, in West 
Virginia, two black arrows. They point to delivery points from the 
Tennessee Gas Transmission system. In the southwest corner of the 
State of Pennsylvania, you will notice three black arrows. They 
point to the delivery points of gas from the Texas Eastern Transmis- 
sion Corp. 

If you will notice in the eastern portion of Ohio, a black arrow, 
according to the intersection of the Texas Eastern Transmission 
Corp. and the red line on the map, indicating East Ohio’s line, is a 
delivery point. Furthermore, in Ohio, near the city of Youngstown, 
there is a delivery point between the Tennessee Gas Transmission 
Corp. and East Ohio. In western Pennsylvania, just south and east 
of Youngstown is another black arrow which indicates a delivery 
point between the Tennessee Gas Transmission Corp. and the Peoples 
Natural Gas System. Then in New York State you will notice three 
arrows pointing to the intersection of the Tennessee Transmission 
line and those of the New York State noting three delivery points 
in that area. 

Mr. Dies. What is the average price you paid at the delivery points 
last year for your gas? 

Mr. Rostnson. About 301, cents. 

Mr. Dres. And that price, then, included the price paid to the 
producer and the cost of transportation to the delivery point? 

Mr. Rozrnson. That is correct. 

Mr. Drs. Is that correct? 

Mr. Roptnson. Yes, sir. ; 

Mr. Dies. And your suppliers buy directly from the producer also 
under long-term contracts, is that not true? 

Mr. Rosrnson. I have been so informed. Idonot know. Iamsure 
they do, yes, sir. 

Mr. Dies. When you entered into these various long-term contracts, 
did you undertake to find out what kind of contracts your suppliers 
had with the producers ? 

Mr. Rosrnson. No, sir. 

Mr. Dies. You never did take the pains to read any of the contracts? 

Mr. Rosrnson. I do not know that I would use the word “pains.” 

Mr. Dies. Well, you did not do it? 

Mr. Rosrnson. No, because we always assume, Mr. Dies, that the 
Federal Power Commission scrutinizes that part of the business. 
When they get a certificate to sell us the gas, they, in addition to our- 
selves, are satisfied that the reserves are back of that, and we have 
not, up until now, paid too much attention as to who they bought the 
gas from or under what condition. 

Mr. Dies. The contracts were available for inspection at the Federal 
Power Commission if you had wanted to see them, is that not true? 

Mr. Rosrnson. Some of them are. Those that were certificate cases. 

Mr. Dies. And you knew, of course, that the contracts had favored- 
nations clauses and escalator clauses at the time you made your 
contract with the suppliers, did you not? 





570 NATURAL GAS 


Mr. Rosinson. Some of them did. I would say we had a general 
knowledge of it, yes, sir. 

Mr. Dries. You contracted with that in mind, did you not? 

Mr. Rosrnson. We did not contract with that in mind. We bought 
from the pipeline company. 

Mr. Dies. But you knew that the pipeline company was buying 
under a contract that had that clause in it, did you not? 

Mr. Rostnson. At that time we did not think it was any of our 
business. 

Mr. Dies. When did you decide it became part of your business? 
After you made the contract ? 

Mr. Rogrnson. Just recently. 

Mr. Dres. Just recently ? 

Mr. Rosrnson. Yes, sir, 

Mr. Dies. But at the time you made the contract you were not 
enough concerned about that phase of it to inspect the contracts under 
which the suppliers were furnishing you gas, is that true? 

Mr. Rosrnson. I cannot agree with your word concern. I did not 
think it was any of our obligation to do that. We made a deal direct 
with the pipeline company. They guaranteed delivery of gas to us 
at a certain price over a period of time. I do not think a prudent 
person neat, necessarily go beyond that assurance. 

Mr. Dies. I understand that you are very much against those clauses 
in the contract. You feel that whatever bill is reported by this com- 
mittee should give the Federal Power Commission control over those 
contracts. 

Mr. Rosrnson. I think we have to start, Mr. Dies, with my desire 
to see the Harris bill in some form enacted into legislation. We 
cannot make ourselves meet the viewpoint that we can exclude control 
through the pipeline company. There is no control, as I understand, 
on the producer, in the future, and not do it in the past. 

Mr. Dres. In effect, your amendments would give the Federal 
Power Commission the power to abrogate those favored-nations 
clauses if it saw fit? That is the effect of it, is it not ? 

Mr. Rosrnson. It could be the effect of it. There might be a trade- 
out. There are several ways it could be done. I am sorry Mr. Ben- 
nett is not here. I think he and I were a little confused, and I think 
here would be a good place to straighten it out. If the Federal Power 
Commission, or a trade-out, or any other means is brought about so 
that the escalation clauses are eliminated, then we are in normal con- 
ditions. If they are not eliminated, under the amendments that we 
have proposed, that company, who still has a favored-nations clause 
in this contract with the pipeline company, is then subject to the 
Federal Power Commission. 

Mr, Dres. But if you eliminate them, are you willing to have the 
bill also give the producer or the supplier the right to refuse to carry 
out hiscontract? In other words, if you eliminate the favored-nations 
clause or the escalator clause, or third-party clause, are you willing to 
give to the other party to the contract, who entered into it with you, the 
right to say, “Well, if you are not bound to carry out the contract, I am 
not bound to supply you with gas.” 

Mr. Rostnson. No; he does not have to give up his favored-nation 
clauses. If he wants to be subject to the Federal Power Commission, 
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itis allright and good. Let him say that. We do not say he has to do 
that. 

Mr. Dies. You are not saying he has to do it, but you are saying, 
“Tf you don’t do it, we are going to work on you.” 

Mr. Roptyson. We couldn’t relieve the pipeline company. We 
could not stay in business. 

Mr. Dries. Is it not a fact that you have changed your views radically 
in the past few years on this whole question ? 

Mr. Roprnson. I certainly have, yes, sir. 

Mr. Dries. And in 1948, when you testified before the Senate, the 
field price of gas was about 5 to 7 cents, was it not ? 

Mr. Rosrnson. As I recall, it was about 414 cents. 

Mr. Dries. Did you not testify it was 5 to 7 cents? 

Mr. Rosinson. Ido not recall. That is pretty far back. 

Mr. Dies. That is what I think you testified. I have your testi- 
mony here. 

Mr. Hesextton. Would the gentleman yield on that point? 

Mr. Dies. Yes, sir; I will yield. 

Mr. Heseiton. I am impressed with the witness’ statement. I 
looked up what he said. I think it would be quite pertinent to your 
inquiry. 

Mr. Hatz. When was this? 

Mr. Heseiton. This was on the amendments to the Natural Gas Act, 
in 1947: 

Some may say “Will not the establishing of a fair and reasonable price of gas 
at the well increase the cost of gas to the consumer?’ I do not believe it will, 
because we are now paying at well in the Appalachian area a price of 15 to 
25 cents per thousand cubic feet. 

I think, if I recall the statement, the witness said that many things 
happened since 1947. 

Mr. Dies. I want to find out what it was that happened. Gas then 
was selling for an average price of 7 cents, and the price is now 9 cents, 
so there has been a 2 or 3 cent difference from what you testified to 
in 1948. 

Mr. Rosrnson. In 1945—— 

Mr. Dries. Iam talking about 1948. 

Mr. Rosrnson. I say I do not have that figure. But let me give you 
the 1945 and the 1950 figures. It is somewhere between there. In 
1945 the average field price in the United States was 4.9 cents. In the 4 
States that we are now getting our gas from, it was 3.1 cents. In 
1950, it was 6.5 cents in the United States, and 5 cents in the 4 States. 
So I think from that it would be something around 414 cents. 

Mr. Dies. I think you testified then 5 to 7 cents. 

Mr. Rosrnson. That would check with that. 

Mr. Dies. But the difference of 2 or 3 cents in gas has brought about 
a great change in your opinions on this matter; is that true? 

Mr. Rogrnson. Mr. Dies, the pipeline people from whom we buy 
gas are now paying on an average 13.6 cents. 

Mr. Dies. Does that not include transportation costs? Do you not 
include the price that Texas Eastern is paying Panhandle? Pan- 
handle sells to the trunkline and delivery to points 1,300 miles away. 
Is not the average that you have including some transportation costs? 

Mr. Roptnson. No, sir. 
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Mr. Dies. You are paying 13 cents; did you say? 

Mr. Rogrnson. No, sir. 

Mr. Dries. I mean your suppliers are paying 13 cents? 

Mr. Rogtnson. That is correct. 

Mr. Dies. All right. In 1948, when the price of gas was 5 to 7 cents, 
you said, “Until a fair and reasonable price for gas is established at 
the well, and until all fears of FPC control over production companies 
are expunged, it is certain we will be unable to secure an adequate 
supply of gas for our consuming public.” Do you still hold that 
view ? 

Mr. Rosrnson. No, sir. 

Mr. Dries. In your testimony before the Senate committee, you said : 

Naturally, many large oil companies have refused to put their gas on the 
market under long-term contracts for fear they will be subject to such rulings 
of the Federal Power Commission and to the costly process of complying with 
the Commission’s accounting and report orders. We are convinced that a 
great deal of gas is being withheld from the markets entirely because the Com- 
mission has construed the present act as giving it control of the gas before it 
actually reaches interstate transmission lines at any time it desires to exercise 
such control. 


Do you still hold that opinion? 

Mr. Rosrnson. Yes, sir. That same condition is existing today. 
Large oil companies have then and are now withholding large quanti- 
ties of gas from the market. 

Mr. Dims. And you think Federal regulation will cause that to be- 
come worse? I believe you stated here: 

Naturally, many large oil companies have refused to put their gas on the 
market under long-term contracts for fear they will be subject to such ruling of 
the Federal Power Commission. 

Mr. Rostnson. That is correct. I said that at that time. 

Mr. Dries. You also testified : 

If this amendment to the Natural Gas Act were passed and producers could 
be sure that they had nothing to fear in the way of regulation by the Federal 
Power Commission, I feel certain that many producers would be willing to enter 
into long-term agreements to supply natural gas for distribution as fuel instead 
of delivering their production to nonfuel users as they do now. 

Do you still have that opinion ? 

Mr. Ropinson. I was mistaken at that time. Some of the companies 
have not since that time put their gas on the market. 

Mr. Driers. I believe you said—how much difference does it make to 
the cost to the consumer if gas increases one cent ? 

Mr. Rostnson. In our particular system about $4 million. 

Mr. Dries. But, generally speaking, an increase of 1 or 2 cents for 
gas is a minor factor in the cost to the consumer, is is not ? 

Mr. Rorzinson. No, not in my system. It amounts to between 23 
and 30 percent of our total cost of producing and selling and market- 
ing gas. So it is really a large item. 

Mr. Dres. Did you not say in your testimony before the House com- 
mittee—and I quote: 

I feel sure that a few cents increase in the cost of gas at the well in Texas or 
elsewhere will not be reflected to the ultimate consumer. 

Mr. Rosrnson. Yes, sir; I said that then, but it is entirely different 
today. 

Mr. Dies. You have changed ? 
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Mr. Rostnson. No, I have not changed. Conditions have changed. 

Mr. Dies. But they have changed by only 2 or 3 cents in the price of 
gas, and you said in 1947 that such a change would not have any effect. 
’ Mr. Rosrnson. Do you consider the 5 cents that you started inter- 
rogating me on up to 13.6 cents only 2or3cents? 

Mr. Dies. I understand. But in 1947, Mr. Robinson, you said that 
the big thing was the supply of gas. That was the big consideration, 
to give the producers sufficient incentive to hazard their money in order 
to find gas. 

Mr. Rosrnson. We still want to give the producer all the incentive 
in the world to find more gas. 

Mr. Dies. I believe you also said: 

Some may say: Will not the establishing of a fair and reasonable price for gas 
at the well increase the cost to the ultimate consumer? I do not believe it will, 
because we are now paying at the well in the Appalachian area a price of 15 to 


25 cents per 1,000 cubic feet, in Texas and Hugoton field the price at the well 
varies 4 to 7 cents per 1,000 cubic feet. 


Then you conclude: 


I feel sure that a few cents increase in the cost of gas at the well in Texas or 
elsewhere will not be reflected to the ultimate consumer because it can be more 
than offset by additional sales of gas in the Appalachian area if and when an 
adequate supply is available. 

Mr. Rosrnson. That is absolutely true, and a great deal of that has 
come to pass. By being able to extend our markets, we have been able 
to keep the price down to our consumers. At that time, also, we were 
producing and buying in the Appalachian area a great deal larger per- 
centage of our gas than we are today, which makes an entirely different 
picture out of it. 

Mr. Dres. You also said: 

I think it is quite evident, sirs, from this table, that the field price of gas has 
little or no real effect upon the cost of the ultimate consumer within those limits. 
Was that correct ? 

Mr. Rosrnson. I said that at that time; yes, sir. 

Mr. Dies. And you believe that now? 

Mr. Roprnson. No, sir; I do not. 

Mr. Dies. You have changed. You also said: 


The only conclusion that can be drawn is that— 


I am not suggesting, Mr. Robinson, that men should not change their 
minds. Many people change as their interests change. What I am 
trying to find out is if your situation in your company today is quite 
different from what it was then, and that that would naturally induce 
you to change your opinions. I would not condemn you for it, because 
nearly everybody is influenced by his own interests in his views. 
ao Rosrnson. We have an entirely different condition today, Mr. 
ies, 

Mr. Dies. You have already made all of your long-term contracts? 

Mr. Rosrnson. That is right. We are expecting long-term con- 
tracts continuously. 

Mr. Dies. You said, I believe— 


if the present gas volume can be maintained and increased, it is apparent that 
natural gas will continue to be a great bargain even though substantially higher 
prices have to be paid to producers. This is so because the wellhead price of 
gas in the Southwest, whatever it may be, is only a small fraction of the ulti- 
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mate cost of transporting this gas for thousands of miles to thousands of com- 
munities, and distributing it through city streets to consumers. 

Has your view changed on that since you made the long-term 
contracts ? 

Mr. Roprnson. No, sir. That condition was exactly right at that 
time, but at the present time we have an entirely different set of 
conditions. 

Mr. Dries. I see. All right. I believe that you say now that your 
fear is not so much Federal regulation but you fear that the price of 
gas is liable to get up to the point that other forms of energy can com- 
pete with it. 

Mr. Rorrnson. I do not have any fear. It is right here now. It 
is on us. 

Mr. Dres. Did you not say in your statement, and I may be mistaken 
just remembering it, that your fear was that if this gas kept on going 
up it was going to be in a competitive class with other forms of 
energy / 

Mr. Rostnson. I do not think I said that. What I think I said was 
that our competition is getting so close with our selling price of gas 
for cca-sts pricier that we could well lose some of our industrial 
business. 

Mr. Dries. But it has not gotten there yet ? 

Mr. Rorrnson. Yes; it has. 

Mr. Dies. I believe your statement was, and I do not know that I 
want to take the time here—— 

Mr. Rosrnson. I have plenty of time. 

Mr. Dres. If I recall, your statement was that your fear was that 
gas was becoming competitive or would become competitive. 

Mr. Rostnson. That is not my fear at all. The fear part of it is 
that we have made long-term contracts for gas. If we should lose a 
large portion of our industrial business, or our commercial business, 
we have already obligated ourselves to take or pay for this gas. 

Mr. Dies. What you would really like is to have gas to where nothing 
else can compete with it. 

Mr. Rosrnson. No. 

Mr. Dries. Is that right? 

Mr. Rosrnson. No, sir; that is very incorrect. 

Mr. Dies. That is what I would like to get your explanation of your 
statement on, your statement that “one of our fears was”—well, just 
what did you mean by the competitive fear ? 

Mr. Rostyson. Will you refer to the page, please? 

Mr. Dies. Page 11. You say: 

The retail price for gas is now reaching competitive levels in our industrial 
markets— 
it is now reaching. It has not reached, I do not assume, because you 
do not use the language now reaching if you mean the past tense it has 
reached. It isnow reaching a competitive level. Am I to believe that 
you do not want that to happen, you do not want gas to make it pos- 
sible for coal and other forms of energy to compete with gas? 

Mr. Roprnson. Mr. Dies, you have taken the one sentence. Let 
me read the whole paragraph, please, and see if we get the connec- 
tion. 


The retail price for gas is now reaching competitive levels in our indus- 
trial markets, following increases averaging 32 percent since 1939, Industrial 
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sales which, in our system, are on a firm year round basis, subject to interrup- 
tion by weather emergencies only, represents 28 percent of our total sales in 
1954. These sales will be greatly reduced if the price for gas were to go 
above the competitive price for oil, and any such reduction in sales volume would 
disrupt the careful balance which must be maintained between residental and 
industrial sales. Any reduction in industrial sales would result in an immedi- 
ate increase in direct and domestic rates. Our companies are obligated to buy 
tremendous quantities of gas under fixed, long-term contracts which contain 
minimum, take-or-pay-for obligations. We must be able to market this gas, 
and we are Vitally concerned over the increasing price of gas in the southwest 
gas field. 

It is not the competitive side, but it is losing some business that we 
have already bought the gas to supply to that business that bothers us. 

Mr. Dries. I Saets you said in the Appalachian field area you are 
paying around 25 cents for gas ? 

Mr. Roprnson. We are paying as low as 20 cents and as high as 27.5 
cents, depending on localities, 

Mr. Dres. And in the Southwest area, in 1953, the average price was 
7.7, according to your table. 

Mr. Rosryson. I think you are reading it incorrectly, Mr. Dies. 
You are not reading the heading of it. It says the average field price 
in the United States was 9.2 cents. 

Mr. Dries. I said in the four States. 

Mr. Roztnson. I am sorry; I misunderstood you. 

Mr. Dries. It is 7.7, or in the United States, as you say, 9.2 cents. 

Mr. Rogptnson. That is correct. 

Mr. Dres. Do you think, Mr. Robinson, that our producers in the 
Southwest should receive less for the gas than the producers in the 
Appalachian area ? 

Mr. Rozrnson. I do not think there is any comparison, actually. 

Mr. Dies. You are producing in the Appalachian area? 

Mr. Roprnson. Yes; we produce gas, but we do not sell it to our- 
selves. We deliver it to the consumers and that is taken into an oper- 
ating cost by the commissions when they set our rate. 

Mr. Dres. There is no comparison whatever ? 

Mr. Rosrnson. No, sir. 

Mr. Dres. You think gas in the Appalachian area ought to be 
worth 27 cents and in the Southwest area it ought to be worth 7 
cents ¢ 

Mr. Rostnson. Let us look at it this way: The gas we get in the 
Appalachian area, we will say, will average 25 cents. I do not know 
whether that is high or low. But those same quantities of gas that 
we buy from our pipeline companies in the same location that this 
gas is is now costing us better than 30 cents. I think that puts them 
on a direct comparison. 

Mr. Dies. You still have not answered my question so far as the 
field price is concerned. The producer, the man who goes out and risks 
his money, you are very much interested in him; are you not ? 

Mr. Rostnson. You bet your life we are. 

Mr. Dres. You testified before both committees that that was the 
main or the major consideration, to get an adequate supply of gas. 

Mr. Rosrnson. We still want him to have all the money he needs 
Within reasonable limits to develop future supplies of gas. That is 
why we are interested in this bill. 

Mr. Dres. And you are anxious to free him from Federal regimen- 
tation because you fear he will not produce an adequate supply ? 
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Mr. Rosrnson. I would not say I am too anxious. 

Mr. Dies. Not as anxious now as you were in 1948? 

Mr. Rosrnson. No; not by a great deal. 

Mr. Dries. But you still recognize the danger that if you do fix 
prices so far as the producer is concerned, that you may discourage 
the production of gas and the discovery of new folds. is that not a 
fact? 

Mr. Rogrnson. I do not have too much fear on that. 

Mr. Dies. Then why are you in favor of freeing him at all? 

Mr. Rosrnson. Because I think it is the best thing for the industry. 

Mr. Dries. Why? 

Mr. Rosrnson. For the simple reason that the producers have come 
in and put up a es that they do not want to go along. We 
do not care, personally. If they want to stay where they are, it is 
perfectly all right with us. We are trying to help solve a problem 
that is of vital importance to the whole gas industry and, therefore, the 
Nation. Ifthe producers would rather be under the Harris bill, and 
with the amendments we have suggested, that is perfectly satisfactory 
tous. If they would rather stay under the bill that is now in existence 
under the Supreme Court decision, I am sure we can get along. 

Mr. Dries. But that is the only reason that you favor even a Rimited 
bill? 

Mr. Rostnson. No. We think it is to the best interest of everybody 
to do it this way. 

Mr. Dres. Why is it to the best interest of everybody to except the 
producer and gatherer from Federal price fixing? 

Mr. Rosrnson. Theoretically, I am for a free nation, a competitive 
situation. 

Mr. Dies. Unless there is a favored-nation or escalator clause in it? 

Mr. Rosrnson. Yes, sir, and I think that gets away with free com- 
petitive conditions. 

Mr. Dies. In view of your many statements in the record, and I will 
not take the time of the committee to read them all, although I am sure 
you realize you made some very strong statements against Federal 
control of the producer and the gatherer, did you not? 

Mr. Rosrnson. I desire to make just as strong a statement against 
the favored-nation and escalator clauses today as I did then, sir. 

Mr. Dies. And in your testimony, among other things, you said: 

The oil and gas fields of the Southwest are the only ones with sufficient gas 
reserves to supply the thickly populated areas. Much of the gas produced in 
these fields is produced as a byproduct of oil production. The producers are 
under no obligation whatsoever to sell this gas for transportation to out-of-State 
population areas. They can sell it as fuel within the State in which it is pro- 
duced or they can sell it for the manufacture of gasoline, carbon black, and 
such products. Four large plants, two of which will be finished this year, are 
planned to make gasoline from natural gas. This means, first of all—first of 
all—that gas-transmission companies must buy southwestern gas in competi- 
tion with buyers who would use the gas locally for purposes other than fuel. 
They must pay the same price for it as anyone else or get no gas, 

That is true now, is it not, all of those statements? 

Mr. Rosrnson. Not all of them, but most of them are; yes, sir. 

Mr. Dres. I think you, being in this business and recognizing the 
problems, will agree, will you not, that a producer would be very 
foolish to make a long-term contract at a fixed price, would they not?! 
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If you were producing gas and I came along and said, “Look, Mr. 
Robinson, I want to buy gas from you, and I want to contract for 25 
vears and buy it for 4 cents,” would you make any such contract as 
that? 

Mr. Rosrnson. I made a lot of them in the old days. 

Mr. Dims. You did? 

Mr. Rostnson. Yes, sir. 

Mr. Dries. Would you make them since 1948? 

Mr. Rosrnson. I am talking about prior to 1948. 

Mr. Dries. I mean since that time. Would you make such a con- 
tract if you were a producer ? 

Mr. Roprnson. It all depends on how badly I would want to sell 
my gas. I don’t think anybody is offering gas at 4 cents, that I know 
of. I would like to buy some of it at this time. 

Mr. Dies. Do you not think in order to get long-term contracts 
which you say is essential to your company—and it is; is it not? 

Mr. Roprnson. Since the long lines are financed, we could live 
on short-term contracts. 

Mr. Dres. How short could you live? 

Mr. Rogpinson. Five to ten years. 

Mr. Dies. Five to ten years? 

Mr. Rosrnson. Yes. 

Mr. Dres. All right. But, generally speaking, long-term contracts 
are necessary to the transmission companies, are they ? 

Mr. Ropsrnson. They were in the original stage when they were 
financing the lines. Most of the long lines have now been financed. 
I think we have an entirely different picture now than in 1947. 

Mr. Dies. So you would say 5 to 10 years would be a reasonable 
term for a contract ? 

Mr. Roprnson. I would not say any reasonable term. It is what- 
ever the parties can agree upon. I don’t think there is such a 
thing 

Mr. Dies. In other words, you think it ought to be on the basis of 
competition ? 

Mr. Roprnson. Yes, as long as it is free competition. 

Mr. Dies. What will happen if you say to a man, “You cannot 
make a long-term contract with any provision for equitable adjust- 
ment.” Is not the natural effect of that that he would not make 
contracts ? 

Mr. Rostnson. I do not think anybody has said that, Mr. Dies. 
The Harris bill does not say that, as amended. 

Mr. Dies. What is your opinion of a law that would say that re- 
gardless of the favored-nation clause and the provisions for adjust- 
ment in the future, that we are going to abrogate that, we are not 
going to recognize that as legal or binding. What do you think the 
effects are going to be? 

Mr. Roptnson. Are you asking me what I would do? 

Mr. Dies. Yes. 

Mr. Rosrnson. What I would do if I were an operator is to make 
a contract for 20 years and put a review clause in it for every 5 years. 

Mr. Dies. You would? 

Mr. Roprnson. Yes. 

a Dies. You would put a review clause instead of an escalator 
clause ? 
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Mr. Rosrnson. If it has to go to the Federal Power Commission 
under a review clause, you get some control over it. You cannot 
go down there and renegotiate a contract and trigger everything 
else to it. 

Mr. Drs. I believe you said in 1948, before the Senate com- 
mittee: 

And if the price is inadequate, producers who can do so will suspend pro- 
duction and development. You can understand how this works. You saw meat 
and other products disappear from the legitimate market when prices were 
controlled, and miraculously reappeared when the law of supply and demand 
was allowed to set the price. With natural gas, there is one difference. The 
producers have other legitimate markets to which they can sell if the Federal 
Power Commission sets too low a price. 


Is that now your opinion? 

Mr. Rostnson. No, sir; that is what I said then. 

Mr. Dies. That is not what you say now ¢ 

Mr. Rostnson. Right now you have a different condition. In those 
times you had a reserve of around 160 trillion cubic feet, notwithstand- 
ing all the gas that has been produced and marketed in the meantime. 
We still have a reserve of 211 trillion cubic feet. 

Mr. Dries. And you have a production of 225 a year, do you not? 
Is not your production 225, and your price increase 120, and your re- 
serves now standing at 150, according to the figures you have? 

Mr. Rozitnson. No. You have so many figures there that I cannot 
even follow them. If you will ask one of them at a time, I will try to 
straighten them out. 

Mr. Dies. Let me read a little further: 

Wherever the Commission has had an opportunity to set prices for producer 
gas, as in the case of the production departments of certain transmission com- 


panies, it has set a price which is so low that no one in his right mind would sell 
gas at that price if not under absolute legal compulsion to do so. 


Do you still share that opinion ? 

Mr. Rostnson. No, sir. 

Mr. Dies. You have changed your opinion on that one? 
Mr. Rosrnson. Yes, sir. 

Mr. Dries. You said: 


The Federal Power Commission has, however, consistently misconstrued the 
language of the act, and has attempted to bring under its general jurisdiction 
everyone who handles natural gas from the time it leaves the bottom of the well 
until it reaches the burner type. This means complete regulation from Wash- 
ington of one of the major industries of the country. It means that millions of 
customers of distributing companies will have to pay as part of their cost of 
gas service not only what the present complete, and effective State and munici- 
pal regulation costs, but also the cost of complying with the accounting, report- 
ing, and procedural requirements of the Federal Power Commission. 


Do you still share that opinion ? 

Mr. Rostnson. No, I said that at that time. The Supreme Court 
has changed my opinion since that time. 

Mr. Dies. Do you still have the opinion now that you had them? 

Mr. Rostyson. No. Conditions have changed since then. 

Mr. Dries. You have changed on that. I see. You also testified to 
the Senate committee: 

There has been some fear expressed by the newspapers that if the Federal 


Power Commission did not regulate producers, the gas distribution companies 
might be tempted to pay outlandish prices to producers and so force a rise in 
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the cost of gas to the user.. While, frankly, any gas distributing company that 
went off the deep end in that respect would be foolish to say the least, and any 
gas distributing company official who has ever taken part in a rate case before 
the State authorities knows that no expense is allowed by these authorities un- 
less it is a reasonable one. 


Do you still share that opinion ? 

Mr. Rosrnson. No; I want to explain that. There was an article 
in one of the local papers as to being no control over our local field 
prices of gas. Someone suggested that we might go out in the field 
and pay twice what the normal price is. That is what I was referring 
to. 

Mr. Dres. You also said: 

The only conclusion that can be drawn is that the field price of gas has about 
as much relation to the selling price as the cost of electricity has to a trolley 
fare. When we take on the job of distributing gas and making it available to 
users, we must provide for such operating expenses as labor and materials, taxes 
and all the other costs that any business has. 


Do you still hold that opinion ? 

Mr. Rosrnson. No. I said that at that time. It is completely 
changed at the present time. 

Mr. Dies (reading) : 

Consequently, we have been able to increase our volume sold, thus creating a 
broader base to support our operating costs, and so reducing the proportionate 
share of these costs that each million cubic feet of delivered gas must bear. 

Mr. Rosrnson. That was true then and is true now. We have done 
that consistently by expanding our market. We have been able to 
keep our price down as shown on table 3. 

Mr. Dres. And you said: 

Remember, now, that the field cost of gas that East Ohio buys in Ohio has 
increased by 11 percent, yet the price of East Ohio domestic gas today is 10 


percent lower than it was in 1940. A fundamental reason for this result is in 
the much larger volume of gas we have been handling. 


Is that correct ? 

Mr. Rostnson. That is absolutely correct. If we can continue to 
do that, we can still keep the price down. But we have become now 
80 percent saturated in our system so we are not going to be able to 
expand very fast. 

Mr. Dres. You told the Senate committee: 

One of the most important things about this amendment is that it will get more 
gas to the transmission lines and out into the distributing companies. That 
means savings for everyone, the transmission company, the distributing company, 
and the users of gas. We don’t have to worry about the demand for gas once 
we get it into the lines. 

Do you still hold to that ? 

Mr. Rorsrnson. No; I said that at that time. If we did not have 
our escalation and favored-nation today, that would be pretty nearly 
the same with me. 

Mr. Dies. I see. I think that is all. 

The Cuatrman. Mr. Heselton ? 

Mr. Hesetron. Mr. Robinson, I personally want to commend you for 
the statement you made to the committee this morning. I think it is 
very helpful. 

There are certain points in it as to which I would like to have a little 
more information. 
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You state you are a member of the American Petroleum Institute 
_ _ American Gas Asociation. I take it you are not speaking for 
them 

Mr. Rosrnson. No, sir; I am speaking for the Consolidated Natural 
Gas Co. only. 

Mr. Hesevron. That brings me to this question: Do you know of 
any other distributing company that holds the position you hold? 

Mr. Rogsrnson. Do you mean in size? 

Mr. Heserton. I mean who holds the position as to this legislation. 

Mr. Rogsrnson. The position? No, sir; I do not. 

Mr. Heseiron. Has there been any meeting of those engaged in 
distributing to discuss this legislation or this problem ? 

Mr. Roptnson. Yes, sir. 

Mr. Hesevton. Have they arrived at any conclusion ? 

Mr. Rogrnson. I think—I did not attend these meetings. I think 
they have arrived at some conclusion, and I am informed that an at- 
torney by the name of Mr. Randall LeBouf will present to you gentle- 
men their views. 

Mr. Hesetron. He appeared before the Federal Power Commission 
in January ? 

Mr. Roprnson. Yes, sir; in Docket R-142, as I recall it. 

Mr. Harris. Would the gentleman yield ¢ 

Mr. Hesevton. Yes. 

Mr. Harris. Is Mr. LeBouf not with Consolidated Edison ? 

Mr. Rosrnson. Mr. LeBouf is in a law firm of LeBouf and some 
other firm. I think he has been retained by Consolidated Edison and 
maybe by others. I donot know, Mr. Harris. 

Mr. Hesexron. I wanted to ask you for more information on certain 
portions of your testimony. 

On page 11 you refer to contracts buying tremendous quantities of 
gas, and fixed long-term contracts which contain minimum take or pay 
for obligations. 

I think I asked you what that means before, but I would like to have 
what that means for the record. 

Mr. Rostnson. In our long-term contracts that we have with the 
pipeline companies, due to the demand and commodity type of rate, we 
get a cheaper overall rate if we can take the gas at a 100 percent load 
factor. That is, if we can take the contract amount every day. In 
these contracts we have a right to cut back on the contract to an ex- 
tent of 25 percent. There are 1 or 2 little exceptions but that is 
the general rule. But we can’t go any lower. 

If our business were to drop off, that the 25 percent reduction would 
not absorb that, then we would have to pay for whatever part of the 
75 percent we bought that we cannot sell. When we do cut back, this 
25 percent, we raise the price for the 75 percent that we do take on the 
average about 314 cents per thousand. So you can see it is to our ad- 
vantage to take gas on a 100 percent load factor. 

When I say to our advantage, it is in turn to the advantage of the 
consumer, 

Mr. Heseiron. That leads me to the question that I have had in 
mind and have not asked before. 

I assume you are well informed as to the kind of contracts, formal 
contracts, of a standard nature, when we refer to the escalator clauses 
and favored-nation clauses. They are in printed form, are they? 
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Mr. Roprnson. I am not acquainted with them, Mr. Heselton. We 
do not buy any gas in the Southwest ourselves. 

I have familiarized myself with some of them by looking at them 
and studying them, but 1 am not generally familiar with them. 

Mr. Heseiton. Probably our staff could obtain those forms so we 
could see what they actually look like. 

Mr. Roptnson. Yes, they can be had. I will be glad to make re- 
search at the Federal Power Commission and get some forms if this 
committee would like for me to. 

Mr. Hesevron. We can get the forms ‘directly from the Federal 
Power Commission, but I think it would be useful for us to see them. 

Mr. Harris. Would the gentleman yield ¢ 

Mr. Hesevron. Yes. 

Mr. Harris. It has been agreed that these forms will be obtained 
from the Federal Power Commission. Two previous witnesses have 
agreed to cooperate with the commission to get them here for us. 

Mr. Hesevton. I did not know that. I think it will be useful. 

Mr. Wotvertron. Mr. Chairman, I would like to make a remark in 
that connection, and it is this: These hearings have been going on now 
for nearly 2 weeks. During that time there have been many, many 
instances in which questions have been asked with reference to this 
type of clause or clauses, and great interest has been shown in them. 

All we have is a promise that they will be produced to us. I think 
it is time that somebody saw that we got them so that they could be 
the basis of our questioning of witnesses that come before this com- 
mittee. 

I do not know whether the Federal Power Commission has anybody 
in the audience or not in these hearings, but if they have, they have 
certainly been made aware of our desire to have those clauses. 

I cannot understand why, with the force that they have, and with 
the knowledge that these hearings are proceeding, and that these 
clauses are so important in the opinion of some, that we up to this 
time have not been able to get any whatsoever except one of a very 
small character that was given to us yesterday. 

Mr. Harris. Mr. Chairman, I would like to also pass a remark on 
that same subject. 

Yesterday I had a similar criticism to make, as you will recall, and 
indicated that in my opinion someone had been quite derelict. But we 
must also remember that when Mr. Searls was before this committee 
he had many of those contracts with him. He referred to them in his 
own statement. So far as I know, not a member of this committee 
asked him to let them see the contracts. 

The CuatrMan. May the Chair state something? 

Mr. Wotverton. I think you are mistaken in that respect. It was 
made very plain, not only when Mr. Searls was on the stand but at 
other times, that there was a desire to see these. If I had any knowl- 
edge that any such were present in the hearing room at the time that 
Mr. Searls was on the stand, I would personally have been glad to 
take advantage of the opportunity and to have looked at them. 

Mr. Harris. The record will show, and I am sure the gentleman 
would not hesitate to see what the record was, that he held copies of 
this contract in his hand and referred to them, and then read from 
them. 

Mr. Wotverton. Are they here? 
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The Cuarrman. Those contracts are not here, but the Chair may 
state as the facts of the case, that Mr. Searls did have a number of 
contracts and he read from some of them; that he invited an inspection 
or that they were available for inspection. 

The Chair is further advised that every effort is being made to 
obtain these clauses that have been discussed frequently. I had a dis- 
cussion this morning with the Chairman of the Federal Power Com- 
mission. I am as anxious as anyone that we obtain this information. 
I feel certain that every effort will be made by the witnesses yesterday 
who promised to cooperate, by the witness today, and by the Federal 
Power Commission. 

It is a matter of record, just for the sake of the record, that Mr. 
Searls did have contracts with him, photostats of several contracts, 
and he referred to them. They were there for inspection if it had 
been desired. 

Mr. O’Hara. Would the gentleman yield? 

The Cuarrman. I yield to the gentleman. 

Mr. O’Hara. I did not want to question Mr. Searls with reference 
to those contracts, but he indicated that he did have, and I think I 
saw, in his hand 2 or 8 different forms of contracts. On the other 
hand, I felt personally that they were confidential, perhaps, in that 
they disclosed names of parties, with whom I was not concerned, they 
perhaps indicated prices, with which I was not concerned. But I was 
concerned in getting the forms of those contracts so that we might see 
them and evaluate them for whatever they are worth for ourselves. 

Mr. Chairman, in fairness of the fact that Mr. Searls had some con- 
tracts, I felt it would be improper for me to ask him to put those 
into the record. They may have been confidential, and privileged. 

Mr. Harris. It developed that they were on record in the Federal 
Power Commission, and furthermore, they were open for public 
inspection. 

Mr. O’Hara. There is one other question on this subject. I presume 
we will have hearings tomorrow, Mr. Chairman, and I do not know 
that we can get these forms of contracts. But could we not serve a sub- 

ena upon the Federal Power Commission so that we may have at 
east some types of these contracts before us for when we come back 
after the recess ? 

The Cuatrman. I do not believe it will be necessary to go into serv- 
ing a subpena, because I think we will have them certainly by that 
time and maybe earlier. The Chair will make every effort to see that 
they are obtained. 

The Chair’s statement earlier was not in any sense to be interpreted 
as any criticism of any member of this committee, but merely to 
corroborate the statement that had been made that Mr. Searls did have 
contracts present at the time of his testimony. 

Mr. Drs. Mr. Chairman, I think the truth is that at that time no 
one was impressed particularly by the importance of the contracts. I 
sat there, and the whole committee was there, and the gentlemen did 
ask some questions. I do not think at that time the matter advanced 
far enough to impress the committee. I do not think anybody is at 
fault in the matter. 

The Cuarrman. I think that is true, and the Chair will make every 
effort to obtain these forms just as early as possible for the informa- 
tion of all members of the committee. 
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Mr. Wotverron. Mr. Chairman, I would like to ask the question : Is 
there any person in the audience from the Federal Power Commission ¢ 

Is there any person holding a position at the Federal Power Com- 
mission present today ? 

What is your name? 

Mr. Frazier. I am Mr. Frazier. 

Mr. Worverton. Do you understand, Mr. Frazier, how strong the 
desire of the committee is to see the type of contracts # 

Mr. Frazier. Yes,sir. I understand Chairman Priest has requested 
them from the chairman. 

Mr. Wotverron. Very well. I wanted to make sure that we would 
soon obtain them. 

Mr. Frazier. Thank you. 

The CuarrMan. Mr. Heselton, you may proceed. 

Mr. Heserron. Mr. Robinson, I would like to ask about what I 
understand to be an escape clause, which may also be written into the 
contract. My understanding is that it is a provision whereby the pro- 
ducer can stop serving the customer if the FPC asserts justification ; 
and that was involved in the so-called Skelly case. Apparently after 
the Philip’s case they cut off delivering the gas. Is that true? 

Mr. Rogsrnson. I understand that is true, Mr. Heselton. <As I said, 
we don’t make those types of contracts with our local producers in 
the Appalachian area. But I am informed that those types of con- 
tracts are made between the producers in the Southwest and the pipe- 
line, and I know about the court action on that. 

Mr. Heserton. My thought in asking that question was because I 
think you made some very pertinent comments about the other clauses. 
I understand that the Federal Power Commission position was that 
under the Gas Act those escape clauses were improper. They took 
the Skelly Co. into court. I do not know if there has been a decision 
in it yet. Do you not think some attention should be given not only 
to the propriety of the escalator clauses and so-called favored-nation 
clauses, but also the escape clause or any other type of clause that may 
be in opposition to the basic purpose of the Natural Gas Act? 

Mr. Rorrnson. Yes, sir; I do. 

Mr. O’Hara. Would the gentleman yield ? 

Mr. Heserton. Yes. 

Mr. O’Hara. I do not quite get the point on the escape clause. Is 
that one which permits the distributor to cut down on the amount? 

Mr. Heserton. If the Federal Power Commission asserted juris- 
diction, the company can cease delivering altogether. 

I wanted to reemphasize what you said further on, on page 11, 
because I think it is of the utmost importance: 

We must be able to market this gas and we are vitally concerned over the 
increasing price of gas in the Southwest gas fields. 

Do I understand from that that the main increase has come from 
the Southwest and not from the Appalachian area? 

Mr. Rosrnson. Yes, sir. 

Mr. Hesevron. Has that been a matter of some development in 
back of the Phillips decision ? 

Mr. Roptnson. Yes. That has been going on since 1940. 

Mr. Heseiton. Then you went on to say: 


In this regard, two considerations are becoming more and more important 
every day. The first is that the manufacture of gas from coal and oil is gradu- 
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ally reaching a point where it may become cheaper as a result of technological 
improvements. 

Could you tell us what the spread is today between the cost of using 
coal, oil, and gas? 

Mr. Rosrnson. Do you mean heating? 

Mr. Hese.ron. Using the three products. 

Mr. Rosrnson. If I may use the East Ohio Gas Co., which serves 
the city of Cleveland, as illustrative, it today has this relation; the 
relation of the comparative situation: No. 2 fuel oil for house-heating 
purposes is about 60 percent cheaper with natural gas than you can 
with No. 2 fuel oil, in heating the home. 

Mr. Harz. How much? 

Mr. Rosrnson. About 40 percent cheaper. With No. 6 fuel oil, and 
that is a heavy oil that has to be heated in the wintertime, but if the 
installation is large enough to justify that, there is only about a 414- 
percent advantage of gas over oil. 

In coal, depending on the different prices or different types of coal 
used, it varies anywhere from 50 to 20 percent cheaper. 

In the industrial business, we have, in competition with No. 6 fuel 
oil, at the present time, about a 28-percent advantage ; over coal, steam 
coal, and producer coal, it is in favor of coal, ranging from 4 to 30 
percent. 

Mr. Hesexron. I assume that is as of some recent date ? 

Mr. Rosrnson. The date of this calculation, and we keep it cur- 
rent, is January 5, 1955. 

Mr. Hesevron. Do you know whether or not that gap has been 
closing over the recent period of years, or has it maintained itself at 
about the same? 

Mr. Roprnson. It has been maintained about the same, Mr. Hesel- 
ton. The oil and gas prices have gone up, and the coal prices have 
gone up somewhere near the same relation in recent years. 

Mr. Heserton. I was very much interested in an article in the Jan- 
uary 3 issue of the Oil and Gas Journal, which I think is pertinent, 
or at least the portion I want to refer to becomes pertinent at this 
time. I might add that we from the consuming areas are keenly con- 
scious of the suggestions that have been made from time to time that 
there might be a shutoff of supply. I am not impressed with that, 
myself, for a variety of reasons, 

This particular article is headlined “Gas Industry Has Banner 
Year”: 


Natural gas chalks up another record year. It looks to 1955 for new high 
points as expenditures continue. The industry wil! spend $7 billion before the 
end of 1957 for natural-gas facilities. Mr. Banks, the president of the American 
Gas Association, said that the gas utility and pipeline companies set new records 
for 1954 in the number of consumers served and the volume of gas sold and the 
revenue. 


Then they go on to give the figure for revenue. Operating revenue 
was $1,665,928 during the 12-month period ending in October, com- 
pared with $1,361,832 for the same period a year earlier. 

Do you, as a person experienced in this field, and with the knowl- 
edge you have, foresee, as a result of any such regulation as you have 
advocated, that there will be any real threat of a cutoff to consumers 
of natural gas? 
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Mr. Rosrnson. No, sir; I do not think it will amount to very much 
more than we have at the present time. 

Mr. Hesevron. Is it true, as one witness testified, if I recall cor- 
rectly, that there is about a $5 billion investment in the production 
tield “alone? 

Mr. Rosinson. I do not have those figures. 

Mr. Hesetron. One sentence on page 13, I believe, is also worthy of 
emphasis: 

This situation does not jibe with the fundamental principle embodied in the 
Natural Gas Act that the primary purpose of regulation is to protect the ulti- 
mate consumer, 

Do you subscribe to the Supreme Court’s statement that the original, 
primary purpose of the Natural Gas Act was to prevent exploitation 
of the consumers of natural gas ? 

Mr. Roprnson. Yes. I think the Natural Gas Act, when it was 
originally passed, was purely for the protection of the general public, 
because the gas being transported in interstate commerce did not allow 
the local commissions to reach back of their normal State lines and, 
consequently, they had no check or control over it. 

Mr. Hesetron. On page 15, where you refer to the price redetermi- 
nation type of escalator clause, you pointed out that this is not neces- 
sarily confined to a State, but may be areas, including, you say, one or 
more railroad districts in Texas. 

As you read the bill, how do you interpret the way in which that 
would be administered ? 

Mr. Ropinson. The actual wording of it would seem to indicate a 
pool or a field. It has been discussed here, and I am one sure that 


this committee, when it comes to writing this bill, will clarify that 
point. It has been stated that it is broad enough ‘to include nearby 
— or adjacent fields. That is purely a matter of inter pretation, 

| think, Mr. Heselton. 

Mr. O’Hara. Would the gentleman yield at that point? 

Mr. Hesevron. Let me read this and ask him about it and I will be 
glad to yield. [Reading:] 


Two new sections should be added to section 2 of the act to so define interstate 
commerce and sale in interstate commerce for resale as to place outside of the 
Natural Gas Act transportation and sale prior to the time it enters interstate 
transmission lines. While this is undoubtedly intended to exclude from the act 
all transportation of sales by independent producers, this result is by no means 
certain because the new paragraph is related to transportation or sales in or near 
the vicinity of the fields. Actually some of the delivery points are as much as 
40 or 50 miles from the fields that produce. The definition would have to be 
clarified to remove any ambiguity as to the intended applicability. The difficulty 
is that any attempt to draw an exact line would probably exclude some that 
ought to be included or include some that ought to be excluded under the very 
facts of the situations that would obtain in different sections. 


Do you think that is a statement of one difficulty in connection with 
this? 

Mr. Rogrnson, Yes, sir. 

Mr. Heseiron. There was another provision that bothers me and 
others. That is the provision that relates only to new or renegotiated 
contracts between producers and interstate pipelines, and does not 
apply to contracts in existence. 

I realize you are not a lawyer and I do not pose as a constitutional 
lawyer. Perhaps you have discussed this with your attorneys, though. 
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Mr. Rostnson. Yes, sir; I have discussed the Harris bill as 
originally written and the amendments we have suggested, and have 
em advised by my counsel that it is perfectly legal and could be 

one. 

Mr. Hesetron. So it does leave a question in your mind as to the 
constitutionality ? 

Mr. Rosrnson. No, my lawyers tell me it is all right. 

The Cuarrman. Would the gentleman yield ? 

Mr. Hesexton. Yes. 

The Cuatrman. Did I understand you to say as originally written 
and also with the proposed amendments, that in either event according 
to your counsel it would be legal and constitutional ? 

Mr. Rogsrnson. That is correct, sir. 

Mr. Hesexron. I have a bill in that may be unconstitutional. 

Mr. Harris. Is that an admission ? 

Mr. Heserron. The first bill seeks to nail down the Philips case as 
the law; the second one is intended to exempt something up to 2,000, 
I think it is, or perhaps more than that, of the very small producers. 

The philosophy behind that is the fact that putting them under 
regulation would impose a terrific obligation on them, probably out 
of all reason, and, secondly, they do not contribute any significant 
portion of the interstate natural gas lines. 

Mr. Rogrnson. I do not want to sell you down the river to Mr. 
Harris, but I think with the amendments that are now suggested for 
the Harris bill, it does just about the same thing that you are talking 
about, and either gets rid of the escalation clauses or requires that 
company that still has escalation clauses to come directly under the 
supervision of the Federal Power Commission. 

Mr. Harris. Would the gentleman yield? 

Mr. Heserton. Yes. 

Mr. Harris. I would not want the record to show anything—and 
I would know it would not be done intentionally—that would be con- 
trary to facts. Mr. Heselton’s bill would not in any way do any of the 
things that the Harris bill would do. 

Mr. Rorrnson. I do not intend to indicate that it would. 

Mr. Hesetron. I probably ought to disclaim it. 

In your study of this proposed legislation, do you feel that if it 
was enacted, once there was approval for the purchase price, the 
Commission would be denied the right to reexamine the price at any 
future time to see if it was greater or less than the reasonable market 
price in the respective fields? 

Mr. Rogsrnson. I should think the Commission would have a right 
under their authority establishing reasonable rates to inquire into 
and establish any item, either up or down. 

Mr. Hesevron. I am trying to confine myself to the provisions of 
the so-called Harris bill. Do you think that is true, if the Harris 
bill were passed, foregetting your amendments? 

Mr. Rostnson. I don’t think it is as clear in the Harris bill, what 
could be done, as it is in the amendments. I think by rule the Commis- 
sion probably could do that under the Harris bill. 

Mr. Heseuron. But at least insofar as new or renegotiated contracts 
are concerned, after a certificate has been issued, the Commission would 
be helpless, and would have no power under the Harris bill ? 
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Mr. Harris. Would the gentleman state that again ? 
The Cuairman. Mr. Harris asked if you will state that question 
again. 

“Mr. Hesevron. I said at least under the so-called Harris bill, the 
provision of proposed subsection (b), the right of later examination 
would be lost so far as any old contracts are concerned. 

Mr. Rogsrnson. Yes, sir. It would take care of the new contract, 
but the Harris bill as originally drawn has no control over past 
contracts. 

Mr. Heseiton. To make the record clear, it would be new or rene- 
gotiated but not any old contracts. 

Mr. Rostnson. That is correct. 

Mr. Heseiton. Have you any idea of how much in volume, or how 
much in terms of dollars, are involved in contracts that exist today ? 

Mr. Rosrnson. Well, we know that there are marketed in the neigh- 
borhood of 8,600 billion feet a year 

Mr. Harris. You mean trillion. 

Mr. Rostnson. 8.6 trillion cubic feet a year, and the average field 
price of that is about 10 cents. 

Mr. Hesettron. The latest information I have is that the residential 
customers in the country were 19,732,000; commercial 1,594,000 ; indus- 
trial 8,000, and others 25,000, a total of 21,731,000 customers. 

As far as they are concerned, if the Harris bill became law, unless 
those contracts ran out they would be absolutely free and out from 
under any Federal regulation by the Power Commission ? 

Mr. Rosryson. On the original Harris bill that is all, Mr. Chairman. 

Mr. Heseiron. That is all. 

The Cuarrman Mr. Williams? 

Mr. Witurams. Mr. Robinson, it is not quite clear to me—— 

Mr. Harris. Would you yield to me before you start, Mr. Williams, 
on the question that Mr. Heselton asked a moment ago? 

Mr. WitxtaMs. Yes. 

Mr. Harris. Do you mean to say, Mr. Robinson, that there are gas 
contracts existing today that will continue to serve the consuming 
public without any new discoveries or new contracts or new gas being 
made available for the next 15 to 25 years? 

Mr. Rozrnson. They will be serving some gas. It may not be ample. 

Mr. Harris. Some, yes, but he asked you would the 25 million con- 
sumers be unprotected completely because of this during all of these 
years, and you answered yes. 

Mr. Ropinson. No. If that is the case that wasn’t the question that 
I understood. I understood him to ask the question that under the 
Harris bill would not it regulate to these consumers, which I probably 
should have said to the extent that the favored-nation’s clauses and so 
forth existed, would not be controlled by a Federal agency. 

Mr. Harris. You mean to the extent that the gas under contracts 
contains favored-nations clauses and escalator clauses ? 

Mr. Rosrnson. That is correct. 

Mr. Harrts. And there are many thousands and thousands of con- 
tracts in existence today that do not contain any such clauses at all; 
is that not true? 

Mr. Rostnson. I think that iscorrect. I don’t know how many, but 
there are certainly a large number of them. 
61557—55—pt. 138 
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Mr. Hesevton. That leaves the record rather vague. 

Mr. Harris. I think it straightens the record. 

Mr. Hesevtron. When Mr. Harris said there are many thousands 
and thousands—— 

Mr. Rosinson. I said I didn’t know how many. 

Mr. Hesevron. It is possible that there are quite a number of them 
that have it. 

Mr. Harris. Sure there may be a lot of them. I admit that. But 
there may be a lot of them that do not. 

Mr. Bennerr. Would the gentleman yield ? 

Mr. Harris. I asked the gentleman from Mississippi to yield to 
clear that up. 

Mr. Witurams. The gentleman from Mississippi will yield, but I 
would like to have an opportunity to get in my questions. 

The Cuairman. To whom does the gentleman yield ? 

Mr. Hesevron. I have not yielded, but I will yield if you will let 
me ask a question. 

The CHarrMan. You yielded the floor, and I recognized Mr. Wil- 
liams. Mr. Williams has the floor, and if he desires to yield, he may 
do so, or he may proceed on his own time. 

Mr. Wituiams. I will yield to Mr, Bennett. 

Mr. Bennerr. Under Mr. Harris’ bill, the Federal Power Commis- 
sion does not have any jurisdiction whatsoever over existing gas con- 
tracts, period. Is that not true? 

Mr. Roptnson. Yes, sir, 

Mr. Bennerr. And they do not have any jurisdiction over new con- 
tracts or renegotiated contracts which will be made after the adoption 
of this bill unless such new or renegotiated contracts had the effect or 
were used as a basis for increasing rates; is that not also true? 

Mr. Ropinson. Yes, sir. 

Mr. Bennerr. Any new contract that was made, that was not used 
as a basis for ratemaking purposes, in other words if the contract was 
made at the same price as the producer was not buying gas at, there 
would be no Federal Power Commission control, would there ? 

Mr. Rostyson. I think they would have an obligation to see that the 
price was reasonable before they allowed the pipeline company to put 
that at an operating expense. 

Mr. Bennert. Is there : anything in the Harris bill that says that? 

Mr. Rostnson. Yes; I think so. 

Mr. Bennerr. Will you point it out to me for the record ? 

Mr. Ropinson. Will you point it out to me for the record ? 

Mr. Rosrnson. I don’t happen to have a copy. 

Section B says when an increase in any rate or charge of a natural- 
gas company is based in whole or in part upon any new or renegotiated 
‘contract for the purchase of natural gas from a person other than 
affiliate, the Commission shall consider whether the price at which the 
natural-gas company has contracted to buy such natural gas is a rea- 
sonable market price. 

I think they would have to consider in every case whether the con- 
tract that the pipeline made with the producer was a fair and reason- 
able price Siders they would allow it in the pipeline companies’ 
operating expenses, 

Mr. Bennerr. Even though the price was exactly the same price 
that the pipeline company is now paying for that gas ? 
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Mr. Rostnson. I don’t think it would make any difference, Mr. 
Bennett. I think they are obligated to determine whether that is a 
fair or reasonable price, 

Mr. Bennerr. Then why is the language associated with rate- 
making? 

Mr. Roprnson. I am sure I can’t tell you, Mr. Bennett. I didn’t 
put it in there. 

Mr. Bennett. I didn’t either. 

Mr. Rosrnson, Mr. Chairman, since Mr. Bennett is here, he and I 
were confused, probably me more than Mr. Bennett, just before recess, 
when he was inquiring about the effect of the favored-nation clauses 
in relation to a subject that we developed in table 5. I think I might 
have confused the issue. I would like to straighten it out at this 
time. 

It is my opinion that if the favored-nation clauses are not. elimi- 
nated, either by order or by negotiation, or what have you, if that 
favored-nation’s clause still exists, then I think that producer is 
directly subject to the Federal Power Commission jurisdiction, under 
the bill and our amendments. 

The Cuatrman. Mr. Williams? 

Mr. Wut1ams. Mr. Robinson, Mr. Dies asked you a question a few 
minutes ago with respect to the amount of increase in the cost of gas 
being reflected in the ultimate price to the consumer. In other words, 
if the producer should increase his price on his gas by 2 cents a 
thousand cubic feet, I believe you indicated that a larger increase 
than 2 cents would be reflected to the ultimate consumer ¢ 

Mr. Ropinson. No, sir, you misunderstood me. What I said was 
that a larger than 2-cent amount would be probably attributed to the 
domestic consumer, because our industrial rates are such that they are 
so close in competition that they could not be raised. Therefore, we 
would have to absorb, or the domestic consumer would have to absorb, 
rather, all of the 2 cents on the 72 percent of the gas that is sold, and 
not put on the 28 percent that is industrial gas. 

Mr. Wiu1ams. About what is the domestic consumer paying for 
gas per thousand cubic feet, the average rate? I know it varies in 
different cities. Let us take Boston, New York or Chicago. 

Mr. Rosrnson. You will have to stick to my sytstem to get figures 
from me today, because I am not familiar with the others. 

Mr. Wuu4aMs. Your system will be all right. 

Mr. Ropinson. We serve such cities as Cleveland, Pittsburgh and 
in that general area. Last year, the average rate to the residential 
consumer was 64.32 cents. The commercial consumer was 60.36 cents; 
the industrial consumer was 44.99 cents. 

Mr. Wiru1ams. What is the average price that you pay for that 
gas? 

Mr. Ropinson. The average price that we pay for that gas from the 
pipeline companies 

Mr. Witu1ams. Wait. What is the average price paid to the pro- 
ducer for that gas? 

Mr. Rogsrnson. About 13.6 cents per thousand cubic feet. 

Mr. Wiiurams. Assuming that the producer should increase his 
price 2 cents, to 15.6 cents, would this 64.32-cent figure that you men- 
tioned rise to 66.32 cents; or would it go higher than that? 
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Mr. Rostrnson. If you spread it over all of them, it would be just 
the amount raised. But the industrial business is so close competition 
it is questionable that it would be applicable or whether we would put 
it applicable to the industrial business. 

Mr. Witu1ams. Somebody would have to pay for it. 

Mr. Rosrnson. That is exactly what I am saying. 

Mr. Witt1ams. Who would have to pay for it ? 

Mr. Roginson. That is what I am trying to explain. If you don't 
put it on the industrial business you have to put more than 2 cents 
on the domestic business. 

Mr. Witu1aMs. What is the average price per thousand cubic feet 
of gas you sell, averaging these figures ? 

Mr. Rostnson. Fifty-four cents, for 1954. 

Mr. Witu1aMs. The price paid to the producer of that gas which is 
sold for 54 cents amounts to roughly 13 cents ¢ 

Mr. Rogtnson. 13.6 cents, I believe, is the figure that I used. 

Mr. Wiuu1aMs. That is right. That is just about one-fourth of the 
cost that is paid by the consumer, is it not ? 

Mr. Rostnson. That is correct. 

Mr. WituiaMs. Therefore, if the price of the gas should increase 
as much as 25 percent, it would still mean only 25 percent of one-fourth 
added to the cost of the gas to the consumer; is that not right ¢ 

Mr. Rosrnson. No, sir. 

Mr. Witu1ams. Why? It would obviously mean a one-eighth in- 
crease in the cost of gas. 

Mr. Roprnson. All operating costs do not change when the price 
of gas changes. Those costs go on just the same. Theoretically any 
increase in the field price of gas has to be passed right on to the con- 
sumer if it can be done over the whole basis. 

Mr. Witu1aMs. I understand that. 

Mr. Rozgrnson. Maybe I misunderstood your question. 

Mr. Witi1aMs. Assuming you passed on the increase of 2 cents per 
thousand cubic feet of gas to the consumer, he would only have to pay 2 
cents additional, would he not ? 

Mr. Rosrnson. If it were distributed between all of the consumers. 
I have been endeavoring to tell you that it might not be practical to 

ut 2 cents on the industrial part of the load. Therefore, the domestic 

oad would have to absorb that, and it might be two and a quarter or 
twoandahalf. That is an actual fact that we have to face in setting 
the rate. 

Mr. Wuu1aMs. The point I am getting at is that it does not cost you 
any more to transport 16-cent gas than it does 13-cent gas. 

Mr. Roginson. That is correct, sir. 

Mr. Wiiu1aMs. Then why should there be any disproportionate in- 
crease for the cost of the gas to the ultimate consumer ¢ 

Mr. Rosrnson. No one said there was. Let me try it once more. 
Evidently I am not making myself clear. 

Mr. Wiuu1aMs. Let us put it this way: You say your average charge 
to your consumer is 54 cents ? 

Mr. Rosrnson. That is right. The average charge would be 56 
cents. But what I attempted to say was that it doesn’t necessarily go 
on that basis for all types of consumers. Therefore, some class of 
consumer 
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Mr. Wituiams. We are dealing in averages now. It would be an 
increase of 2 cents, or would it be a larger increase to the consumer ? 

Mr. Rostnson. I have been over it three times. It would be 2 cents 
on the average. In my opinion, it can’t be spread on an average 
because we will price our industrial market out of business. There- 
fore, the part that should have gone to the industrial consumer must 
be borne by the domestic consumer and it might be two and a half 
cents. 

Mr. Witu1aMs. The point I am trying to make, Mr. Robinson, is 
that even an increase of 25 percent in the cost of the natural gas which 
is paid to the producer would not result in a very high increase to the 
ultimate consumer, percentagewise, would it ? 

Mr. Rogsrnson. Just that amount, on the average. 

Mr. Wiuut1ams. Throughout your testimony in many places, you 
stated that you agree with the principle embodied in the Harris bill 
with certain modifying amendments. On page 19 you stated that you 
feel that the independent producer should be “fundamentally” exempt 
from regulation, but that you also feel that this should come only upon 
the correction of the favored-nation and escalator-clause problem. 

In your conclusions and recommendations, your opening statement 
is this: 

We agree with and support the interrelated propositions in H. R. 4560 that 
producers should be exempt. 

Then you go further and say— 

Contract prices should be stabilized on a reasonable market basis. 


Then you go even further and say that you believe that that propo- 
sition can reasonably stand and work only if Congress first provides 
for the elimination of favored nations, price redetermination, and 
other escalator clauses. 

Doesn’t this mean that you would like to see this bill—in the first 
paragraph—exempt these producers; and, in the second paragraph, 
reach out and grab them and control them again, but control them in 
the specific way that you would like to see them controlled ? 

Mr. Rogrnson. No, I don’t think that is a conclusion of what I say 
here at all. I start from the premise of the Harris bill. We think 
the principle of the Harris bill is a proper one. In order to make 
it workable and take care of the producing end of the business, the 
distributing end and the public business, it is our opinion that the 
ae and favored-nation clause must be eliminated. That is our 
principle. 

Mr. Wit11aMs. It is your belief, as a matter of principle, that these 
producers and gatherers of natural gas should be exempt from Federal 
control; is that not right? 

Mr. Roprnson. Yes. 

Mr. Witx1ams. You do agree with the principle? 

Mr. Rosinson. That is right. 

Mr, Wii1aMs. Further, you believe that principle should be com- 
promised to the extent that it would eliminate, by Federal regulation, 
these escalator clauses and favored-nations clauses ? 

Mr. Rosrnson. That is the effect of the Harris bill which I under- 
stand has been recommended by the producers. We are just trying 
to pick up where the producers started and make it workable. 
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Mr. Witt1ams. How can you exempt them and still control them? 

Mr. Roprrson. You can’t. But the Harris bill as originally 
planned, does not exempt them. 

Mr. Wir11ams. Do you not think this deals with a question that is 
a little more basic and fundamental than simply the question of 
economics ¢ 

Mr. Rosrnson. I don’t know anything more important than eco- 
nomics in our business. 

Mr. Witt1ams. Do you consider the producing and gathering of 
natural gas to be an intrastate operation or an interstate operation ? 

Mr. Rosrnson. I don’t think it makes any difference what I believe. 
The Supreme Court has told us what the facts are, and it seems to me 
that is what we have to abide by unless the statute is drawn. 

Mr. Witx1ams. The Supreme Court draws on its imagination 
occasionally. 

Mr. Roxzrnson. Far be it from me to criticize the Supreme Court. 

Mr. Wiiu1aMs. I want to be sure that when we write this bill we 
leave no possibility of the Supreme Court’s reading into the law that 
which is not there, like they did in the Phillips case. 

Mr. Rorrnson. Mr. Williams, I feel that is our obligation. We are 
trying to give you all the suggestions we can and the good faith and 
the best way we know to give them. We cannot write the bill. 

Mr. Wititams. We recognize that fact. Hypothetically, would you 
consider the cutting or the severance of timber from a man’s property 
to be an intrastate operation or an interstate operation ? 

Mr. Rosrnson. I, not being a lawyer, would rather not determine 

olicies like that. I am an operating gasman. I am not experienced 
in the timber business at all. 

Mr. Witir1AMs. I will yield the floor. 

The CuarrmMan. Mr. Hale? 

Mr. Hate. Mr. Robinson, if I correctly understand exhibit 3 in your 
statement, you got all of your gas in 1954 from 4 pipeline companies ; 
is that correct ? 

Mr. Ropstnson. No, Mr. Hale, that is not quite correct. We pur- 
chased the majority of our gas from 3 pipeline companies, 3 long 
pipeline companies. 

Mr. Harz. That is Panhandle, Tennessee, and Texas Eastern ? 

Mr. Rosrnson. That is correct. And then we purchased locally 
from some 2,000 producers in the Appalachian area another portion 
of it, and then we produced, also in the Appalachian area, some 72 
billion cubic feet. 

Mr. Hate. I am not interested in what you produced, because that 
is your own lookout. But when you purchase, do you purchase under 
the same type of contract from each of the companies which you have 
named ? 

Mr. Roptnson. Yes, sir. Those contracts are very similar. That is, 
they are similar as to basic conditions. The length of the contract 
may be different. 

Mr. Hatz. What is the term of those contracts? 

Mr. Roprnson. They were originally made, as I recall, varying from 
10 to 20 years. Some of them were in between those figures. Maybe 
11 years. The majority of them were for a 20-year period when they 
were first made. Soms of them, however, were made for lesser periods 
of time. 
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Mr. Hats. Why did you make such long-term contracts ? 

Mr. Rosrnson. I think the answer to that is that the pipeline com- 
pany was compelled to make long-term contracts in order to finance 
their pipeline projects, and may be a requirement of the Federal Power 
Commission to—— 

Mr. Hate. In other words, your suppliers forced you into the long- 
term contract; is that right? 

Mr. Rosrnson. Well, we like long-term contracts. But you say 
“why.” I think that is a reason why it was 20 years, because the Fed- 
eral Power Commission had set more or less a standard that one of 
the requirements to get a certificate was to show a reserve adequately 
to supply the market for 20 years, to show sales to use those reserves 
for 20 years, and be able to finance themselves. I think those are the 
standards that the Federal Power Commission set up. 

Mr. Hate. Is there any escape clause or anything of that kind in the 
contract that you make with the pipeline companies? 

Mr. Rostnson. No, sir. We have no escape clause in any of the con- 
tracts which we made with any of the pipeline companies. We have 
a right, under the contract, to cut back on our takes. I think the 
majority of them are 25 percent. But when we do that, we increase 
the price of the gas we do take on the 75 percent about 314 cents a 
thousand. Under the circumstances do we have any right to go below 
75 percent? We either have to take or pay for that gas. 

Mr. Hatz. Do you have a fixed price for the whole term of your 
contract ? 

Mr. Roprnson. Yes, sir. It is always subject to the Federal Power 
Commission, but our original contract was for a fixed price. 

Mr. Hate. So that during the term of the contract was for a fixed 
price. 

Mr. Hate. So that during the term of the contract you are pro- 
tected against any increase of cost to the pipeline company ? 

Mr. Roprnson. Theoretically we were. However, that has all been 
changed, and we are now paying under tariffs filed with the Federal 
Power Commission that reflects the various costs that we have been 
discussing. 

Mr. Hate. I do not quite follow that. Do you mean that the Fed- 
eral Power Commission has jacked the price up on you ? 

Mr. Ropsrnson. Yes. I might give you an illustration, Mr. Hale. 

In our original contract with the Panhandle Eastern Pipe Line Co., 
which was made the latter part of 1942, we had a contract to purchase 
50 million cubic feet a day. 

Mr. Harr. Was that a 20-year contract ? 

Mr. Roprnson. That was a 20-year contract. That was at a price, 
as I recall it, of 18 cents a thousand. There was also a clause in that 
contract that we had the right to purchase an additional 50 million 
cubic feet some time in the future. 

Mr. Hate. Was that at a specified price? 

Mr. Roprnson. At the same price. That contract now—the price 
under that contract now is about 25 cents a thousand, with no release 
between the Panhandle and myself, no contractual obligation, and 
we were never able to secure that additional 50 million cubic feet. 

Mr. Hare. You were never able to secure the additional ? 

Mr. Rosrnson. That is right, under that contract. We have since 
bought some gas but not under that contract. 
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Mr. Hate. You mean they did not have it to supply you; is that it? 

Mr. Rosrnson. I think maybe that would be a fair assumption. 
Their market was building up so fast that in the allocation of the 
amount of gas they did have for their market it never got that far 
down the line. 

Mr. Haute. Have you long-term contracts with your customers, with 
your consumers ¢ 

Mr. Rosrnson. Unfortunately we have no contract with any con- 
sumer that agrees to take a foot of gas at any time. 

Mr. Harz. Maybe that is fortunate. 

Mr. Roprnson. Well, if they all decide to quit gas, and we have 
700 million a day bought, it would be rather disastrous, rather than 
fortunate, from the gas standpoint. 

Mr. Hate. When youentered into the contract with these pipeline 
companies, were you aware of the arrangements which they had with 
their producers ? 

Mr. Rosrnson. No, sir. 

Mr. Hae. You did not consider yourselves concerned ? 

Mr. Rostnson. Well, I would not say we were not concerned. We 
had a contract with the pipeline company to supply us a certain quan- 
tity of gas. The Federal Power Commission had the authority and 
jurisdiction to set that price. The pipeline companies agreed to sell 
us this gas for a certain term; that seemed to be the essentials to us. 

Mr. Hare. Mr. Robinson, you certainly knew that the pipeline 
companies were making long-term contracts with producers; did 
you not? 

Mr. Rogtnson. Yes, sir. 

Mr. Hare. You did not inquire into what the terms of those con- 
tracts were? 

Mr. Rosrnson. Mr. Hale, in 1943, in the early years when these 
contracts were made, these unfortunate escalator clauses and favored- 
nation clauses were not prominantly in existence. They have come 
in since that time. I am sure that if we were to make a contract with 
a pipeline company today, we would investigate thoroughly that 
aspect of the contract. 

Mr. Hate. This committee had hearings on this legislation in 1947. 
I do not recall that we ever heard of escalation clauses or favored-na- 
tion clauses in the hearings at that time. 

Mr. Rorinson. They did not come into general use until about that 
time or a little after. 

Mr. Hare. You come here and as I understand it you advocate a 
solution of this problem by saying to the producer “You shall not be 
subject to the burden of Federal regulation, unless you want the luxury 
of escalation and favored-national clauses. But if you want that 
luxury, you are going to be regulated.” Is that not your solution in 
essence ? 

Mr. Rozwrnson. Mr. Hale, you said that better than I could; yes, 
sir. 

Mr. Hate. Ifa producer of natural gas is obliged to enter into a con- 
tract over a 20-year period to supply natural gas to a pipeline, and 
he knows he has a wasting asset, and he knows that the whole economy 
of the United States is still on an inflationary upward trending basis: 
how is that man going to protect himself ? 
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Mr. Rostnson. I think, if I were that producer, and under the cir- 
cumstances you have outlined, I would put a clause in that contract 
that would be renegotiated or reconsidered each 5 years. At that time 
it would throw it back, then, under the jurisdiction of the Federal 
Power Commission and they could determine whether that renegotia- 
tion was a reasonable price. 

Mr. Hate. The renegotiation might likely result in far higher 
prices than would be brought about under an escalation clause. 

Mr. Rosrnson. It might, and it might be lower. But it would be 
a just price. It would be a reasonable price. ; 

Mr. Harz. You know pretty well, Mr. Robinson, that the price of 
natural gas, as the years go on, is not going to grow any lower; did 
you not ? 

" Mr. Rostnson. No, sir; I do not. I am fearful they might. 

Mr. Hate. You what? 

Mr. Rostnson. I am fearful they might go lower, as stated in my 
filed statement. I gave the reasons why. 

Mr. Hate. If the cost of natural gas to you gets lower, is that going 
to hurt you much ? 

Mr. Rorrnson. If the cost gets lower? No; it wouldn’t hurt us. 
It wouldn’t make any material difference to us, because we only try 
to sell it to the public at the most reasonable price we can. If we can 
get it lower it would suit us a great deal. 

Mr. Hate. I did not get the last part of your answer. 

Mr. Rostnson. I say we sell it to the public and if we can buy it 
cheaper or at a lower price, then the public gets the advantage of 
that savings. 

Mr. Hatz. They would get the advantage of it if you were obliged 
to reduce your rates. I presume your rates to your consumers are 
regulated by State commissions; are they not ? 

Mr. Ropinson. That is correct. Some of our companies are regu- 
lated by State commissions, and some of our companies are regulated 
by both the State commission and the Federal Power Commission. 

Mr. Hare. Of course, if you were able to get gas at a much lower 
price you would pass that advantage on to your consumer; would you 
not ¢ 

Mr. Roprnson. Absolutely. 

a ae And you would still get the same profit or a greater 
profit ¢ 

Mr. Ropinson. We should get practically the same rate of return 
on our investment. 

Mr. Harr. Do you think that a contract for renegotiation every 
5 years, for example, would be unobjectionable and should not subject 
the pinewar to the regulation of the Power Commission, whereas an 
escalation clause should? That is the gist of your testimony ? 

Mr. Rostnson. That is correct, sir. On a renegotiated contract 
the Federal Power Commission would have a right to review that 
renegotiation at stated intervals. 

Mr. Hate. Your objection to the escalation clause is that you always 
escalate up and never escalate down ? 

Mr. Rosrnson. I don’t think they are a good clause in the contract 
even though they went up or down. 

Mr. Hatz. Have you any other suggested alternative besides the 
alternative quinquennial renegotiation ? 
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Mr. Rozrnson, Mr. Hale, we have given this our most serious con- 
Seorneee and we have come up with the best suggestion that we 

ow. 

Mr. Hate. Thank you very much, Mr. Robinson. 

The Cuarman. Mr, Rogers? 

Mr. Rocers. Thank you, Mr. Chairman, 

Mr. Robinson, you say in your statement, do you not, that you testi- 
fied on the Moore-Rizley bill in 1947 and 1948 and took a position 
opposite to that which you are taking today? Is that correct? 

Mr. Rogrnson. I do not think you could say an “opposite posi- 
tion,” but I think the condition is modified. I would not say it is 
completely opposite, because what we have recommended does free 
the consumer. 

Mr. Rogers. What you have recommended does free the consumer? 

Mr. Rorpryson. I mean the producer. 

Mr. Rogers. I am coming to that in just a minute. In 1947 you 
testified for the Moore-Rizley bill; did you not? 

Mr. Rostnson, I did. 

Mr. Rogers. And testified in effect then that unless a bill of that 
kind was passed, and the Natural Gas Act was so amended to carry 
out the provisions of that proposal, that there would possibly be a 
great shortage of gas, and you -would not be able to get the gas be- 
cause the people would not go out and explore for it, and the people 
of the metropolitan areas would suffer; is that not correct? 

Mr. Rosrnson. I do not recall the wording, but it is something in 
that line. Apparently I was mistaken at that time, because the re- 
serves since that time have gone up continuously from some 85 trillion 
cubic feet in 1940 to a present 111.7 trillion cubic feet. 

Mr. Rogers. Is that what made you modify your position ? 

Mr. Rogrnson. No; but it would be one of the reasons. 

Mr. Rogers. One of the reasons? 

Mr. Rostnson. Yes. May I finish the answer? 

Mr. Rocers. Yes. 

Mr. Rostnson. Notwithstanding the large volumes of gas that has 
been marketed in the meantime. 

Mr. Rocers. That was one of the factors that caused you to change 
your position or modify your position, I believe you said, to where you 
are in a different position today than you were then ? 

Mr. Roprnson. I would say the principal reason my position has 
been modified is the fact that at that time the field price of gas in the 
Southwest was selling at about 4.5 cents a thousand. Today the pro- 
ducers are selling to the pipeline companies gas at 13.6 cents, 

Mr. Rogers. I am coming to that, too, Mr. Robinson. 

Mr. Rostnson. I think this will be in response to your question. 

Mr. Wotverton. Mr. Chairman, could not the witness have an 
opportunity to finish his answer ? 

Mr. Rocers. I appreciate the remarks, Mr. Chairman, of the gentle- 
man from New Jersey, but I have not interrupted him. He has ques- 
tioned witnesses as he wanted to, and I prefer to exercise the same 
right. 

MM r. Wotverton. I realize that. But I think the gentleman cer- 
tainly is willing after having asked the witness a question to allow 
him opportunity to answer it and not shut him off. 
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Mr. Rogers. I am conducting my questions the way I want them 
and not the way the gentleman from New Jersey wants them. 

Mr. Wotverton. I assume you want him to answer them the way 
you want them and not the way he wants to answer them. 
~ The Cuarrman. The Chair requests that you proceed with your 
questions. ; 7 

Mr. Rocers. Would you finish your answer to the question ? 

Mr. Rostnson. You will have to read it back. I don’t recall what 
the question was. 

The CuatrrMan. Would you read the question? 

(Question read by the reporter as above recorded.) 

Mr. Rogsrnson. Continuing on the price I think one of the major 
elements that has changed my position is the effect of the favored- 
nation and escalation clauses that have been injected in the contracts 
since that time. 

Mr. Rocers. Mr. Robinson, I want to come to that, too. 

Your position today is simply this—I want to get the modification 
of the change—that you think a bill should be passed here to take the 
producer out from under Federal regulation so long as there is an- 
other provision of that bill that regulates him; is that correct? 

Mr. Rosrnson. No; I don’t think so. My position is that the Harris 
bill as originally introduced, and according to the testimony of Mr. 
Searls ond others, was satisfactory to the producers and the majority 
of the pipeline companies. That surely puts some regulation on the 
price of gas on new contracts—— 

Mr. Rogers. Mr. Robinson, I am not asking you for Mr. Searls’ 
answers or anyone else. I am asking for your position on this. I 
know what Mr. Searls’ position is. 

Mr. Rosrnson. I am endeavoring to give you my position. 

Mr. Rogers. I would like your position. That is what I want. 

Mr. Rosrnson. Would you read what I have said? 

(Record read by the reporter as above recorded.) 

Mr. Rogsrnson. But did not put any control whatsoever on prices 
incurred under existing contracts. 

We have attempted to present to you a means whereby the Harris 
bill could be carried out with the same type of control on the producer 
as was orginally intended and still protect the consumers on the escala- 
tion and favored-nation clauses. 

Mr. Rogers. In other words, you do believe in a regulation on the 
producer? Is that not what you just said? 

Mr. Rosrnson. No, sir; that is not what I attempted to say. 

Mr. Rogers, Can we have the reporter read it? 

I would like to know. You are talking in a circle to me. 

The Cuarrman. The reporter may read this. 

(Record read by the reporter as above recorded.) 

Mr. Rogers. My question is this: You do not mean regulation when 
you use control, do you, Mr. Robinson ? 

Mr. Rostnson. Not being a lawyer, I don’t know these technical 
terms. 

What I am trying to say is this: That under the Harris bill the pro- 
ducer comes under control as to their price of gas to be dabbitind’ by 
the Federal Power Commission through the pipeline companies. 
There is nothing in the original Harris bill to set up any control by 
the pipeline companies or anyone else on the past and present contract. 
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What we have endeavored to do is to suggest a method whereby all 01 
this could be brought under control through the pipeline companies 
unless a producer would rather have his favored-nation clauses, and 
in that case they would be under the direct supervision of the Federal] 
Power Commission and would be governed accordingly. I think that 
is as Clear as I can state our position. 

Mr. Rogers. Well, it may be to you, but it is not tome. What you 
mean then, is simply this: That if producers who are now selling gas 
to an interstate pipeline desire to continue to sell that gas to an inter- 
state pipeline they have to do away with the favored-nation and 
escalation clause ? 

; Mr. Roszinson. Or subject themselves to Federal Power jurisdic- 
tion ¢ 

Mr. Rocers. Or subject themselves to Federal Power jurisdiction? 

Mr. Rosrnson. That is correct. 

Mr. Rogers. In other words that they have to give up a constitu- 
tional right to contract, and to you that is not regulation ? 

Mr. Rozrnson. Well, I think I just related to a question propounded 
to me of a contract with Panhandle Eastern Pipe Line Co. for a given . 
amount of gas at a given price. That has completely disappeared. 
I don’t know that there is much difference in this. 

Mr. Rogers. What do you mean has completely disappeared; the 
contract you had ? 

Mr. Roprnson. Yes, sir. It has been replaced by tariffs filed in the 
Federal Power Commission. The contract is no longer in existence. 

Mr. Rogers. That is control and regulation, is it not, Mr. Robinson? 

Mr. Rosrnson. Yes, I would think so. 

Mr. Rogers. If we carry that on back to the producer it would be 
control and regulation of the producer, would it not? 

Mr. Rosrnson. Will you ask your question once more? I don’t get 
the impact of it. 

Mr. Rogers. You are saying that if they sell the gas where they are 
selling it today, into an interstate pipeline, that if they want to con- 
tinue to sell that gas they have to give up their escalation clauses, and 
their favored-nation clauses; or they have to come under the Federal 
Power Commission regulation ? 

Mr. Rogrnson. I don’t have power enough to say that. That is our 
recommendation. 

Mr. Rogers. That is what you are intending doing by your proposed 
amendments to the Harris bill? 

Mr. Rostnson. That is our recommendation; yes, sir. 

Mr. Rogers. I want to go back to one thing, Mr. Robinson, before 
I go on. 

Ten said a minute ago one of the things that caused you to modify 
your position was the fact that gas was selling for 4.5 cents, field price, 
back in 1947 and 1948, and new it is 13.6 cents; is that correct? 

Mr. Rosrnson. Yes, sir. 

Mr. Rogers. Where was that gas that was selling for 4.5 cents? 

Mr. Rogstnson. In the Southwest. 

Mr. Rogers. Was that the average field price? 

Mr. Rosrnson. Yes, sir. 

Mr. Dies. Would the gentleman yield right there? We established 
a while ago it was from 5 to 7 cents in 1948. 

Mr. Rogers. I am coming to that, Mr. Dies. 
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In your testimony before the House Interstate and Foreign Com- 
merce Committee in June of 1938 did you say this: 

In Texas and in the Hugoton field, the price at the well varies from 4 to 7 cents 
per thousand cubic feet. 

Mr. Rosrnson. No doubt I did. 

Mr. Rogers. If you averaged that off, it would be an average price 
of 5.5 cents, would it not ? 

Mr. Rosrnson. I am just looking at the tabulation I put in this rec- 
ord. I don’t have the year that you are talking about but in 1945 the 
average price from the four States from which we get our gas, Kansas, 
Louisiana, Oklahoma, and Texas, was 3.1 cents. 

Mr. Rocers. 3.1 cents? 

Mr. Roprnson. And in 1950 it was 5 cents. So I just interpolate 
between those two figures and said it was around 44% cents. I don’t 
think it makes any difference whether it was 41% or 5 cents. 

Mr. Rocer. It does not make any difference to me, but it is odd to me 
that you used the low rate and now you say it is 13.6 cents. Where do 
you get that figure? 

Mr. Rosrinson. It comes from whom we buy gas. They have in- 
formed us, and we have taken the price of each of the three pipeline 
companies, the Tennessee Gas Transmission, the Texas Eastern Gas 
Company, and the Panhandle, and have averaged their field price of 
gas as furnished to us, or which can be obtained from the Federal 
Power Commission record. For 1954, that is 13.6 cents per thousand 
cubic feet. 

Mr. Rogers. 13.6 cents per thousand cubic feet. You say you struck 
that as an average ? 

Mr. Rostnson. That is right. 

Mr. Rogers. Do you know what the average field price in Texas is 
today ¢ 

Mr. Roprnson. Yes. According to the United States Department 
of the Interior, it is around 10 cents. 

Mr. Rogers. Around 10 cents? 

Mr. Roprnson. Yes. 

Mr. Rogers. Actually around 8.9 cents, is it not, Mr. Robinson ? 

Mr. Rozginson. Not according to the figures I have. In 1953 it was 
9.3, and taking the three-quarters as actual and estimating the last 
quarter, it has been estimated it will be 10 cents. 

Mr. Rogers. Mr. Robinson, why is it that you want to make a record 
here and put 13.6 cents in it when you had figures in your own book 
showing that the average price was 10 cents ? 

Mr. Rosinson. Because Consolidated Natural Gas Co., purchases 
all of their gas from the three companies that I have enumerated. 
Those three companies pay 13.6 for their gas. 

Mr. Rocrrs. Mr. Robinson, you understand that the legislation that 
we are discussing here covers some companies besides the Consoli- 
dated Gas Co, that you represent, do you not? 

Mr. Rosryson. I assume you will have many witnesses before you. 
I am trying to give you a picture of one company that serves a million 
customers. 

, ae Yes, sir, and I am trying to clear that picture up a 
ittle bit. 
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Your 13.6 cents—did you take into consideration the gas that you 
produce, too? 

Mr. Rogrnson. No, sir. I said that was from the pipeline com- 
panies. 

; Mr. Rocrers. Only from the pipeline companies? 

Mr. Roprnson. Yes, sir. 

Mr. Rogers. You included in that figure one contract calling for 
paying 23.5 cents for gas, or that is being paid for gas by one pipeline 
to another, did you not? 

Mr. Rogtnson. No, sir. 

Mr. Rogers. In reaching this average that you are talking about, 
you did not use a figure of 23.5? 

Mr. Ropsrnson. No, sir. These are field prices, not pipeline prices. 
Not from one pipeline to another. 

Mr. Rogers. Phese are field prices and you are not using any pipe- 
line prices at all in it? 

Mr. Roptnson. None whatsoever. 

Mr. Rogers. Mr. Robinson, do you believe in Federal control? 

Mr. Rostnson. No, sir, not as a general rule. 

Mr. Rocrers. You do not believe in it as a general rule, but you do 
believe in it in this case ? 

Mr. Rosrnson. No, sir, only to the extent that I have enumerated: 
That as long as we have free competition I would much prefer to see 
it. I don’t think we can have free competition with escalator and 
favored-nation clauses in the contract. 

Mr. Rogers. You say you do not believe in Federal controls, yet 
you submit an amendment here that provides Federal control unless 
you undergo a penalty. 

Mr. Rosrnson. I think we are confused. I submit we have taken 
the Harris bill that was submitted, as I understand it, by the pro- 
ducers, or approved by the producers. We have just picked up from 
that point. We didn’t submit the Harris bill at all. 

Mr. Rocrers. I understand that, Mr. Robinson. 

As I understand, Mr. Harris submitted that. But you came in this 
morning and submitted an amendment to that, in which you said that 
if a fellow sold an amount of gas into a pipeline and did not do away 
with his escalation clauses in his contract, he became subject to the 
Federal Power Commission. 

Mr. Rostnson. Yes, sir, and that is my position at the present time. 

Mr. Rocers. And that is Federal control of the producers. 

Mr. Rostnson. You may call it anything you want to. 

Mr. Rocers. You have said in your statement here at one point that 
many changes have occurred since 1947, and in particular “we have 
witnessed a tremendous increase in field priced.” 

You are talking about gas, are you not? 

Mr. Roprnson. May I have the page, please ? 

Mr. Rogers. Page 19, the second paragraph, or it may be in the 
first paragraph. 

Mr. Rosrnson. Yes, sir, that is what I said. 

Mr. Rocers. You also say a tremendous increase in field prices. 

Since 1947, Mr. Robinson, have you increased your prices in any of 
your operations, that is, in transportation and distribution ? 

Mr. Roprnson. Yes, sir. 

Mr. Rogers. How much have they increased ? 
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Mr. Rosrnson. If you will refer to table 2 in the back of the report, 
taking 1947, 1948, and 1949, which has been established by the Depart- 
ment of Labor at 100, we notice that the cost of living in 1954 stood at 
114.8. The average field price of gas in the United States stood at 
165. The average field price of the 4 States that I have referred to 
stood at 207, and the average of the 3 major pipeline companies that 
we purchase gas from stood at 252. 

Whereas, our selling price of gas to the public stands at 117.1. 

Mr. Rogers. Mr. Robinson, you know, I am a very simple fellow, 
and arithmetic always confused me. When they talk about the Labor 
Department getting mixed up in this, I get scared immediately be- 
cause I know we will have a cost of living index and all of this. 

Let’s simplify this. What was your distribution rate in an average 
city in 1947, to the consumer ? 

Mr. Rostnson. I don’t have that figure with me, sir. 

Mr. Rogers. Give us an estimate. 

Mr. Roprnson. I have no idea, over a system the size of ours, and 
with different cities having different rates. I can calculate it and 
submit it to you, but I have—— 

Mr. Rogers. I would rather have your estimate on it, Mr. Robinson. 
You are calculating some pretty big figures here. You are talking 
about prices all over the United States, and the cost of living. Yet, 
do you mean that you cannot tell this committee what your average 
distribution rate to a consumer was in 1947 and 1950? 

Mr. Rostnson. I would rather have an accurate figure in the record. 

I will be glad to supply it, sir. 

Mr. Rogers. Mr. Robinson, how do you know you are going to help 
the consumer out if you do not have the figures in your mind right now, 
if we pass the bill or do not pass the bill ? 

Mr. Rosrnson. I thank you for the compliment. I surely cannot 
keep that kind of a figure in my mind. 

Mr. Rocrrs. Your mind is much better than mine. I can keep the 
small ones better than the big ones. 

Mr. Harrts (presiding). Could the Chair interject here? 

In order that we may have the information for the record, if it is 
available, could you get that and supply it for the record, Mr. Robin- 
son, for 1947 down to 1954? 

Mr. Rosrnson. I will be glad to, sir. 

Mr. Harris. You may supply that for the record. 

Mr. Dres. May I make a suggestion? He may be able to give a 
rough idea of what his increase has been, 50 percent or 100 percent, 
or so. 

Mr. Harris. I believe the witness said he did not have that in his 
mind. 

Mr. Roptnson. We have a tremendous variation from one company 
to another, and to come up with an overall composite figure without 
calculating I don’t think is practicable. 

Mr. Harris. Could you take the East Ohio Co., for example, and 
give that ? 

Mr. Rostnson. I think I could give you some idea on the East Ohio 
Gas Co. : 

In 1940, their average rate would be in the neighborhood of 55 
cents. Today it is in the neighborhood of 60 cents. 
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Mr. Rogers. Fifty-five cents and now it is in the neighborhood of 
60 cents ? 

Mr. Rosrnson. That is purely an estimate for 1940. 

Mr. Rogers. I appreciate that it is an estimate, Mr. Robinson. 

Mr. Rosinson. Twill be glad to furnish the actual figures. 

Mr. Rogers. We are dealing in pennies. . When we get to dealing 
in the big figures, they do get me confused. When you get confused, 
you forget what you started out to find out. 

By your own testimony, the price of gas in the field in Texas— 
taking your testimony in 1947, and comparing it with the average 
field price today—has not increased as much on a cent basis, or a 
dollar basis, as your price to the consumer has increased, has it? 

Mr. Rogrnson. Percentagewise, it is a great deal more. 

Mr. Rogers. Now I am coming to that. I want the record to show, 
and I want you to say whether you agree with me or not, is not 20 
percent of 100 a lot more than 65 percent of 2? 

Mr. Roptnson. Certainly. 

Mr. Rocers. Yes, it is. That is the way these figures have been 
presented to this committee all the time, percentagewise, because 
they made a better case for the consumer. Is that not right, Mr. 
Robinson ? 

Mr. Rosrnson. That is not true at all. 

Mr. Rogers. Why did you not submit dollarwise? 

Mr. Rosrnson. I had no request to submit any way. I have given 
this committee the best information that I knew. If you have any 
particular way you want it, and you will tell me what you want, 
I will be glad to glad to submit it, sir. 

Mr. Rogers. You want the committee to have the whole truth; 
do you not ? 

Mr. Rostnson. I certainly do. 

Mr. Rocers. I certainly think you would. 

We have been talking about these percentages and how much they 
have increased. I think the consumer had been misled in this busi- 
ness quite a bit, because they have been told that field-price increases 
were pretty high. They went, percentagewise, two or three hundred 
percent. Yet nobody ever told them how many more cents were added 
to their gas bill because of field prices. The truth about this thing 
is simply this, is it not, Mr. Robinson, that if you cut the cost of 
gas half in two in the field, it would not measurably reduce the gas 
bill that goes to John Doe that is heating his house with gas in any 
of the cities you distribute to, would it? 

Mr. Rogrnson. It certainly would; yes, sir. 

Mr. Rogers. Well, how much would it cut it? 

Mr. Rosrnson. About $4 million per 1-cent cut. 

Mr. Rogers. I am talking about John Doe’s gas bill. I am not 
talking about those big figures. 

You and the Secretary of Labor can get into those figures. Let 
us talk about nickels and dimes. Those are the folks you want to 
represent. 

Mr. Rostnson. That is the effect of it exactly. We can work it back 
on a consumer basis, but it will cost the general public $4 million per 
1 cent. 
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Mr. Rogers. Let us get at it this way: How many thousand cubic 
feet of gas per month does the average man use in heating his house 
if he heats his house with it and cooks with it? 

Mr. Roprnson. Somewhere between 160,000 and 200,000; 160,000 
cubic feet to 200,000 cubic feet, per month. 

Mr. Rogers. How much would his bill be under your present rates? 

Mr. Rosrnson. I don’t have the steps of that. I can give you an 
average. I don’t have a detail. These rates are progressive. 

Mr. Rogers. I understand that. The consumer does not. 

Mr. Rosrnson. The average residential rate for 1954 was a little 
better than 64 cents. 

Mr. Rogers. The average rate? 

Mr. Roprnson. The average residential rate. 

Mr. Rogers. Let me ask you this, Mr. Robinson: Is that the balanced 
rate or the average rate ? 

Mr. Rosrnson. That is the residential rate only. 

Md. Rogers. I am talking about the difference Rdibiciin the balanced 
» and the average rate. 

Mr. Rosryson. I don’t know what you mean by balanced. 

Mr. Rocers. Let me clear that up this way: You start out by charg- 
ing a pretty high price for the first thousand cubic feet or a few 
thousand cubic feet; do you not? 

Mr. Rosrnson. Not relatively high. 

Mr. Rogers. What is it? 

Mr. Rosrnson. About a dollar. 

Mr. Rogers. And it comes down until it reaches a certain point, . 
as the consumer uses more gas? 

Mr. Rosrnson. Until the average in 1954 was 64 cents for residential 
purposes, 

Mr. Rogers. You are talking about the average. Does that mean 
the lowest it reaches ? 

Mr. Rosrnson. It would have to be lower if the average was 64 
and if the original price was a dollar. 

Mr. Rogers. According to my English, you are right about it, but 
the way they toss some of these percentages around I am wonder- 
ing if the English language has been changed since I went to school. 

Mr. Bell suggested the Brea Court did a little operation on the 
English language and I want to get it cleared up so that there will not 
be any misunderstanding. 

That fellow’s bill, if he started out and used his average amount of a 
thousand cubic feet-—I mean John Q. Public, the old boy out here 
working for a living—how much was his bill that month if he used 
160,000 cubic feet ? 

Mr. Rosrnson. He would use that in a year. Very few customers 
use that much in a month. 

Mr. Rogers. I asked you about a month. You probably misunder- 
ey me. I mean the monthly bill. I thought you were getting pretty 
igh, 

Mr. Roprnson. You asked me on an annual basis, as I recall. 

Mr. Rocers. In a month. I am sorry. 

Mr. Rogrnson. In our territory, ‘whade we have such a change in 
degree days, every month is different. 

61557—55—pt. 1——89 
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Mr. Rogers. Mr. Robinson, I want you to quit hedging. You know 
what I am talking about. 

Mr. Rozinson. No; I am not hedging at all. I am trying to give 
you an honest answer. In the summertime he would only use a very 
small amount of gas for cooking purposes, and then 

Mr. Rogers. That is right. He would not want to heat his house 
in the summer. 

Mr. Rogrnson. And as the temperature changes, he would have 
increased amounts getting up to reach the maximum in the months of 
December, January, and February. 

Mr. Rocers. That is when the bill gets high ? 

Mr. Rogrnson. Yes. 

Mr. Rogers. What would be his average monthly bill ? 

Mr. Rosrnson. Let me give you my own. I am just about in that 
class. I think my low bill gets down to about $12 a month and my 
high bill about $80 a month. 

Mr. Rogers. Mr. Robinson, you said you were an average. What 
size house do you have? 

Mr. Rostnson. I have a seven-room house, a very moderate house. 

Mr. Rocers. Very modern? You keep it pretty warm, do you not? 

Mr. Rosrnson. I keep it comfortable. 

Mr. Rocers. What I am talking about is this old boy that is out 
here living in a house with.5 or 6 rooms, I mean Mr. Average Cit- 
izen. He is just a fellow out here working for the Consolidated Gas. 

Mr. Rostnson. That is all I am doing, sir. 

’ Mr. Rocers. And at three or four hundred dollars a month. 

Mr. Rosrnson. I am working for them, too. 

Mr. Harris. I think we better have a little bit of order. 

Mr. Rogers. What was out of order? 

Mr. Harris. There was a great deal of noise in the room. 

Mr. Rocers. I thought it was my question. 

Mr. Harrts. Not at all. But it was your questioning that provoked 
it. 

Mr. Rocers. I am sorry. 

What I am trying to get at is that you certainly do maintain an 
average, and I will bet you have records that can show you what the 
average amount of gas is—the number of cubic feet that is used by the 
average citizen—because you try to fix your rates on that basis, do 
you not? 

Mr. Rosrnson. No. Our rates are fixed by a commission. We do 
not fix our rates. 

Mr. Rogers. Now, now, Mr. Robinson. Here we go again. 

Mr. Roptnson. You want the facts, don’t you? 

Mr. Rogers. I know. But you produce the stuff to make those 
rates. You have to show your costs. You have to show everything. 
You cannot make me believe that you are not a good enough business- 
man to know everything about your company and about your business. 

Mr. Rosrnson. I appreciate that very much. 

Mr. Rogers. And you fix that rate so that the man who is just using 
a little bit of gas has to pay a higher price than the old boy that is 
using a whole lot of it. 

Mr. Roptnson. We do not fix that rate at all. It is approved by 
the Commission or by the municipality. It is submitted to them and 
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the rate has to be officially approved by either the Commission or the 
utility commission. 

Mr. Rocers. But they have to know the amount of gas used, do they 
not? Do they not ask you for those figures? 

Mr. Rosrnson. They have access to all of our books and records. 

Mr. Rogers. I am not asking you about that. Do they not ask you 
for the figures I am talking about? 

Mr. Rorrnson. I have been on the witness stand in many rate cases 
for many years and I do not think I have had that question asked to 
me before. 

Mr. Rocers. You never have? 

Mr. Rostnson. I do not recall. 

Mr. Rocers. You ought to come down to Texas. That is the first 
question that they ask you. 

Mr. Rozsrnson. I would like to live in Texas, sir. 

Mr. Rocers. Mr. Robinson, say that the man used, as you say, 160,- 
000 eubie feet annually, or we will say he used 180,000 cubic feet an- 
nually. How much would that cost him? 

Mr. Ropinson. At this average rate, which is not a way to get at all, 
because it will be misleading—I will be glad to submit for the record a 
real smal] consumer, a medium consumer, and a larger consumer. 

Mr. Rogers. Mr. Robinson, do not tell me you came before this com- 
mittee to talk about gas and you did not anticipate you would be asked 
questions like this. 

Mr. Rosrnson. Thank you, sir. 

Mr. Rocers. I do not want to read a whole bunch of stuff about the 
small consumer and the big consumer. I am talking about Mr. Aver- 
age Man. If you cannot give me the figure, let us estimate it. How 
much would 180,000 cubic feet of gas cost a man? 

Mr. Rogtnson. I can’t give it to you—I can take the average of 64 
cents and multiply by it, but that is not what it will be. If you want 
that done, I will be glad to do it. I will be glad to furnish the actual 
figures. 

Mr. Rocrrs. I do not want you to furnish them. I want them right 
now. 


bi Rosrnson. I am sorry, I did not bring my library or my office 
with me. 

Mr. Rogers. What is the average bill that you collect per month, 
dollarwise, in an average company, a distribution company ? 

Mr. Rozsryson. I gave you my own and I think that is somewhere 
near the average. It may be a little high. 

Mr. Rogers. You say that that is yours? 

Mr. Roprnson. Yes, sir. 

Mr. Rogers. All right. We will use yours, but I am not leaving 
this other. . 

Mr. Rosrnson. That is all right with me. 

Mr. Rogers. Do not you think I am leaving something. We will 
se yours. Suppose the price of gas in the field of Texas went up 1 
cent per 1,000 cubic feet. How much would that change the amount 
of your monthly gas bill, dollarwise ? 

Mr. Rosrnson. It would have to be worked through the various 
brackets, and I could not tell you right now what it would do. 


‘ — Rocers. Why would it change it over 1 cent a thousand cubic 
eet { 
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Mr. Rosinson. Because it may not go to the domestic consumer. 
Part might go to the industrial consumer, and if we are not in the 
position that the industrial consumer can absorb it, perhaps more than 
that 1 cent would go to the domestic consumer. 

Mr. Rogers. We are dealing in generalities. How much in dollars 
and cents, or percentagewise—I will let you go percentagewise on 
this—would it be? It would not be over a cent and a half, would it? 

Mr. Rogsrnson. Per thousand, are you speaking of ? 

Mr. Rocers. That would be $1.80 a year, would it not ? 

Mr. Rosryson. Something like that. 

Mr. Rogers. If the whole thing went clear across the board, it 
would be $1.80 a year, would it not? 

Mr. Roxzrinson. I do not know what you mean by the whole thing. 

Mr. Rogers. Say it went up a cent and a half a thousand in the field 
prices where you would have to add a cent and a half in order to meet 
your contract obligations in the field. That would mean that each 
fellow who was in the same position you are in, using between 160,- 
000 and 200,000 feet, it nae, cost him about 15 cents a month more; 
would it not? 

Mr. Rostnson. I cannot give it to you that way. On the average it 
would cost the 1 cent times 180,000 or 160,000 cubic feet. But to limit 
it to 1 month; that would not be a correct statement. 

a Rogers. I am taking the average now. I am taking the annual 
ill. 

Mr. Rosrnson. You relate it to a month. 

Mr. Rogers. I am taking the annual basis and using the 15 cents as 
the average. He may pay the 15 cents in 1 month, but in the months 
where he al not heat his house, in the summertime, he might have to 
pay 45 cents that month and not pay any another month. You under- 
stand what I mean. I am talking about the average. But it would 
not increase it if the field price went up 1 cent. It would not increase 
the consumer’s cost enough to where he would even know about it, 
would he? 

Mr. Rosrnson. I think he would know about it. 

Mr. Roeers. You think he would know about it ? 

Mr. Rosrnson. Sure. 

Mr. Rogers. If he was paying a $12.35 gas bill and it went up to 
$12.50 the next month, do you think he ia how] about it ? 

Mr. Rostnson. We have a time convincing our commissions that 
they would not how] about it. 

Mr. Rogers. I am not talking about the commissions. I am talking 
about the fellow that pays the bill. He is the one who everybody is 
interested in around here. 

Mr. Rogsrnson. That is exactly who the commissions represent. 

Mr. Rogers. I am talking about him. How many complaints have 
you had when the bill went up 15 cents a month ¢ 

Mr. Rostnson. Very few. 

Mr. Rogers. Mr. Robinson, you were talking about this escalator 
clause, and I am not at all satisfied, I will tell you frankly, with your 
testimony about your not being for regulating these producers. I 
think you are for regulating them. 

Mr. Rosrnson. You have a right to your opinion, Mr. Rogers. _ 

Mr. Rogers. I appreciate that, and 1 appreciate your attitude on it. 
I appreciate the fact that you have a right to your opinion, too. That 
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is the reason we are here. You say this, that if we do away with the 
escalation clause and the favored-nation clause, in the present con- 
tracts—are you talking about presently existing contracts, or contracts 
to be made in the future ? 

Mr. Rostnson. All contracts. 

Mr. Rogers. All contracts, including those now in existence ? 

Mr. Rogrtnson. Because the Harris Bill, as submitted, virtually did 
that, or put them under the control of the Commission. That is all 
we are attempting to do on the present, to put them on the same basis 
that they would be under the proposed Harris bill. 

Mr. Rogers. Would you also want to change the terms of those con- 
tracts, yearlywise ? 

Mr. Rosrnson. I do not know what you mean. 

Mr. Rocrrs. Well, say the contract is for 25 years, or 20 years, or 
for 15 years. You want to take the escalation clause and the favored- 
nation clause out of it. Do you not want to take it away so that you 
can change it every year ? 

Mr. Rostnson. I had made no recommendations as to the time. I 
have said that if I were a producer, I would ask for, certainly in the 
contract if I was going to make it for 20 years, for a review at some 
intervals of time, perhaps 5 years, and that data would be subjected to 
a review by the Federal Power Commission to see whether or not this 
change would be a reasonable rate. 

Mr. Roerrs. That would be in the nature of a favored-nation clause, 
would it not? 

Mr. Roxzrnson. I do not care what you call it, sir; that is my idea. 

Mr. Rogers. You mean a review for price purposes? 

Mr. Rostnson. I should think it would be more of a renegotiation. 

Mr. Roerrs. But you do not think a man ought to have the right 
to make a contract today with another man or another company to 
change in the future the price that he charges for the commodity he 
sells? 

Mr. Rosrnson. Not in the business such as we have here; no. 

Mr. Rocers. This is a different business from other businesses ? 

Mr. Rostnson. I think you have the distribution end of it regulated. 
I think you have the transmission end of it regulated. We are recom- 
mending not regulated in the producing end of it, only to the extent 
that the Harris bill has put that in, plus the elimination of the effect 
of the favored-nation and escalation clauses. 

Mr. Rocers. That is the thing that disturbs me. It is like one 
fellow telling me about another fellow who says he is for another 
fellow. When you say you are not for regulations but, when you 
get through with those limitations, you have them run off the reserva- 
tion entirely. The approach you are taking to it, I think, is going 
to end up in Federal regulation of the whole situation. That is the 
reason I cannot understand when these people who have screamed 
free enterprise, running around here blowing the horn about Federal 
control and Government interference and all of these things, turn up 
here and shed a lot of crocodile tears for consumers and want to put 
a business under Federal control and under the regulation of a bureau 
right here in Washington. That is the thing I cannot get through 
my head. You own some reserves, do you not? 

Mr. Rosrnson. We may own a few little tracts, insignificant. We 
buy practically all of our gas in the Appalachian area, and we drill on 
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land under leases. The farmer owns the royalty and we pay him 
a royalty. We may own a few tracts. I would not say that they 
would amount to anything. 

Mr. Rocers. Mr. Robinson, I want to get this straight. You say you 
drill some wells and you pay the farmer a royalty and he owns it? 

Mr. Rogrnson. That is right. 

Mr. Rogers. How much of the gas that comes out of there do you 
get and how much does he get ¢ 

Mr. Ropinson. We get all of the gas but we pay him his royalty, 

Mr. Rogers. What is his royalty ¢ 

Mr. Rosrnson. Different rates, ranging from a flat royalty of $200 
a gas well per year up to a value of one- ‘eighth of the gas. 

Mr. Rogers. Up to the value of one-eighth of the gas ? 

Mr. Rogprnson. Yes. 

Mr. Rogers. The truth of it, sir, is this 

Mr. Roptnson. That is the truth that I gave you. 

Mr. Rogers. Yes, I know it is, but it is not all of it. 

Mr. Ropinson. Yes, it is. Absolutely the truth. 

Mr. Rogers. I happen to know quite a bit about those contracts 
myself. The truth is that when you take one of those leases frdm a 
farmer, you are the purchaser of seven-eighths of that gas, are you 
not, and you are the owner of the seven-eighths of that gas? 

Mr. Rosinson. That is incorrect, sir. 

Mr. Rogers. You were not going to make any legal statements 
awhile ago. You are making that as a statement of the law , the farmer 
owns all of the gas / 

Mr. Ropinson. I am saying that the practice that we have is that we 
are entitled to all of the gas from that well, not seven-eighths of it 
as in a normal oil lease. We are entitled to all of the gas from that 
well. For the royalty interest that he owns, we pay him in many 

cases $200 per year on a very small well. It may pay him $500 a year. 
Some leases require that we pay him one-eighth of the field price of 
the gas. But still we have all the gas in our possession, ail he has 
none in his. 

Mr. Rogers. He cannot get any of it, can he / 

Mr. Roprnson. No, sir. 

Mr. Rocers. And he cannot take his royalty in kind, can he? If 
he wanted to take part of that gas and use it to run a well with which 
to pump water out of the ground, he could not use it, could he? 

Mr. Roprnson. Well, a great many of the leases provide free gas for 
him to use on his own premises, such as cooking, water heating, heating 
his home, and running dairies, and warming chicken coops and so 
forth. 

Mr. Rocers. I understand that. Is that all he can use? 

Mr. Rosrnson. Well, he might use more. 

Mr. Rocers. If he was in a certain business on that farm, and he 
needed to use some of the gas to run a boiler with, you could keep 
him from doing it under that contract, could you not, Mr. Robinson! 

Mr. Rosrnson. Yes, I think so. 

Mr. Rocers. What that means is simply this, that the election of 
whether you let him have his gas in one-eighth or whether you pay 
him the value of the gas is w ith your company and not him, is it not! 

Mr. Rostnson. The leases provide that. 
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Mr. Rocers. I understand. But the leases provide that it is with 
your company and not with the farmer? 

' Mr. Rostnson. That is the contract he enters into. 

Mr. Rogers. You told this committee that the farmer owns that 
gas and that you just pay him royalty on that. 
~ Mr. Rostnson. I did not say the farmer owns the gas. He owns 
the royalty and when he gives us a lease he transfers to us the gas, 
and we pay him for the share that he retains in his lease. 

Mr. Rocers. And you get title to that seven-eighths, do you not? 

Mr. Roprnson. We get title to all of it. We get the rights to use 
all of it. I do not know that any legal title passes. It may be. I 
am not a lawyer. 

Mr. Rogers. I will be interested in reading this record, because I 
think you said a minute ago before we got going into these contracts 
that you had a few leases that you drilled wells on.. How much acreage 
have you that you drill these wells on and pay the farmer a royalty ? 

Mr. Roprnson. Several thousand acres. 

Mr. Rocers. What do you mean by several ? 

Mr. Rostnson. I would not know, Mr. Rogers. 

Mr. Rogers. How many wells have you? We will put it that 
way. 

Mr. Roprnson. In 1954 we owned 4,265 gas wells. 

Mr. Rogers. You owned 4,265 gas wells? How much of the gas 
that you distributed to your customers came from your own gas wells? 

Mr. Roprnson. About 17 percent. 

Mr. Rogers. About 17 percent. How much are you allowed on 
your own gas as to the cost of it, from a field price standpoint ? 

Mr. Rosrnson. It is not based on a real price. It goes into all of 
our expenses. But it is approximately the same as the field price of 
gas. Let us say an average of 25 cents. 

Mr. Rocers. That does not satisfy me. We are running around 
the mountain on this thing. 

Mr. Rostnson. That is a fact. 

Mr. Rocers. You know how much you are getting for your gas out 
of those wells. 

Mr. Rortnson. I said the cost. 

Mr. Rocers. No, no, no. You have your books set up to where 
you show what you get for the gas you produce out of those wells. 

Mr. Rostnson. That is what I am telling you. We do not sell the 
gas from one company to another. The same company that produces 
the gas distributes it. On our books the average cost of our own 
produced gas is approximately 25 cents a thousand. 

Mr. Rogers. Twenty-five cents a thousand ? 

Mr. Roprnson. Yes, sir. 

Mr. Rocers. Is that all in the Appalachian area? 

Mr. Rostnson. Yes, sir. That is the only place we have production. 

Mr. Rocers. You say you did not use that figure at all in reaching 
your average of 13.6 you talked about ? 

Mr. Rostnson. No, sir, that figure was not used. 

Mr. Rocers. What makes your gas so much more valuable than 
Texas gas, Mr. Robinson ? 

Mr. Rosrnson. It isn’t, when we get it at the location. 

Mr. Roeers. You say it is not? 
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Mr. Rosrnson. It is not when we get it all at the location where 
we need to use it. 

Mr. Rogers. Your 25 cents, does that include your transmission 
cost, too? 

Mr. Rosrnson. No, sir. 

Mr. Rocers. That is the value of the gas at the well head? 

Mr. Rosrnson. That is correct. 

Mr. Rogers. In other words, 25 cents in the Appalachian and 
around 9 cents in Texas? 

Mr. Rosrnson. Nine or ten cents. 

Mr. Rocers. Nine or ten cents in Texas? 

Mr. Rosrnson. Yes, sir. 

Mr. Rooers. Your fields are depleting there, are they not? 

Mr. Rosrnson. Yes, sir, unfortunately they are. 

Mr. Rogers. You testified in 1947 and 1948 about the Moore-Rizley 
bill that if they did not do something to stop this Federal contro] 
that there was liable to be a shortage of gas and there was liable to 
be a drastic situation up in this part of the country, did you not? 

Mr. Rosrnson. I do not think I testified to that. It was read into 
the record awhile ago. 

Mr. Rocers. Did you not have in mind that the people in Texas 
might start using that gas in intrastate transactions within the con- 
fines of the State of Texas and industry might move down there ? 

Mr. Rosrnson. No, I do not think I had that in mind. 

Mr. Rocers. You do not have any fear of that? 

Mr. Rogrnson. No, sir. 

Mr. Rogers. You do not think all industry will move to Texas? 

Mr. Rosrnson. Not to the extent that it will use all the gas that 
Texas produces. 

Mr. Rogers. You say about 17 percent of your gas is from your own 
wells. Who do you get all the rest of the from ? 

Mr. Rosrnson. We get the majority of it from the long pipeline. 
From the Panhandle Eastern Pipeline Co. we get about 8 percent of 
our requirements. 

Mr. Rocers. Eight percent, about ? 

Mr. Ropsrnson. Yes. The Tennessee Gas Transmission Co., about 
28 percent. The Texas Eastern Transmission Co. about 29 percent, 
and we purchase locally from some 2,000 producers in the Appala- 
chian area about 18 percent. 

Mr. Rogers. These local producers are the ones I am interested in 
right now. They are just local producers, small producers? 

Mr. Roprnson. Some of them are. Some people will go out and 
drill a well. We have some oil companies, such as the South Penn 
Oil Co., or the Columbia Carbon Co., who are large producers in the 
Southwest. They also produce in the Appalachian area. We have 
United Carbon; also producers in the Southwest. 

Mr. Rogers. What kind of contracts do you have with them ? 

Mr. Rostnson. The majority of the contracts with the producers in 
the Appalachian area are contracts to purchase all the gas that is 
produced on a particular lease or group of leases with no guaranteed 
delivery amounts at all. Whatever it happens to be, the company 
agrees to buy it. 

Mr. Roeers. Would you mind going over that again? 
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Mr. Rosrnson. I will be glad to. Let us assume you are an opera- 
tor and have drilled one well on a lease. We make a contract with you. 
You agree to sell to us and we ig to buy all the gas that well will 
produce, whatever it may be. Then if you drill another well on that 
lease, the same thing. There is no obligation on the part of the pro- 
ducer to deliver any gas at all in quantities, but only to deliver what- 
ever that well or group of wells or leases or group of leases will 
provide. 

Mr. Rogers. What price would you pay? 

Mr. Rosprnson. That varies from 20 cents up to as high as 27.5 
cents. 

Mr. Rogers. What are the terms of your contract? 

Mr. Rosrnson. The life of the well. 

Mr. Rocers. The life of the well ? 

Mr. Rosrnson. Yes, sir. I am speaking now of most parts. There 
may be an exception to that now and then, but most of our contracts 
are for the life of the well contract, the life of the lease or the life of 
the group of leases, whatever the production is coming from. 

Mr. Roecers. For 20 years, if the well lasts that long—for the life 
of the well? 

Mr. Roprnson. Yes, sir. We have wells that have been producing 
over 30 years. 

Mr. Rogers. Do any of those contracts have escalation clauses in 
them ¢ 

Mr. Rosrnson. No. We have a few contracts with some of the 
carbon companies that operate in the Southwest. It has been put 
into them recently. I think we have maybe only a half dozen out of 
the 2,000, which whereby if the producing company, the local com- 
pany, receives an increase, they will get a certain percentage of that, 
which is a form of escalation. 

Mr. Rogers. That is a form of an escalation clause? 

Mr. Rostnson. That is right. 

Mr. Rocers. Do you not have some small, one-gallus-farmers that 
own gas wells that you buy gas from up in the Appalachian area? 

Mr. Rosrnson. Very true. A man may go out and stake out a 
well, and it will be owned by a farmer or a group of farmers. But as 
a general rule, the operators of wells are in the business of drilling 
wells and selling gas. When that well gets down to a very small 
production this operator may transfer it to the farmer, and then we 
of course, have a gas purchase contract from the farmer. 

Mr. Rocers. Your proposal, if it was carried into effect to do 
away—to outlaw escalation and favored-nation clauses—would cre- 
ate a situation where whatever an existing contract named as a price 
would remain the price. There could not be any favored-nation trig- 
gers as were being talked about this morning, or any escalation provi- 
sions that would come into effect. That price would remain the same, 
according to your contracts, for the life of the well, would it not? 

Mr. Rosrnson. Unless it was seen that there should be an adjust- . 
ment. In that event, it would have to be approved by the Federal 
Power Commission. 

Mr. Rogers, We are writing a law here. What you are doing is 
you are taking away from the Federal Power Commission any dis- 
cretion, and you are writing into a law a provision that would con- 
tinue your contract into effect and make it binding, but you are taking 

: 
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away from the fellow the provision that protects him. You are keep- 
ing your terms but you are doing away with the price changes. 

Mr. Rosrnson. I do not think so. 

Mr. Rogers. Maybe I read it wrong, but does not your 

Mr. Rosrnson. I said we had 6 or 7 such contracts. If the contract 
is with one of our natural gas companies, it would come under the 
Natural Gas Act. If the contract happened to be with one of our 
local State companies, it would not be effective, but if it were with 
one of our natural gas companies, it would come under the Natural 
Gas Act. Then that contract would have to be modified so as to do 
away with that adjustment clause or that producer would have to 
subject that to review by the Federal Power Commission. It is just 
exactly the same principle. 

Mr. Rogers. His price would have to come under Federal control? 

Mr. Rosrnson. That is right. 

Mr. Harris. Would the gentleman from Texas pardon the inter- 
Ba 9p. ? 

Mr. Rogers. Yes, sir. 

Mr. Harris. Mr. Robinson, the hour is getting pretty late. A good 
many of the members have already gone, as you have observed. 
Would it. be convenient for you to be back tomorrow? A good many 
of the other members have not had an opportunity to ask you some 
questions that they have in mind and which they would like to ask. 

Mr. Rogtnson. Mr. Harris, I had planned to go to Cleveland to- 
night, but if it is the wish of this committee, I will be glad to remain 
and accommodate them at any time. I will be here tomorrow; yes, sir. 

Mr. Harris. It is certainly not the desire of the committee, and I 
assure you of the Chair, to cause you any more inconvenience than 
possible. 

Mr. Rosrnson. I will be glad to be here tomorrow if it is your 
wish, sir. 

Mr. Harris. You have been going through quite an ordeal, I might 
say. You have been here the entire day and have been very patient. 

Mr. Rogsrnson. Thank you, sir. 

Mr. Harris. We would like to conclude your testimony while you 
are here at this time, if you will stay over. 

Mr. Rosrnson. I will be here tomorrow. 

Mr. Harris. You may proceed. 

Mr. Rogerrs. I will finish quickly, Mr. Chairman. I am sorry to 
have taken so much time. I have wanted to get into some of these 
things for quite a while. Let us get away from your particular situa- 
tion, Mr. Robinson, and look at the general proposition of your amend- 
ment. You say you do not want Federal control, and yet you say that 
if they do not do away with escalation and favored nation then they 
have to have Federal control. In the general proposition let us take 
an old boy who has entered into a 20-year lease for gas at a price, we 
will say, of 7 cents, and he has an escalation or favored-nation clause in 
there. If we adopt your amendment the result of that would simply 
be this, that if he continues to sell he would have to give up that escala- 
tion clause, would he not ? 

Mr. Roprnson. No. 

Mr. Rocers. If he continued to sell to the interstate pipeline? 
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Mr. Rosryson. No. He would have to subject himself to the Fed- 
eral Power Commission control. He would not have to give up any- 
thing. 
Mr. Rogers. He would have to do away with the escalation clause, 
would he not ? 

Mr. Ropsrnson. No. 

Mr. Rogers. He would not have to do away with it, but it would not 
work. It would be like the fellow with snowshoes in the middle of 
the Sahara Desert. 

Mr. Rosrnson. That would be the Federal Power Commission’s de- 
terminations to see if that escalation clause made it a reasonable price. 

Mr. Rogers. But he would lose any effect of the bindingness of that 
escalation clause as a provision in the contract, would he not, and it 
would be subject to Federal control ? 

Mr. Roprnson. He would not lose anything, by way of the contract, 
if he want to subject himself to Federal control. 

Mr. Rogers. He would not lose anything but his head. 

Mr. Ropinson. If he wants out bad enough, he will find a way to 
get out, Mr. Rogers. 

Mr. Rocers. What I mean is this: Let us take an escalation clause 
which is automatic, as I understand it, and the price raises 1 cent at 
certain intervals. If your proposal passed, that would not happen, 
would it, by itself ? 

Mr. Rostnson. Do you mean on past contracts ? 

Mr. Rogers. In other words, Mr. Robinson, if he had the escalation 
clause that provided for a 1 cent increase every year, and if your pro- 
posal was adopted, and a year later he came in—or at the time it is 
supposed to raise he came ‘in—and said, “I w ant a cent more for my 
gas” and the company he was selling to said, “I am sorry, but the 
Robinson proposal passed and you don’t get that. That outlaws that. 
The only way you can get it is to go to the Federal Power Commission 
and ask them if it is all right for you to do it.” 

If they say it is all right, then this goes into effect, and if they said 
it is not all right then it will not. 

That would be the effect, would it not? 

Mr. Rogprnson. You can describe it any way you want to. I would 
like to describe it as this way: 

If there is an escalation clause in presently made contracts that calls 
for an increase at some time, the price or the condition of that escala- 
tion can be reviewed by the Federal Power Commission. If they want 
and can, and justly, increase or decrease that rate after they have de- 
termined a reasonable field price, they can. That seems to me to be it. 

Mr. Rocers. In other words, the price fixing would be in the hands 
of the Federal Power Commission, would it not ? 

Mr. Roprnson. On presently made contracts, in accordance with the 
Harris bill. The future made contracts are also made subject to this 
review. 

But under the proposed amendments the contracts that are now 
in existence today would either trade out, get out from under, or get 
rid of escalation clauses, if you please, or subject themselves to review 
by the Federal Power Commission. They have the election, which- 
ever way they want to do it. 

Mr. Rogers. They have the election, as to which foot they want to 
get cut off and they are only going to lose one of them. But the thing 
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I am talking about is this, that there is no provision, and you do not 
recommend anything, to the effect that if the man does not want to do 
that, then the whole contract becomes void as to term 2? 

In other words, say one of your folks would say to you, “Mr. Rob- 
inson, I don’t like this business. I don’t want to get under the Federal 
Power Commission control, and I want to void this contract.” You 
bought the gas for the life of the well. What do you say? 

Mr. Rosrnson. Those don’t apply to us. It is only these six wells. 
We don’t deal with these producers ourselves. It is a pipeline that 
deals with them. 

In our own local production—— 

Mr. Rogers. Are you not in the pipeline business ? 

Mr. Roprnson. Not in the type you are speaking of. We have 
transmission lines that move gas short distances. One of our com- 
panies, the New York State Natural Gas Corp., probably has: one 
250 miles long. 

Mr. Rogers. Do you not buy gas? Did you not tell me you bought 
gas? 

Mr. Rostnson. We certainly do. 

Mr. Rocers. And you own gas and you sell it to the consumers? 

Mr. Rostnson. That is right. 

Mr. Rocers. You are in the transportation, the production, and the 
distribution ? 

Mr. Rostnson. Yes, sir; and the storage of gas. 

Mr. Rogers. I had forgotten about that. That is a new angle to it 
that has just come into play in the last few years. I was going to say 
you were in everything in the gas business. 

Mr. Rogrnson. That is correct. 

Mr. Rogers. If they said that to you, you would not want to give 
up that contract, would you, Mr. Robinson? 

Mr. Rosrnson. If I didn’t want under the jurisdiction of the 
Federal Power Commission I certainly would. If I was satisfied to 
be under the jurisdiction of the Federal Power Commission, I would 
take the review and whatever they had. 

Mr. Rocers. I am talking about the man who is selling you, by 
contract, gas that does not want to be under the Federal Power 
Commission. 

Mr. Roprnson. No one sells me gas under those conditions, directly. 
There are only about six customers that we are talking about. I am not 
fearful of 6 out of 2,000 that we would have that much difficulty with. 

Mr. Rogers. We are not dealing with you alone, though, and not 
just those six. 

Mr. Rosrnson. Those are the people that ought to give you that 
explanation. I have given you my viewpoint and it seems to me you 
ought to get this other from the other people. 

Mr. Rocers. I want to know if you want everybody in the business 
to run theirs like yours, or if you want to let them run theirs their 
own way. 

Mr. Rogrnson. I certainly don’t want to run anybody else’s business 
but my own, sir. 

Mr. Roeers. You are talking about putting the fellows under the 
Federal Power Commisison or making them lose their heads. What 
about the distribution business? Would you want to be under the 
Federal Power Commission, too ? 
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Mr. Rostnson. It is already under State commissions. 

Mr. Rocers. No; I said the Federal Power Commission. 

Mr. Rosrnson. I don’t think it would make too much difference 
from the State commissions. 

Mr. Rocers. In other words, you think as long as we are going “half 
hog” we a as well go “whole _— and put the whole thing under 
the Federal Power Commission—distribution, transportation, and 
production ? 

Mr. Rostnson. I didn’t say that. 

Mr. Rogers. I thought you said it would not make much difference. 

Mr. Rosrnson. I don’t think it would, in effect. 

Mr. Rogers. Would you want your distribution business under the 
Federal Power Commission ¢ 

Mr. Rosrnson. If it were excluded from the State commissions. I 
don’t think it would make too much difference in the end. I don’t 
want them under both. 

Mr. Rogers. We will say they were taken out of the State jurisdic- 
tion. Would you say it would be good for the country to have your 
distribution business under the Federal Power Commission ? 

Mr. Rosrnson. No, sir. 

Mr. Roeers. You would not think so? 

Mr. Rostnson. No; I would rather see it under the State commis- 
sions. I would rather see all the regulations under the State com- 
missions. 

Mr. Rogers. You would rather see the producer under the State 
commissions; would you ? 

Mr. Rosrnson. Yes; if properly controlled I certainly would. 

Mr. Rogers. Following out your own proposition, you would be 
willing to say one thing, that a man who produces and gathers gas and 
sells it into the pipeline can stay in intrastate commerce and out from 
under the blanket of the Federal Power Commission, would you not? 

Mr. Rosrnson. I did not say that. 

Mr. Rogers. How do you feel about it ? 

Mr, Rosrnson. I have stated my feeling, I think, a great many times. 
I will say it once more, that taking the Harris bill as a bill, and we 
have been told the producers are satisfied with it, we have attempted 
to go from there and remove certain escalations and favored-nations 
clauses or subject the procedure to the jurisdiction of the Federal 
Power Commission. It just seems that simple to me. ; 

Mr. Rogers. I appreciate that, and I remember your answer well. 
But that is not the question I asked you, Mr. Robinson. I am going to 
ask you again and see if you will answer it. 

Would you or would you not support a bill that just said that the 
production and gathering of gas and the sale of it into a pipeline left 
it in intrastate commerce and out from under the Federal jurisdiction 
or the Federal Power Commission jurisdiction ? 

ma sr I would like to see the bill before I would commit 
myself. 

Mr. Rocers. You would? 

Mr. Rostnson. Yes. 

Mr. Rogers. That is the bill; I outlined the bill to you right there. 
It is just exactly like it is. 

Mr. Rosrnson. I do not think you could operate under a bill of that 
nature, Mr. Rogers. 
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Mr. Rogers. You do not think you can operate under it? 

Mr. Rostnson. No. You have to have a yardstick for setting up 
prices, and whether or not to have an escalator clause. 

Mr. Rocers. Who is going to set the prices, the Federal Power 
Commission ¢ 

Mr. Roprnson. You said under State control, as I understood it. 

Mr. Rogers. It is under State control now, is it not, or was before 
the Supreme Court got a hold of it. 

Mr. Rosrnson. I do not know of any prices being set in the field 
by any State regulatory body. 

Mr. Rogers. I did not say price control. I said State control. 
I am talking about conservation. I am not talking about price. 

Mr. Rosrnson. I understand State laws are nearly in all of the 
States, concerning this. But the point I understood we have been 
talking about nearly all afternoon was the price of gas. I know of no 
State regulation. 

Mr. Rogers. You might have been talking about the price of gas 
but I was not. I am talking about the Federal control of gas. That 
is what I am talking about. I think that is the important thing in 
this, the Federal control of it. We sum up here to one proposition. 
You said you did not want your distribution units under Federal 
control, but it is all right for the producer that he be under Federal 
control. 

Mr. Rostnson. He does not have to be under Federal control in the 
Harris bill and in the amendments suggested. 

Mr. Rogers. He does not have to be under the Harris bill and the 
amendments suggested ? 

Mr. Rostnson. That is correct. 

Mr. Rogers. As long as he is willing to be penalized and give up 
a right that he has under the Constitution to contract as he is sup- 
posed to have in this country, then he can do as he pleases. 

Mr. Robinson, I do not believe you are serious about that, I hon- 
estly do not. I do not think you believe in Federal control. I think 
your testimony back in 1947 and 1948 was certainly in keeping with 
what you think, and I think you have been misled or something by 
these new conclusions you have reached. 

Mr. Rosrnson. I am glad that you can read my mind better than 
I can. I have expressed myself as perfectly and as clearly and as 
_ sincerely as I know how, sir. 

Mr. Rogers. I appreciate that. I am sure you have. I am sure 
you believe what you have said. But I cannot believe that a man 
that would take the position that you took in 1947 could change over 
completely and underwrite Federal control of an industry of this kind 
as completely as you have done today. 

That is all. 

Mr. Rosrnson. You have a perfect right to that view. 

Mr. Harris. It is after 5 o’clock now. I know, Mr. Robinson, you 
have gone through quite a long session this afternoon. I am sure 
you would like to have a little rest. 

Mr. Rogsrnson. Thank you, sir. 

Mr. Harris. The committee has been in session probably a little 
longer than usual. In view of the fact that there are 3 or 4 other 
members, particularly Mr. O’Hara, Mr. Beamer, and Mr. Wolverton, 
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and myself, also, with a few questions we would like to ask to clear 
up some of the suggestions that you have. With that understanding, 
you will be back with us in the morning at 10 o’clock. 

~ The committee will now recess until 10 o’clock in the morning. 


(Whereupon, at 5:05 p. m., the committee recessed, to reconvene 
at 10a. m., Friday, April 1, 1955.) 





NATURAL GAS ACT 
(Exemption of Producers) 


FRIDAY, APRIL 1, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met, at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The Carman. The committee will come to order. 

We are meeting again this morning for continuation of hearings on 
H. R. 4560 and al bod bills to amend the Natural Gas Act. 

When the committee adjourned yesterday afternoon, Mr. J French 
Robinson, president of the Consolifiated Natural Gas Co., had been 
on the stand for quite a while. He is here again this morning. We 
will ask you to resume at this time, Mr. Robinson. 

At this point, the Chair will recognize the gentleman from New 
Jersey, Mr. Wolverton. 

Just before we start the questioning, Mr. Harris is recognized for 
some insertions. 

Mr. Harris. Mr. Chairman, during the course of the hearings when 
Mr. Kuykendall of the Federal Power Commission was testifying 
there was a chart presented to him which purported to give the cost 
of gas in the field. where produced and the prices paid by the con- 
sumers in various cities. I do not believe the chart was placed in the 
record at that time, but was turned over to the Chairman of the Fed- 
eral Power Commission for additional information confirming the 
correctness of the chart. 

In order that the findings of the Commission may be included in 
the record, I ask unanimous consent that that chart be included at the 
point where it was referred to. 

The Cuamman. Without objection, it is so ordered. 

Mr. Harris. The Federal Power Commission has provided the 
chairman with information as to the correctness of the chart, insofar 
as they were able to obtain the information. 

I ask that this information be included at that same point. 

The Cuarrman. Without objection, it is so ordered. 

Mr. Harris. Mr. Klein requested the Chairman of the Federal 
Power Commission for certain information regarding the gas-rate 
increases filed by natural-gas pipeline companies from July 1, 1949, 
to March 1, 1955. 

san information is provided and should go into the record at that 
point. 

61557—55—pt. 1-40 619 
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The Cuamman. Without objection, it is so ordered. 

Mr. Harris. Furthermore, at about the same time, on pages 37 and 
38 of the transcript, Mr. Klein asked for information regarding the 
filing of rate schedules by independent producers. The information 
is submitted for the Federal Power Commission, which should go into 
the record at that point. 

The Cuatrman. Without objection, it is so ordered. 

Mr. Harris. Likewise, Mr. Klein on page 40 of the transcript re- 
quested the Chairman of the Federal Power Commission to furnish 
certain information with reference to the computed differences be- 
tween field price and cost. That information is provided by the Fed- 
eral Power Commission and should go into the record in answer to 
the question at that point. 

The Cuairman. Without objection, it will be included at that point. 

Mr. Harris. Mr. Heselton, at pages 41 and 42 of the transcript, 
asked for certain information with reference to 30 companies owning 
certain reserves of gas. The information is provided by the Federal 
Power Commission, as obtained through their staff, which I submit 
for the record to go in at that point. 

The CuarrMan. Without objection, it is so ordered. 

Mr. Harris. On page 67 of the transcript I requested certain in- 
formation from the Federal Power Commission with reference to 
the increases in the rates of pipeline companies reflecting the amount 
of requested increases, and so forth. This information is submitted, 
as far as possible, by the Federal Power Commission and should go 
into the record at that point. 

The Cuarrman. Without objection, it will be placed in the record 
at the appropriate point, Mr. Harris. 

Mr. Harris. Now, Mr. Chairman, on several occasions the ques- 
tion of the price to the consumers of natural gas in New York City 
has been brought up. In order that the record may be as consistent 
as possible, I obtained a memorandum which I read into the record 
a day or so ago to clarify that situation. I wonder if it would not 
be advisable for the memorandum that I read into the record to be 

laced in the record at the point referred to in connection with this 
information submitted as to the cost in the field and the cost to the 
consumers in these various cities. 

The CuatrmMan. It is the opinion of the chairman, since that ques- 
tion arose at that point, I believe while Mr. Klein was questioning 
Chairman Kuykendall, that it will be proper to place it in the record 
at that point, that is, for the clarification to be placed in the record 
at that point. 

Mr. Harris. That is all, Mr. Chairman. 

(The information referred to by Mr. Harris was inserted at the 
appropriate places in Mr. Kuykendall’s testimony. ) 

The Cuarrman. Mr, Wolverton had been recognized for questions. 

Mr. Wotverton. While we are on the subject of submitting mate- 
rial for the record, I would also like to have unanimous consent for 
the inclusion in the record of the statement that was submitted by 
the Consolidated Natural Gas Co. to the Federal Power Commission 
under its invitation issued on or about November 19, 1954, requesting 
interested parties to suggest changes of rules or regulations that could 
be made as a result of the decision in the Phillips case and I would 
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like for that to be made a part of the testimony of Mr. Robinson, who 
submitted that information. 

The CuairMAN. Without objection, it is so ordered. 

(The matter above referred to by Mr. Wolverton is as follows :) 


STATEMENT OF CONSOLIDATED NATURAL GAS SYSTEM COMPANIES: THE EAST OHIO 
Gas Co., Hope Natura GAs Co., THE PEOPLES NATURAL Gas Co., NEw YorK 
STATE NATURAL GAs Corp., THE River GAs Co. BEFORE THE FEDERAL POWER 
CoM MISSION 


Docket No. R-142.—Consideration of Principles and Methods To Be Applied in 
the Fixing of Rates To Be Charged by Independent Producers for Natural Gas 
Sold in Interstate Commerce for Resale 


INTRODUCTION 


In accordance with the Commission’s order, we take no position in this state- 
ment as to whether there should or should not be regulation of independent pro- 
ducers. Furthermore, we assume that the Commission desires this statement to 
specify principles and methods of regulation in the light of rule 174, as originally 
adopted and as amended. This rule, as we construe it, assumes at this time that 
the act applies’ to all, or at least most, sales by independent producers in inter- 
state commerce for resale. ~ 

The problem covered by this proceeding is of extreme importance, in view 
of the confusion which presently exists in the industry and in view of the wide- 
spread price increases which are going into effect in the field. The Natural Gas 
Act will work only if the industry and the public know and can anticipate the 
principles to be applied by the Commission and the procedure by which its 
decisions will be reached. 


RECOMMENDED PRINCIPLES AND METHODS 


In response to the invitation of the Commission, we respectfully and most 
earnestly urge that the Commission, at the earliest opportunity, and acting pur- 
suant to section 4 of the Administrative Procedure Act, adopt, publish, and de- 
clare the following policy : 


“Statement of Principles and Methods To Be Applied in Fixing Rates To Be 
Charged by Independent Producers for Natural Gas Sold in Interstate Com- 
merce for Resale 


“1. Congress enacted the Natural Gas Act to close a regulatory gap and for the 
primary purpose of protecting the consumers of gas. The fundamental provi- 
sions of the act are that the business of selling gas in interstate commerce for 
resale is ‘affected with the public interest’ and that the rates and charges of 
persons engaged in this business shall be ‘just and reasonable.’ 

“2. The determination of rates under the act must be based on adequate find- 
ings of fact showing their reasonableness. Where increases in rates are pro- 
posed, section 4 (e) of the act places on the independent producer the burden 
of proving such fact as to reasonableness. 

“3. The reasonableness of rates is not proven solely by private contracts be- 
tween independent producers and pipelines or utilities, even when made at arm’s 
length. Proof of ‘just and reasonable rates’ or of increases in existing rates, and 
orders fixing rates, must be predicated on facts outside the private contract be- 
tween two parties. Therefore, increases or changes in rate resulting from either 
private negotiations or the operation of contract adjustment clauses are not 
proven by the contracts themselves and must be supported by evidence outside 
the contracts. 

“4. Just and reasonable rates for gas sold by independent producers in the 
field cannot be fixed on a net investment rate base method. This method would 
be unworkable from a procedral standpoint as applied broadly to all producers 
as a class. Furthermore, this method is substantively wrong as applied to 
production, and hence would tend to discourage the sale of gas by independent 
producers and the development of adequate supplies for the future. The use 
of this method, therefore, would be contrary to the public interest and the inter- 
est of consumers, 
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“5. Just and reasonable rates for gas sold by independent producers in the 
field must be fixed on a basis which adequately compensates the producer and 
which also, to the extent deemed necessary, promotes the prospecting for, pro- 
duction, development, and sale of adequate supplies of gas. All these ends are in 
the public interest and in the interest of the consumer. 

“However, since the Natural Gas Act was passed for the protection of the con- 
sumer and to complement State regulation of local utilities, the rates fixed for 
sales in the field must not disrupt the local rate and sales patterns and sales 
balance under which gas is distributed to the ultimate consumer. 

“Therefore, in rate proceedings involving a producer, the Commission will 
‘consider and look primarily to the current fair rate value of gas of the same 
quality in the field in which the producer operates, arrived at as a matter of 
judgment and predicated principally on the following considerations : 

“(a) Such value will reflect the amount which the Commission determines 
will compensate the producer for the costs which he has incurred in ex- 
ploring for and developing the gas reserves which are the subject of the 
inquiry, including dry-hole expense, delay rentals, bonuses, ete. It will re- 
flect like costs of other producers in the field or area. It will reflect perti- 
nent trends in operating costs. It will reflect the quality, pressure, and lo- 
eation of the gas. It will reflect the amount which the Commission finds 
should currently be paid or offered for gas in the field (in the sense of 
a posted price) in order to promote conservation and to encourage independ- 
ent producers to bring adequate supplies of gas in for sale and encourage 
prospecting for and development of additional supplies for the future. It 
will reflect any other pertinent evidence of value admitted in the particular 
proceeding. 

“(b) However, such value will not exceed the amount which can reason- 
ably be paid by the buying pipeline company and distribution companies in 
the light of the rate and sales patterns and sales balance under which such 
gas is sold and distributed to the public, and in the light of the long-term 
obligations which the pipeline and distribution companies have to purchase 
and take gas in the field. 

“6. The Commission will accept the rates and charges being made by the inde- 
pendent producers on June 7, 1954, and will not at this time embark on any pro- 
ceedings under section 5 (a) with respect to such rates and charges. It will, 
for the present, consider that such rates are just and reasonable on the ground— 

“(a) That the independent producers were willing to bring their gas to 
market at such prices and that, until proof of the contrary is offered, such 
prices are sufficient to compensate the producers and provide for the develop- 
ment of supplies for the future, and 

““(b) That such prices are or can be reflected in rates to the ultimate con- 
sumers. 

“7. The Commission will not permit to become effective, without hearing and 
proof of reasonableness, any material increases in rates above the level in effect 
on June 7, 1954, where such increase results from the operation of price adjust- 
ment clauses in contracts, or from the renegotiation of contracts theretofore 
in effect. 

“8. In the event any increase in rates resulting from the operation of price 
adjustment clauses in contracts or from the renegotiation of contracts has been 
permitted to become effective since June 7, 1954, without hearing, the Commis- 
sion will, on its own motion, at least in cases involving an increase of more 
than $100,000 per year, institute a hearing under section 5 (a) of the act to 
ascertain whether the increased rate or price is Just and reasonable. 

“9. In the event of the institution of any new sale in a field at a rate in excess 
of the general level of prices in such field on June 7, 1954, for gas of the same 
quality, the Commission will, on its own motion, at least in cases involving 
excesses aggregating more than $100,000 per year, institute a hearing under 
section 5 (a) of the act to ascertain whether such rate or price is just and 
reasonable. 

“10. By reason of the limitation in section 5 (a) of the act, the Commission 
has no authority on its own motion to order an increase in the rates of any 
producer above those to which it may be limited by contract or otherwise.” 


DISCUSSION 
1. Introduction 
The consolidated companies as a group have been in the natural-gas business 
in the Appalachian area since the early discoveries in the 1880’s. They have 
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supplied natural gas in Pittsburgh, Pa., since 1885, and in Cleveland, Ohio, 
since 1898. Today the system supplies gas to over 1 million residential, com- 
mercial, and industrial consumers in Ohio, Pennsylvania, and West Virginia 
and supplies gas at wholesale to other utilities serving in Pennsylvania, West 
Virginia, and New York. The system supplies, at retail and wholesale, an 
estimated population of over 7 million. 

The consolidated companies have produced gas from their own wells and 
have prospected for gas for over 70 years. They have dealt with independent 
producers in the field for over 50 years and today buy gas under 2,000 contracts 
with independent producers operating in the Appalachian gas fields. 

Since 1943 they have secured supplies originating in the midcontinent and 
Texas Gulf gas fields, by making long-term fixed quantity contracts with inter- 
state pipelines. Today they are purchasing over 700,000 thousand cubic feet per 
day from Tennessee Gas Transmission Co., Texas Eastern Transmission Corp., 
and Panhandle Eastern Pipe Line Co, 

We firmly believe that the best interests of consumers and the public require 
that regulatory commissions recognize, for gas in the field, values which provide 
sound economic and financial incentives and compensate for risks of develop- 
ment and production. Producers should be encouraged to drill wildcat wells, 
to search for new fields and gas horizons, and to sell gas to a utility market. 
In dealing with independent producers in the Appalachian fields, we have, for 
many years, sought, through considered voluntary increases in contract prices, 
to establish prices which ‘encourage the develonment of gas throughout the area. 

But, whether or not the producers are regulated, we firmly believe and recog- 
nize that the sale of gas into a utility market must be accomplished on a basis 
consistent with the fact that the gas ultimately distributed to consumers as a 
public service and at regulated rates. Methods of sale which prove, in practice, to 
be inimical to this end should be curtailed or eliminated. Prices must be con- 
sistent with established rate structures, sales patterns, and balance of sales. 
Since utilities purchase gas under long-term obligations, rates in the field must 
be such as to enable the utilities to plan their operations and to fit the gas into 
their markets. 

The task of accommodating these diverse considerations is very difficult. It 
requires the best thought that can be brought to the problem. 


2, Private contracts may not be accepted as determinative of just and reasonable 
rates 


The most pressing question is whether the Commission is correct in its present 
practice of allowing very material field-price increases to take effect without 
hearing and determination as to reasonableness. These many increases are pri- 
marily resulting from the operation of price adjustment clauses in long-term con- 
tracts and are, in part, resulting from the renegotiation of prices heretofore in 
effect. 

This practice is necessarily predicated on the argument of the producers that 
these contract prices have been arrived at through arm’s-length bargaining with 
pipeline companies and represent the fair commodity value of natural gas in the 
field. It is further argued that the price provision of the contract represents a 
total consideration for the term of the deal and that any adjustments made pur- 
suant to the underlying agreement should take effect automatically. 

We earnestly submit that the Natural Gas Act does not permit this principle 
and method of regulation as applied to the circumstances here involved. 

Take, for example, the very large increases currently being made as a result 
of the operation of the so-called better-market clause in field contracts. This 
clause requires that the basic price be increased to a higher price computed on 
the basis of the prices currently being paid by two or more pipeline companies 
in a given area specified in the contract. The adjusted price was not known to 
the producer and pipeline company when the contract was executed and depends 
upon subsequent facts determined by the action of persons who are not parties 
to the contract. It is obvious that the reasonableness of such adjusted prices 
may be judged only through consideration of facts which are outside the contract 
between the two parties. And, inasmuch as the Commission is charged with the 
duty of regulating in the interest of the consumer, it should consider all evidence 
pertinent to the fair rate which should currently be paid for gas in the field. 

Contracts under which the price has been renegotiated by the pipelines and 
producers represent a different facet of the problem. The contract in and of 
itself does not demonstrate that the new price is reasonable. But the Commission 
has permitted several major price changes of this type to become the filed and 
effective rates of the producer without any hearing on the matter. The reason- 





624 NATURAL GAS 


ableness of the price can be judged only on the basis of all evidence pertinent to 
the fair rate which should be paid for gas in the field. 

One of the most fundamental principles of administrative law is that where a 
‘business is affected with a public interest” the private contracts involved in such 
business are subject to public examination and review. The very reason that 
Congress made the business subject to regulation is that the contracts involved 
in such business may infringe upon the public interest. 

In administering the Natural Gas Act to date the Commission has regularly 
taken the position that the mere existence of an arm’s-length contract does not 
establish the reasonableness of a change in rate and that proof of reasonableness 
requires the introduction of evidence outside the contract itself. This position 
of the Commissoin was sustained by the Cireuit Court of Appeals for the Eighth 
Circuit in the early decision captioned Mississippi River Fuel Corporation vy. 
Federal Power Commission (121 F. 2d 159, 1941). 

Contracts having escalation and favored-nation clauses have been made with- 
out any determination by the pipeline companies or producers as to the ultimate 
prices which will result from the operation of these clauses or of the effect which 
these ultimate prices may have on the ability of the utilities to distribute the gas 
on a long-term basis in the future. 

The Natural Gas Act was adopted to assist local State regulation in the fixing 
of fair and reasonable prices to the consumer. Since the filed rates of inde- 
pendent producers would be reflected in the rates of the pipeline companies, the 
consumers and distribution companies must be afforded a full and fair oppor- 
tunity to examine and inquire into the reasonableness of the rates of independent 
producers. If this opportunity is not given, then the whole scheme of Federal 
regulation is frustrated and has lost its effectiveness. 


3. Discussion of certain rate and pricing formulas 


(a) The Commission's usual rate base method cannot be applied to independ- 
ent producers as a class.—This Commission’s net investment method of regulation 
has always been opposed by the natural gas industry on the ground that it allows 
nothing for the present fair:value of the property and gas devoted to the public 
use. This theory would be particularly unfair as applied to independent pro- 
ducers not engaged in the natural gas business as a general public service and 
would undoubtedly tend to discourage production. 

But, aside from the substantive faults of the method, it is peculiarly inapt as 
a basis for regulating independent producers as a broad general class. This 
method of rate determination depends on a full and continuing examination and 
inventory of property and costs. And, to be workable, it is essential that the 
regulated companies conform to a specified code of accounts. Furthermore, 
there must be detailed allocations of such general costs as taxes and administra- 
tive overheads. 

If the Commission is charged with the duty of regulating hundreds of inde- 
pendent producers, then it will be dealing not only with established natural gas 
production companies but also with oil companies, natural persons and many 
types of business enterprise. The rate base method could not function in a 
workable manner over such a broad area of jurisdiction. 

(b) The Panhandle case formula.—tIn Opinion No. 26, the Commission modi- 
fied its standard rate base method, so as to treat the production activities of 
Panhandle Eastern Pipe Line Co. as a separate business. It allowed for 
the gas produced by Panhandle ‘a price reflecting the weighted average arm’s- 
length payment for identical natural gas in the fields * * * where it is pro- 
duced.” 

This method of fixing rates obviously proceeds from the premise that a repre- 
sentative and comparable group of nonregulated sales is made in the same field 
from which the regulated company produces its gas. If the Commission now has 
jurisdiction over all (or even most) sales by independent producers to interstate 
pipeline companies, then in most areas there would not be sufficient nonregulated 
prices to serve as the basis for a finding. 

The only fields in which the Panhandle formula might be used would be those 
few from which sufficient nonjurisdictional sales are made in intrastate com- 
merce to industrial plants, electric generating plants, and local gas utilities. 

But even in such instances the formula might not provide a result which could 
be found to be just and reasonable. The sale of gas to a local industrial plant 
might not be comparable to a sale to a pipeline company or the price might not be 
one which could reasonably be reflected in utility rates. 

(c) Competitive fuel prices in the market area.—As against the Panhandle 
formula it is contended by independent producers that the value of gas in the 
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field is not the governing consideration but that the rates for gas going into the 
utility market should be arrived at by considering a theoretical value for gas 
computed from the market price of competitive fuels in the area of distribution 
and by deducting from this figure the costs of transmission and distribution. 
But there are major defects with this approach both from a procedural and 
substantive approach. 

The normal pipeline supplies gas to distribution markets over a wide area. 
For example, Tennessee Gas Transmission Co. supplies gas all the way from 
Tennessee to New Hampshire. The prices of competing fuels along this route 
vary widely. Coal is cheap in Tennessee but relatively expensive in New 
England. Oil is more expensive in western Pennsylvania than in New England. 
The rates for electricity vary widely throughout such a broad area. Some gas 
is used for cooking for which electricity is the chief competitor, whereas coal 
and oil are little used. Gas sold for house heating competes in some areas with 
oil, but in other areas has no real competitor. Gas for certain industrial uses 
competes with electricity, but not with coal and oil; whereas for other types of 
industrial use the chief competitor is oil or coal depending on the location and 
volume of sale. It would be impossible to ascertain any reasonable average 
figure from these widely varying competitive situations. 

But aside from the procedural aspects of the problem, it is wrong from a 
substantive standpoint to consider that the regulated rate for gas in the field 
may be directly predicated on the maximum permitted by competing and unregu- 
lated fuels. That concept contemplates an absence of regulation, and ignores 
the fact that Congress has prescribed administrative regulation of rates. Rates 
for gas in the field must be just and reasonable in themselves. Where Congress 
has determined that a business is affected with the public interest, then the 
primary consideration is the amount necessary to compensate that business 
in the light of its own costs and problems. 

Furthermore, local utilities generally are not able to establish rates at levels 
which directly match the price of competitive fuels. State regulation and 
historical rate patterns may prevent this. But also, utilities have a most 
serious problem in purchasing gas under long-term take-or-pay-for contracts, 
representing obligations running into many millions of dollars. They must 
be able to market this gas and they must set rates which will produce this 
result. 

(d) Staite minimum price laws.—Minimum price orders, in such States as 
Oklahoma and Kansas, establish values which are intended to provide the 
amount of money necessary to eliminate waste and to conserve natural resources. 
In each case, the minimum price is a judgment figure determined by the State 
commission on the basis of such evidence as is deemed relevant to the issue. 
It would appear that this minimum price, if established on a reasonable basis 
should in most instances be a base rate for the purposes of Federal regulation. 

In many instances, however, the rate to be fixed for purposes of a sale in 
interstate commerce might well vary from the minimum price fixed for purposes 
of conservation. For example, the commitment of a producer to explore and 
drill for additional supplies of gas might indicate the propriety of a higher price 
than the minimum. On the other hand, a commitment by a pipeline company 
to take and pay for all of the gas of a producer over a long term might in some 
cases justify a Federal rate somewhat below the minimum price. Hence, while 
the rate in interstate commerce should be clearly consistent with the minimum 
price fixed for purposes of conservation, there are considerations which, in a 
given case, could reasonably dictate a modification. 


}. Recommended basis for rates in the field 


We earnestly recommend that the Commission cannot determine rates for gas 
in the field on any unvarying cost price or competing fuel formula. The rate 
must be a judgment figure, based upon full evidence, of the character outlined 
herein, 

The judgment figure must be high enough to compensate the producer and 
encourage the development and sale of adequate supplies of gas. The late Mr. 
Justice Jackson, in his important dissent in the Hope Natural Gas Co. case, 
inade the following statement on this point : 

“Far-sighted gas-rate regulation will concern itself with the present and 
future, rather than with the past, as the rate-base formula does. It will take 
account of conditions and trends at the source of the supply being regulated. It 
Will use price as a tool to bring goods to market to obtain for the public service 
the needed amount of gas. Once a price is reached that will do that, there is no 
legal or economic reason to go higher: and any rate above that one that will 
perform this function is unwarranted. If the supply comes from a region where 
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there is such overproduction that owners are ready to sell for less than a fair 
return on their investment, there is no reason why the public should pay more. 
On the other hand, if the supply is not too plentiful and the price is not a sufficient 
incentive to exploit it and fails to bring forth the quantity needed, the price is 
unwisely low, even if it does square perfectly with somebody’s idea of return on 
a ‘rate base.’ The problem, of course, is to know what price level will be ade- 
quate to perform this economic function.” 

On the other hand, it is obvious that gas sold in the field must be fitted into 
an established system of utility operation in the local communities. It cannot 
be out of step with, or destructive of, the public market in which the gas is to be 
consumed. There is a definite balance between the rates and classes of sales 
of each distribution company. Local regulation and the public interest generally 
require that this situation not be disrupted by frequent or violent changes in 
price or business. Any field rate increase which would occasion the loss of any 
material segment of utility services would obviously work to the detriment of 
the public by placing an unreasonable burden on other consumers. 


o. The distribution company problem illustrated 


We have pointed out above that problems in the distribution of gas must have 
a material influence on rates for gas in the field. To illustrate this, we offer 
certain facts regarding the business of the East Ohio Gas Co. in the State of 
Ohio, this being a typical and important utility in the Appalachian area. 

East Ohio has been distributing natural gas since 1898 and serves such im- 
portant cities as Cleveland, Akron, Youngstown, and Canton. It serves 667,000 
residential and commercial customers, of which 513,000 are using gas for house- 
heating. The company supplies 730 industrial plants in the cities which it serves. 
None of the industrial sales are made for boiler fuel or dump purposes. All such 
sales are made for processing and other manufacturing purposes and the service 
is rendered on a firm basis subject to interruption only in emergencies to protect 
domestic service. 

The sales and average rates of the company for the year 1953 were as follows: 


Sales in Average rate 

thousand Percent of | in cents per 
cubic feet of total thousand 
cubic feet 


Residential 
Commercial 
Industrial and other 


In supplying these sales (plus company use and storage), East Ohio secures 
gas from local purchases and production in the Appalachian gasfields, and by pur- 
chase from interstate pipeline companies, and also by purchase from affiliated 
companies which secured their supplies from like sources. In 1953 the supplies 
of East Ohio were as follows: 


Percent of 
total 


SOUTHWEST FIELDS 


8, 273, 490 
25, 860, 565 


34, 134, 055 


APPALACHIAN FIELD 
Purchases: 
Through affiliated companies 35, 082, 715 
Direct from: 
Tennessee Gas Transmission Co 16, 157, 518 
Texas Eastern Transmission Corp 64, 484, 
Panhandle Eastern Pipe Line Co 33, 374, 925 


Total, Southwest fields 149, 099, 723 
=== 
Total supply 





NATURAL GAS 627 


The distribution operations, service, and rate structure of East Ohio have 
peen worked out over a long period of time and reflect a continuing relation 
with the public and the local governments. 

The market served by East Ohio is tremendous in size, and important. But 
the public makes no specific commitments to take gas, and sales fluctuate both 
from day to day and year to year. This is due in part to the very large use of 
gas for house heating. 

To procure supplies of gas for this large but uncertain public demand, East 
Ohio must enter into long-term contractual commitments which generally re- 
quire the taking of large quantities of gas on a fixed basis. Consequently, the 
company has the difficult problem of fitting these fixed purchases into a widely 
varying sales pattern and it also has the burden of making sure that consumers 
will, over a long period, take gas which has been contracted for. 

In addition to important underground storage pools, industrial sales play a 
very important part in balancing the load on the system and materially assist 
the company in making its long-term commitments to pipeline companies. East 
Ohio has been better able to synchronize, balance, and plan its long-term gas 
purchase contracts and in consequence it has been buying gas from pipeline 
companies on a 100-percent load factor basis. This has certainly been to the 
material benefit of the pipelines and the independent producers. 

Furthermore, industrial sales play an important part in the company’s rate 
structure. The rates for residential and commercial service directly reflect the 
general volume and stabilizing effect of industrial sales. 

At the present time, the rates for gas sold for industrial purposes by East 
Ohio are above the costs of coal and less than the price for fuel oils, and the 
industrial sales volumes reflect these facts. If, however, the commodity price 
for gas in the field continues to increase, this will be directly reflected in the 
price at which East Ohio may make industrial sales, and industrial sales could 
be materially affected. If industrial sales were so reduced, the company’s 
ability to purchase gas from pipeline companies on a high load factor would be 
directly affected, and this would compound the overall increase in cost for gas 
purchased. As such gas purchase costs increased and industrial revenues de- 
clined, there would be a mounting effect on the costs to be borne by residential 
consumers. 

It is obvious that an unrestrained price rise in the field could disrupt the 
basis on which East Ohio purchases gas from interstate pipeline companies 
and could disrupt its rates and service to the public. This is a matter affecting 
the interests of the pipelines and independent producers since their market 
would be adversely affected. It is also a matter affecting the consuming public. 
And regulation in the public interest must take such possibilities and situations 
into account. 

Therefore, we urge that rates for gas in the field must be fixed in the light 
of the effect which any increase will have in the operations of the ultimate 
utility and the consequent effect on its rates and service to the public. 


RATE CASE PROCEDURE AND EVIDENCE 


The recommendations set forth above specify the principles and procedure 
which, we submit, should apply for the present. If adopted, these recommenda- 
tions will require some serious and important rate proceedings. 

Some of the cases would be under section 4 (e) and would involve proposed 
increases in the rates in effect on June 7, 1954. Other cases would be under 
section 5 (a) and would involve the reasonableness of recent increases over 
the June 7, 1954 rates. 

If the recommendations made above are sound, then the Commission must in 
each such case set a presently effective fair rate value for gas to be purchased 
under the long-term contracts involved. 

Each case would, of course, depend on its own circumstances, but we believe 
that the Commission should reach a conclusion as to the reasonableness of the 
proposed rate increase and should fix the just and reasonable rates after con- 
sidering evidence along the following lines: 

(@) The June 7, 1954 rates in effect as to the producer or producers in- 
volved in the case. 

(0) The basic and historical prices at which gas has been marketed from 
the field or area by the producers involved in the case and by other producers. 

(ce) Any applicable state conservation order establishing a minimum price 
applicable to the field or area involved and the relation of this price to the 
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rates in effect on June 7, 1954 and to the rates which are the subject of the 


proceeding. 

(d) The trend in gas rates in the field or area involved compared with 
the trend of rates for gas in other representative fields or areas. 

(e) The trend in gas rates in the field or area involved, compared with 
the past and future ee of representative costs for drilling and other key 
operations, per M e¢. f. of reserves developed in the field and in the area 
and in other representative areas, 

(f) Geological and other operating facts as to the particular field or area 
involved in the case which indicate the basis for the June 7, 1954 rate and 
which relate to the reasonableness of the higher rates involved in the case. 

(7) Historical cost experience in the field or area which bears on the 
rate in effect on June 7, 1954, and its relation to expected future costs. 

(h) Facts as to the relative location of the pool or area. 

(i) The pipeline market imposed on the field and area. 

(j/) Estimated trend in demand for gas from this field or area in the 
future. 

The determination of the fair rate value for the purposes of each case would 
only be made after full consideration of evidence as to the effect which such 
value may have on the rates of the pipeline companies and as to any adverse 
effect which increasing rates in the field would thereby have on the rates at which 
the gas is distributed to the public, the ability of the utilities to distribute gas 
in the light of these rates and the ability of the utilities to purchase gas on a 
long-term basis in the light of increasing rates in the field. 

Obviously, the Commission cannot, in any reasonable period, hear and deter- 
mine hundreds of specific cases dealing with small sales in many fields and with 
many different market problems. 

We respectfully recommend and urge that the Commission, as soon as possible, 
deal with certain major cases involving important fields and pipeline company 
markets and determine for such cases what may be regarded as key or leading 
field values for rate purposes. Such cases would involve major problems of 
supply and major problems of the market. If these key rates are properly 
fixed, it is probable that they would receive broad acceptance among producers, 
pipeline companies, utilities and consumers, and that other rate proceedings 
could be settled in the light of these major cases. 


STATEMENT OF J FRENCH ROBINSON, PRESIDENT, CONSOLIDATED 
NATURAL GAS CO.—Resumed 


Mr. Wotverton. Now, Mr. Robinson, unfortunately it was neces- 
sary for me yesterday to be in and out of the room rather considerably 
on account of other matters that were claiming my attention. I 
regret that such was the case. However, in order that I may have 
a clear understanding of the effect of your testimony in its prin- 
cipal points, I have some questions that 1 would like to ask now, and 
I will take up with you either now or later the question of the defini- 
tions in Mr. Harris’ bill as compared to the usual language with re- 
spect to ratemaking. 

In this bill, as I read it, a new basis of ratemaking is offered by 
use of the words “reasonable market price in the field where produced.” 
So far as I have been able to ascertain, that language has never been 
used heretofore in any legislation. The language that has been gen- 
erally used in ratemaking has been the phrase “just and reasonable 
rates” and the wide use of that phrase has been considered from so 
many different angles, including important decisions of the courts, 
that I will be directing some questions, sooner or later, with respect 
to that difference and what it means. 

I am inclined to feel that while the questions that have been already 
asked with respect to the escalation clauses, favored-nation clauses, 
and so forth, are important—and they are, in my opinion, extremely 
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important—yet I do feel that the question of a phrase that will de- 
termine the fixing of rates is equally, if not more important, than the 
question of the escalation clauses, and for that reason, I think it will 
be important for the committee to ene very careful consideration to 
what is intended to be accomplished by a change in wording for rate- 
making, when there has been in the past so much legislation and ju- 
dicial interpretation of the words “just and reasonable,” which has 
fixed that as very definite language that has been used. 

Now, I merely wanted to indicate that at this time. Whether that 
is a matter that would be taken up with you now or later, I am not 
certain. It will depend somewhat, maybe upon the time that is at 
our disposal today. 

I think there is a general desire to conclude by noon if possible. 
I do not think I will take an undue length of time. I have prepared 
these questions with the idea of pinpointing situations, and it will 
save time, I think, if I pursue the course that Lam. I do not think it 
will take long; but I am inclined to think, with my views so nearly 
in accord with what has been already testified to by the witness that 
there will not be a great deal of discussion between us. 

Mr. Heseiron. Mr, Chairman, will the gentleman yield ¢ 

Mr. Wotverton. I will yield. 

Mr. Hesexron. Because I am not sure how long I can stay, I 
would like to make one request and ask one question and then I want 
to stay as long as I can, while the gentleman is testifying. 

Mr. Robinson, in connection with your testimony of yesterday, 
could you furnish to the committee, so far as your particular group 
is concerned, a statement as to how many contracts you have; how 
many contain escalator clauses and how many contain favored-nation 
clauses, and how many contain escape clauses, so that we will have it 
concretely before us, in general, as to one particular group, the num- 
ber of clauses. I have in mind Mr. Harris’ questions of yesterday, 
and I do not think either of us know-—with all due respect to my 
worthy colleague—about how many of these new devices have come 
in since 1947. Would that be possible ? 

Mr. Roginson. Yes, Mr. Heselton. I can tell you now, and I will 
be glad to furnish the details. Weare inthe Appalachian area. That 
is the only place we operate. We have practically no escalation 
clauses, and no favored-nation clauses. I think out of some 2,000 
contracts that we have there are probably 6 that have those pro- 
visions and they are principally the spiral escalation clauses. 

Mr. Hesevron. Then, the question was this: I gather from your 
testimony yesterday that these escalation clauses and favored-nation 
clauses, and escape clauses, or whatever they are called are relatively 
of recent development, but practically confined to the Southwest gas 
fields; Southern and Southwest fields. 

Mr. Roptnson. That is correct. As I say, we only have about 6 
or 7 out of 2,000. 

Mr. Hesevron. You do not have any in the Appalachian gas fields? 

Mr. Rogsrnson. Six or seven contracts out of a total of 2,000. 

Mr. Hesevton. What I am trying to get at is, those are confined to 
the Southwest, or is it both the Southwest and the Appalachian / 

Mr. Rosrnson. The Consolidated system only operates in the Ap- 
palachian area. We do not operate in the Southwest. 

Mr. Heseiton. Thank you. 
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Mr. Rosrnson. Does that satisfy you as an answer, or do you want 
me to furnish the 6 or 7 that we do have? They are only the spiral 
type and go up as our sales of that particular company go up. Then, 
the producers get a percentage increase. 

Mr. Hesevton. Well, I feel as Mr. O’Hara expressed it yesterday, 
that the committee would probably not be interested in having the 
names—rather, the numbers—if we can have your further report in 
terms of the total number of contracts you have; those that contain 
these particular clauses, listed as either one or more of them, and 
when they were brought into being. That might be helpful to the 
committee. 

Mr. Rogrnson. It will be furnished to the committee, sir. 

(The following information was later submitted: ) 


SUMMARY OF FAVORED NATION AND ESCALATOR CLAUSES IN CONTRACTS OF Hopg 
Natura Gas Co. ror PurcHASE or Gas From Propucers* IN WEST VIRGINIA 
FIELDS 
There are escalator clauses in contracts which Hope Natural Gas Co. has 

with the following producers in West Virginia: Godfrey L. Cabot, Inc., Colum- 

bian Carbon Co., Pipe Line Construction & Drilling Co., Pure Oil Co., B. H. 

Putnam et al., United Producing Co., Inc., and West Virginia Gas Corp. 

The aggregate volume purchased under these contracts represents approxi- 
mately 12 percent of the gas handled by Hope Natural Gas Co. on an annual 
basis, and 5 percent of total gas handled by the Consolidated system. 

The escalator clauses in the Columbian Carbon & Putnam contracts are fixed 
step-up or two party favored-nation clauses. 

The clauses in the remaining contracts are spiral escalator clauses. The 
typical clause of this type provides in substance that the price under the con- 
tract shall be increased by from one-third to one-half of the average unit amount 
of any increase allowed to Hope by the Federal Power Commission or West 
Virginia Commission. 

The Cuarrman. Before the gentleman from New Jersey proceeds, 
may the Chair state, without any intention or desire to rush anybody, 
that it is very much hoped that we can finish these witnesses by noon 
today and asks the cooperation of all of the committee members, 
without any desire to shut off anybody. 

Mr. Robinson has been here, was here all day yesterday. 

May the Chair inquire at this point if Mr. J. Edgar Jones is present. 

(There was no response. ) 

The Cuarrman. Mr. Matt Triggs. 

Mr. Trias. Yes, sir. 

The Cuairman. If possible, we hope to complete the hearing of 
these witnesses by noon, and the Chair makes that statement so that 
we may move along as well as possible, without depriving anyone of 
an opportunity to ask questions. 

The gentleman from New Jersey is recognized. 

Mr. Hesetron. Will the gentleman yield to me? 

Mr. Worverton. I will yield. 

Mr. Heseiton. Because I do not know just when I will have to 
leave. 

Can the Chair indicate when we will resume these hearings? 

The Cuamman, On April 14. 

Mr. Hesettron. April 14? 


1 These contracts are, of course, distinct from the purchases made by our pipeline suppliers 
from producers in the Southwest gas fields under contracts having favored-nation and 
escalator clauses. 
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The Cuamrman. April 14 has already been announced. That is 
the day after we reconvene after the recess. 

Mr. Wolverton. 

Mr. Wotverton. Mr. Chairman, may I announce for the benefit 
of the other members of the committee, if any of them have any 
engagements, if they have to wait, if they will make it known to 
me, I will be very glad to cooperate. : 

Mr. Robinson, is my understanding correct that your studies of the 
cost of living indicate that the cost of living has gone up 15 percent 
above 1947-49, whereas the average cost of gas in the 4 main pro- 
ducing States has gone up 147 percent and that the average field price 
of your 3 main pipeline suppliers has gone up 152 percent? 

Mr. Rozsrnson. Yes; that is correct. 

Mr. Wotverton. As I understand your statement, me position 
in 1947, when you appeared in connection with the Moore-Rizley 
bill, and your position today, is that fundamentally, producers should 
not be regulated. 

Mr. Rostnson. That is correct. 

Mr. Woxverton. In order to conserve time, I will not get into a 
discussion about that. answer. I will pass along for the time being. 
I may want to come back to that after the other members have had 
an opportunity to question you. 

Despite the fact that the Magee aaias bill did not pass, and that 
proven reserves of gas have substantially increased since that time, 
what has happened since 1947 that causes you to be so concerned about 
this whole situation ? 

Mr. Rosrnson. The principal concern that has developed since that 
time is the very prevalent use of the so-called favored-nations, ac- 
celeration and renegotiation contracts. They have become very preva- 
lent in the last several years, particularly the effect of them, and 
that completely changes the operating condition of the company the 
size of ours; not knowing when and to how much the rate can be 
increased, with practically no notice whatsover, and it is a very mate- 
rial problem in our operation. 

Mr. Wotverton. Is it your opinion that the use of those clauses 
has increased the price of gas? 

Mr. Roprnson. Yes, sir. 

Mr. Wotverton. Do you have a feeling that they have a tendency 
to unstabilize the whole distribution industry ? 

Mr. Rosrnson. They have the effect of unstabilizing our operations, 
because we do not know how to plan the cost of gas to us, as I have 
previously illustrated and explained in detail. In reference to our 
page 8, of my exhibit, that showed just to what extent these escala- 
tion clauses operated. For instance, on the G-5259, FPC docket, 
adopted by the Federal Power Commission, where there was an in- 
crease of $9,898,000 which went into effect on December 15, 1954, 
and that thrust an additional cost onto our company of $2,526,000 
or about 2.15 cents increase on gas we bought from this one company. 

Mr. Wotverton. Those figures you have just given are on an annual 
basis, or is that for the term of the contract 
_ Mr. Rozrinson. That will be until the Federal Power Commission 
changes it. Or, it could happen again. Those are brought about by 
renegotiated contracts and favored-nation clauses and if something 
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steps in to trigger it off again, it would reoccur and, this is an annual 
basis from now on; the figures I have given you. 

Mr. Wotverton. And if it should continue during the life of your 
contracts, what would be the total amount, assuming that that amount 
that you have just mentioned, is an annual increase and is continued 
without any further upping? 

Mr. Rogrnson. Well, it would be $214 million a year, and assuming 
that the contract had 10 or 12 years yet to run, it would be $20 million 
to $30 million. 

Mr. Wo tvertron. I wanted to make plain the fact that the figures 
you used were an annual charge. 

Mr. Rostnson. That is quite right, sir. 

Mr. Wotverton. Could the unrestrained operation of the favored- 
nation and escalator clauses which are now so prominent in producers’ 
contracts in the Southwest disrupt the proper operation of gas utilities 
and be against the public interest, in your opinion ? 

Mr. Rostnson. Yes, sir, it would. 

Mr. Wotverron. Could you give us an example of the effect of these 
clauses on your company; or is that what you have already done? 

Mr. Roprnson. That was a typical illustration. This is only one 
company. We buy gas from other companies, so that there could 
be other cases. But, the illustration I just used refers to page 8 of 
my statement and demonstrates the working effect of those. 

Mr. Wotverton. Well, that was what I had in mind, the statement 
which you made on page 8, and wanted to know whether that was an 
answer to my question and you have pointed out that it is. 

Mr. Rosrnson. That is right. 

Mr. Wotverton. What do you believe would be the effect of the 
future operation of these clauses, in the future ? 

Mr. Rosrnson. Well, numerous and recurring increases in the field 
price and pipeline rates have a disturbing effect upon the normal 
utility rate problems, as I previously explained. Our real concern is 
the stability of the rates, and what the distributing companies are 
desiring to do, and if the increases are continued, there can be a serious 
breakdown in the utility rates and their operations, because of the 
spiral clauses, if they keep going high enough to cut off some of our 
industrial business, as I have explained briefly. That in turn, then, 
will increase the price of the domestic users particularly, and it will 
just continue to have a pyramiding effect on our operations. 

Mr. Wotverton. Well, I take it from your remarks then that you 
are strongly of the opinion that stability of rates is highly desirable? 

Mr. Rosrnson. Yes, sir. And, the spiral effect of these favored- 
nation clauses will be to put a very burdensome problem upon an 
a company in the amount of gas they can afford to pur- 
chase. If rates get too high and we lose same business, or some form 
of competition comes in and we lose some business, we have bought 
firm quantities of gas, with no limit as to where the price may be going, 
and if it kept going on higher, we could be buying gas and have no 
sale for it, or we might be able to buy gas, as T indicated yesterday, 


from some other source at a lesser price and still we would be obligated 
to take or pay for these contracted quantities. 

Mr. Wo tverton. Well, I take it we are all aware of the fact that 
the first section of the Natural Gas Act declares the policy, and 
leaves no doubt, that the purpose of the legislation was to promote 
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the public interest and I take from what you have said that the effect 
of these clauses is detrimental to the public interest. 

Mr. Rosrnson. In my judgment, they are; yes, sir. 

Mr. Wotverton. What have you to say as to whether the cost of 
gas is approaching the cost of other fuel commodities and might have 
a detrimental effect ? 

Mr. Rostnson. In certain areas of the country, that is certainly 
true. The price of gas delivered to the consumer in our own territory 
in the East Ohio Gas Co. in Cleveland, is now approaching a price 
where large commercial installations could use No. 6 fuel oil, where 
it ips be heated in the wintertime. That can compete with natural 
gas today. 

The house-heating load today in our particular territory is not in 
jeopardy, but, as I said, the industrial rate is getting almost on a com- 
peting level with oil and is favored somewhat by coal and if we should 
lose some of our industrial business, which we naturally will when 
our prices get higher than competing prices, then that automatically 
puts the commercial rates up and in turn throws that more in 
jeopardy. 

Mr. Wotverton. In other words, at the present time, in the rates 
charged there is an effort to balance industrial and residential use. 

Mr. Rosrnson. Yes, sir. 

Mr. Wotverton. You are fearful that if the price of gas goes much 
higher that it may bring into the industrial market the use of other 
fuels that would necessarily increase the price of gas to the consumer ; 
is that right? 

Mr. Rostnson. That is correct, sir. 

Mr. Wotverton. Do your contracts require you to buy certain 
quantities of gas? 

Mr. Rorprnson. Yes, sir; in each of our pipeline company contracts, 
we are bound by contract to buy certain definite quantities. The total 
of the 3 is now in excess of 700 million cubic feet per day. We have 
a clause in those contracts that will permit us to cut back by an 
amount of 25 percent, in 2 of them; I believe a little more in 1 other. 
However, when we cut back to 25 percent, we are obligated to pay 
about 314 cents per thousand more on the 75 percent that we do take, 
but in no case are we allowed to cut back beyond this 25 percent. 

Mr. Wotverton. So that if you do not have any agreements with 
the industry or the individual consumer, as I understood you to say 
yesterday, with respect to the quantity of gas to be taken by them, 
if it did get to a point where industry withdrew or the price became 
so high that the consumer would not be willing to continue the use of 
gas, then aside from the 25 percent reduction you would be stuck and 
have to pay for something that you could not use. 

Mr. Rogrnson. That is correct. 

Mr. ae If it got so high as I mentioned, which we hope it 
never will. 

Mr. Ropsrnson. I certainly hope it never will. 

Mr. Wotverton. Well, I can readily see then that is a basis of 
concern to not only you but to distributing companies in general. 

Mr. Rosrnson. I think it applies to all distributing companies. I 
might give 1 illustration. One of the companies—while we do not 
distribute the gas—we sell to the Niagara-Mohawk group of companies 
who distribute gas in Albany. 
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They had estimated that they were going to take on so many 
house-heating customers per year. Their price of gas at that point is 
such that they are in direct competition with fuel oil, and they are 
not taking on anywhere near the number of customers they thought 
they could. Iam inclined to believe—— 

Mr. Wotverton. Can you see in the future any concern as a result 
of utilizing coal for the purpose of producing oil? 

Mr. Roginson. Well, there has been a great deal of experimental 
work, getting oil and gas both out of Bey I think that it is more 
likely that gas may be made from coal. Experimental work is now 
going on, and it might relieve the operating situation, whereby in the 
wintertime, when the natural gas is needed mostly, they will make all 
natural gas; in the summertime, when the natural gas is not in 
demand, they will by the same method produce some gasoline and 
that may eventually come into play. 

Mr. Wotverton. Has the manufacture of gas from coal gotten be- 
yond the experimental stage? 

Mr. Roprnson. Not in this country. I understand it has been done 
in Germany but, as far as I know, there is no commercial plant in the 
United States. 

Mr. Wotverton. Are there any experimental plants? 

Mr. Rosrnson. Yes, sir; there is one located at Library, Pa., that 
I am more familiar with than any other. 

Mr. Wotverton. What part of Pennsylvania? 

Mr. Rogsrnson. That is just west of Pittsburgh. That was an ex- 
periment being conducted by the Pittsburgh Consolidated Coal Co. 
and Standard Oil (New Jersey). 

Mr. Wo xverton. Of course, I am a bit familiar with the experi- 
mentation of producing oil from shale. I visited that plant at Rifle, 
Colo., this past summer. 

Mr. Rogrnson. There is also experimental work now going on by 
the Bureau of Mines on gasification of coal in place; I think one in 
Alabama. 

Mr. Woxverton. I was very much surprised that having what 
seemed to me to be a very worthwhile project at Rifle, there was a 
disposition to close it down from future operations, although I under- 
stand in the last few days that decision is a bit shaky. I certainly 
hope that it will be seen advisable to continue that experiment that 
is going on there, for the reason that we can all appreciate the fact that 
when there might be another world war, the demand would be tre- 
mendous, and there would be some question as to whether we could 
meet the requirements for oil, and, therefore, it would seem to me to 
be highly desirable to at least be advanced as far as possible in that 
kind of experimentation. 

In other words, what I refer to is the fact, that the bill as it passed 
the House did not carry any appropriation for the carrying on of the 
experimental work at Rifle; but what has come to my attention is 
that there may be an effort made in the Senate to reestablish it. 

I am thinking only at this time from the standpoint of national 
defense, having in mind the same necessity that there was to find 
ways and means of producing synthetic rubber, as a result of the 
last war. 

To my way of thinking, we never, as a nation, can be too far 
ahead in these matters. 
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Furthermore, aside from that, looking into the future—and I took 
occasion to make some remarks the other day when the question was 
asked, or the statement was made by a witness, who seemed to think 
that if those who produce are dissatisfied with their price they would 
just shut down and do nothing, and it occasioned me to ask a question 
whether there is a possibility of nuclear forms of energy becoming 
competitive in the days that are ahead. 

Now, under those circumstances, if that is developed—and we see 
that they are already operating a submarine, and a test is to be made 
with respect to operating a locomotive, and all of this—and they say 
that coming events cast their shadows before, so that it may be in the 
future we may be using nuclear energy. 

Now, if that should develop, in your long-term contracts, you surely 
would be in difficulties; would you not? 

Mr. Rostnson. That is why we are so concerned about it. 

Mr. Wotverton. Now, will you explain how the Natural Gas Act, 
which was designed to help and protect the consumer, which is re- 
ferring to the public interest, has so operated as to place the consumer 
in a helpless position, as you, I think, made some reference to in your 
statement. I am not certain of the exact position you took. 

Mr. Rosrnson. Yes; I think the statement I made on page 12 covers 
that very completely. I said: 

Regulation has placed the distribution companies and consumers in a helpless 
sition. 

One of the fundamental principles of regulation adopted and enforced by the 
Federal Power Commission under the Natural Gas Act is that pipeline companies 
must sell gas under current tariffs; and in rate cases involving such companies 
the Federal Power Commission proceeds on the general principle that it will 
allow, as an operating expense, in establishing these tariff rates, all costs which 
the pipeline companies pay under any unregulated contract with an independent 


producer. H. R. 4560 makes no change in this situation except as to certain 
‘new and renegotiated” contracts. 

Thus, if the producers are exempt from regulation, the distribution companies 
and consumers are faced with the burden of automatically absorbing all price 
increases which result from favored-nation and other escalator clauses. The 
distributors and consumers have had no hand in determining or negotiating 
these clauses or prices. The pipeline company has made its contract with the 
producer without consulting either the distributor or consumer and yet both 
producer and pipeline company expect that these real parties in interest will 
pay whatever price may result from the contract. 


We were discussing yesterday about whether or not the distributing 
companies had had occasion to look at these contracts between the pro- 
ducer and the pipeline company. 

As far as the terms of the escalator clause are concerned, you might 
see them, but I cannot see, even if we had—we did not—but even if 
we had taken occasion to, particularly with the third-party escalation 
clause, how you could have any ideas as to what might be next week, 
or next year, or 10 years from then. 

Mr. Wotverton. And, of course, any increase to the pipeline com- 
pany results in an increase to the distributing company and an increase 
to the distributing company results in an increase to the consumer. 

Mr. Rostnson. That is correct, sir. 

_ Mr. Wotverton. And that can come about as a result of these escala- 
tion clauses, and the favored-nation clauses. 

Mr. Roprnson. Yes, sir. 


61557—55—pt. 1——-41 
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Mr. Wotrverton. And as to what effect the use of the language in 
this bill that Mr. Harris has written, when he states “reasonable 
market price in the field” where production is concerned, that that 
brings, I will assume that there will be a very great ae of un- 
certainty as to the future because it is not definitely fixed by judicial 
decision, or otherwise, what that actually means. Is that right? 

Mr. Rosrnson. I think that is right, sir. 

I endeavored, at the time we appeared before the Federal Power 
Commission in the docket that you just mentioned awhile ago—we 
made some suggestions in that as to what might be taken into con- 
sideration at arriving at that price. I am sure I do not know what 
it will be, but we made some suggestions. Would you care for me 
to repeat those here? 

Mr. Wotverton. You made suggestions with respect to—— 

Mr. Rosrnson. As to what should be considered in arriving at a 
price. 

Mr. Wo tverton. Yes. 

Mr. Rosrnson. I do not know that we used reasonable, fair and 
reasonable, but whatever the term is, we made some definite sugges- 
tions we thought the Federal Power Commission should use in arriv- 
ing at the price they must consider at the present time. 

Mr. Wo tverron. I do not know of anything that is more important 
to these hearings than to have all of the light or information that we 
can obtain on that particular phase, so that I assume from your desire 
to refer to what you stated on that occasion, that you feel that it is 
something that is very appropriate to the point that we are making at 
this time and, Gieseblina suggest that you read it. 


Mr. Ropsrnson. We gave very great consideration to this when we 


submitted it to the Federal Power Commission. This was submitted 
to the Federal Power Commission under Docket R-142, January 4, 
1955, on page 19. We are talking about the method of determining 
these rates, and beginning of the page we say: 


Each case would, of course, depend on its own circumstances, but we believe 
that the Commission should reach a conclusion as to the reasonableness of the 
proposed rate increase and should fix the just and reasonable rates after con- 
sidering evidence along the following lines: 

(a) The June 7, 1954, rates in effect as to the producer or producers in- 
volved in the case. 

(b) The basic and historical prices at which gas has been marketed from 
the field or area by the producers involved in the case and by other producers. 

(c) Any applicable State conservation order establishing a minimum price 
applicable to the field or area involved and the relation of this price to the 
rates in effect on June 7, 1954, and to the rates which are the subject of the 
proceeding. 

(d@) The trend in gas rates in the field or area involved compared with 
the trend of rates for gas in other representative fields or areas. 

(e) The trend in gas rates in the field or area involved, compared with 
the past and future trend of representative costs for drilling and other key 
operations, per thousand cubic feet of reserves developed in the field and in 
the area and in other representative areas. 

(f) Geological and other operating facts as to the particular field or area 
involved in the case which indicate the basis for the June 7, 1954, rate and 
which relate to the reasonableness of the higher rates involved in the case. 

(7) Historical cost experience in the field or area which bears on the rate 
in effect on June 7, 1954, and its relation to expected future costs. 

(h) Facts as to the relative location of the pool or area. 

(i) The pipeline market imposed on the field and area. 

4 (j) Estimated trend in demand for gas from this field or area in the 
uture, 
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Now, those are some of the suggestions we thought that the Federal 
Power Commission might use in arriving at some basis for determin- 
ing rates. 

Mr. Wotverton. They were based on a thought that they were just 
and reasonable ? 

Mr. Roptnson. Well, that is the term that we have normally used 
in the industry in the past. 

Mr. Worverton. Now, to bring what you have said into focus, as I 
understand it, it is your concern and difficulty because the distributing 
companies cannot purchase gas at known and certain prices under ‘le 
present situation. 

Mr. Rosrnson. That is correct, for any period of time. 

Mr. Wotverton. Now, if the producers are exempt from regulation, 
will the distributing companies and consumers S faced with the 
ultimate burden of automatically absorbing all price increases which 
result from favored-nations and other escalation clauses? 

Mr. Ropinson. Yes, sir. Eventually it has to get to the consumer. 

Mr. Hesexron. Will the gentleman yield at that point for one 
one question ? 

Mr. Wotverton. Yes. 

Mr. Hesevron. I think that what Mr. Wolverton brought out is 
going to be extremely interesting to Members of Congress and members 
of this committee. However, I do think it might be helpful to the 
committee if in the light of your own experience, you could furnish us 
with some information showing how the escalator clauses and favored- 
nation clauses have brought about an increase in prices to the con- 
sumer. Could you do that? 

Mr. Rozsrnson. We have no such information, Mr. Heselton. I 
think some pipeline company or some producer could. I can make 
research and get it, but it is not within our company at all, because, as 
I told you a moment ago, we only have about seven such contracts in 
the whole Appalachian area. 

Mr. Wotverton. If the gentleman will yield back to me. 

Mr. Hesexron. Yes. 

Mr. Wotverron. It would seem to me that even though the limited 
experience the witness has had with these clauses in his own company, 
as I understand he only has 6 or 7 out of 2,000—yet, as he has just 
indicated, in his answer to you, Mr. Heselton, he can make research 
of them and it would seem to me that any research that he would care 
tomake would be helpful to this committee. 

Mr. Heseiron. Well, I think you are right. I do not know—per- 
haps the chairman can advise me—whether we are going to have any 
witnesses who have had experience with these particular clauses. 
If we are going to have that testimony, I do not want to burden you 
with it, but if we are not going to have that testimony, I think what- 
ever you can furnish us will be very helpful. 

Mr. Wotverton. The testimony of this witness has been so fair, 
in my judgment, and even though it is a burden on him, I have no 
objection to requesting him to furnish the information. It is entirely 
up to him as to whether he wishes to do so or not. 

The CuHarmman. The committee will be glad to receive any informa- 
tion Mr. Robinson may submit, based on his experience, in reply to 
your question, and I am sure that question will come up again. 

Mr. Hesexiton. Thank you. 
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Mr. Wotverton. Have you as a distributor or a supplier had any 
hand in determining or negotiating these clauses or prices ? 

Mr. Rostnson. No,sir. We have had no active part in the negotiat- 
ing of the price between the producer and the consumer. Our negoti- 
ations have all been with the pipeline companies, buying on the other 
end, so to speak. 

Mr. Wotverton. Then your experience has been that the pipeline 
companies or the producers have not been willing to, or at least, have 
not consulted with the distributors, with you as distributors, with the 
consumers in the fixing of these prices? 

Mr. Roptnson. No; they have not; but I do not know that it would 
be a normal thing to expect them to do, Mr. Wolverton, any more than 
we might go down and want to get into it. We are fearful that unless 
we get rid of these, that from now on we will have to get into every 
contract that every pipeline purchases gas under, even though we do 
not buy from them, because of the fact that that pipeline company 
may escalate some price that will affect us. 

Mr. Wotverton. Now, of course, under the present arrangement, 
the consumer pays the bill, so that any of your participation has not 
been as direct or as real as it might become under the conditions that 
you have related. 

Mr. Rosrnson. That is correct, sir. 

Mr. Wotverton. Just going from your experience in recent years, 
do you expect that these clauses in existing contracts will continue 
to cause increases in your costs for gas? 

Mr. Rosrnson. Yes; unless they are eliminated. 

Mr. Worverton. When you speak of the question of elimination, 
the Harris bill does not eliminate anything, does it? 

Mr. Rosinson. The Harris bill, as such, does not. The amendment 
that we have suggested does not eliminate them. The only elimination 
then is they expire, or they are traded out, or they must be subjected 
to Federal Power Commission review. 

Mr. Wotverton. Well, right on that point, I am prompted in my 
thought to say, that as I have studied the subject, during these hear- 
ings and have heard the testimony that has been offered, it would seem 
to me that there is a very great field in which the Federal Power Com- 
mission under its established authority by the Phillips decision in 
which they could adopt.regulations that would go an awful long way 
in eliminating, even without legislation, some of these questions that 
are constantly arising. It would be my thought that with the obliga- 
tion that is placed on the Federal Power Commission as a result of the 
policy that is declared in the Natural Gas Act, that the purpose of it 
is to protect the public interest, that that, plus the established juris- 
diction under the Phillips decision, places on the Federal Power Com- 
mission a very direct responsibility to act, not merely sit by and wait 
for something to happen. 

It may be that in some features it might be necessary to have some 
legislation, but whatever that may be, in my opinion, the fact remains 
that there are a great many channels of activity in which the Federal 
Power Commission could operate to establish more surely the public 
interest, and without any additional legislation whatsoever. 

Now, I give that for what it is worth and what consideration should 


Y 


be given to it by the Federal Power Commission. 
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I am discouraged in the delay that is so evident. I am encoura 
in the thought that, on November 19, the Federal Power Commission 
requested interested parties to submit to it their thoughts with respect 
to what rules and regulations and methods should be applied in the 
fixing of rates to be charged by independent producers for natural 
gas sold in interstate commerce for resale. They asked for it. 

Mr. Roprnson. Yes, sir. 

Mr. Wotverton. That has undoubtedly been replied to by inter- 
ested parties, so that since the 15th of December, or thereabouts, the 
Federal Power Commission has had before it suggestions from indi- 
viduals, companies, interested parties, and I feel that there is a very 
direct duty on their part to take some action and not just await con- 
gressional action, when they have the power necessary. 

Now, I think maybe I will ask you a question as to what we can 
expect in the future as a result of these clauses. As I understand it, 
it is your opinion that we can expect, or at least there is a possibility, 
that there can be an increase in the cost of gas as long as these clauses 
are continued. 

Mr. Roprnson. Yes, sir; I think that is inevitable. 

Mr. Wotvertron. And not subject to some type of regulation. 

Mr. Roptnson. Yes, sir. 

Mr. Bennett. Mr. Chairman, will the gentleman yield ? 

Mr. Wotverton. Yes. 

Mr. Bennett. For a question on the proposed amendment that the 
witness has offered. 

Mr. Wotverton. Yes. 

Mr. Bennett. I did not have an opportunity yesterday, Mr. Robin- 
son, to look at, or read, the amendment you suggested to the first and 
second sections of the bill. 

Take table 4 in your statement, referring to page 2, table 4. 

I had the understanding yesterday in response to a question, the 

answer you made, that this language only concerned itself with escala- 
tion clauses. In other words, that it gave the Commission the right 
to set aside, so to speak, the effect of the escalation clauses, in the con- 
tracts. As I read it this morning, it seems to me that what you are 
doing in the amendment is to make the producer subject to regulation 
as to all provisions of existing contracts instead of only the favored- 
nations clause. Is that your intention ? 
_ Mr. Rosrnson. Not being a lawyer, I do not know what we may read 
into it. TI will give you my reaction to it. The wording here, as you 
_ doubt know and recognize, was prepared by my attorneys and not 
yy me, 

If the producer does not trade out or eliminate the favored-nation 
escalation, and all of that group of clauses, then he is subject to the 
age of the Federal Power Commission just the same as he is 
today. 

Now, if he eliminated the favored-nations group of clauses, then 
he comes under the status of a new or renegotiated contract. That is 
under the Harris bill. 

Mr. Bennett. If he leaves the clause in his contract, then the esca- 
lating clause is in the contract and he becomes a transporter of 
gas in interstate commerce. He becomes a public utility, in effect. 

Mr. Roptnson. It doesn’t change his status a bit from what it is. 

Mr. Dies. Under the Phillips case ? 
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Mr. Rostnson. That is right. 

Mr. Dres. It puts him in a situation where the Phillips decision 
would put him in, if he doesn’t take out the escalating clauses? 

Mr. pedsnason That is the effect of this amendment; yes, sir. 

Mr. Wotverton. Does the Harris bill as introduced adequately meet 
the situation that is created by the favored nation and other price 
escalator clauses ¢ 

Mr. Rosrtnson. Not for the past. It takes care of that situation in 
the future. 

Mr. Wotverton. Would you care to explain that any further? 

Mr. Rosrnson. I think I gave some very good examples in my tes- 
timony yesterday and I might put that in at this point because to my 
mind it just shows how these escalating clauses will work even under 
the Harris bill. 

The first one, we said take the case of the very common contract 
requiring a specified increase in price of say 1 cent per thousand cubic 
feet each 5 years. Suppose that in a given field the Commission in 
the future finds that the reasonable market price is 10 cents per thou- 
sand cubic feet, and that in spite of such a finding and determination 
the escalator clause in this type of contract carries a price under the 
contract up to 11 cents per maaan cubic feet. Neither the Com- 
mission nor the customers of the pipeline company question this in- 
crease. It is not made as a result of a new or renegotiated contract. 

Mr. Wotverron. Did I understand, Mr. Robinson, that you feel 
that you answered this question adequately yesterday ¢ 

Mr. Rogrnson. I think that question is hidecaghhe discussed, Mr. 


Wolverton, on pages 14 and 15 and 16 of my filed testimony. 


Mr. Wotverton. For the purpose of conserving time, if there is 
no objection on the part of the committee, I would have no objection, 
having in mind the question I have asked and the answers you gave 
yesterday, if you would make the answer today at a later time in the 
record and thereby save our time today. Could you do that? 

Mr. Roprnson. Yes, sir. 

Mr. Wotverron. Is there any objection ? 

Mr. Harris. If there is no objection, you may supply what addi- 
tional answer you care to, Mr. Robinson. 

(No further information was supplied.) 

Mr. Wotverton. Now, in the light of those examples that you gave 
yesterday, and the views expressed at that time, in your opinion can 
it be said that H. R. 4560 will abolish present contracts contain- 
ing favored-nation and other escalator clauses? 

Mr. Rostnson. I don’t think it will, sir. 

Mr. Wotverron. Do you think that Congress must either leave the 
Natural Gas Act as it now stands or must it provide for exemptions 
of producers only on condition that their method of selling gas to 
pipeline companies is accomplished in a form and manner which con- 
forms to salto policy set forth in a legislative standard or formula! 

Mr. Roprnson. Yes; I think that has to be done. 

Mr. Wotverton. Are you of the opinion that it would be a viola- 
tion of the policy of the Natural Gas Act as provided for, in the public 
interest, to grant producers an exemption without at the same time 
establishing a proper policy as to methods of sale by producers, and 
thereby providing against the unrestrained action of favored-nation 
and other escalator clauses? 
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Mr. Rosrnson. I think it all has to be done at the same time. 

Mr. Wotverton. Can the Harris bill, in your opinion, be amended 
to adequately deal with this problem and protect the public interest ? 

Mr. Roprnson. Yes, sir; it can. 

Mr. Wotverton. In other words, I assume you have in mind that 
these favored nation and escalator clauses should be a subject of 
examination or review by the Federal Power Commission. 

Mr. Roprnson. Yes, sir; I don’t see how we can control the price of 
gas or regulate the price of gas or establish the price of gas in the 
Harris bill, starting from now into the future, unless we have some 
control over the escalation clauses now in existence. 

Mr. Worverton. And then those amendments that you offered in 
your statement in your opinion would accomplish that purpose if they 
were made a part of the Harris bill ? 

Mr. Roprnson. Yes, sir; it would. 

Mr. Wotverton. Now, of course I have not asked you and I will not 
take the time to do so at the present, but I am inclined to think it might 
run longer than these members who have other questions to ask would 
like, but I certainly do not want to let the occasion go by without a 
statement upon my part that I believe that we must examine carefully 
the use of the words “reasonable market price in the field where pro- 
duced” as changing what has been the established language of just and 
reasonable rights, so that there will be a subject for further considera- 
tion at some time. 

Mr. Hesevtron. Will the gentleman yield ? 

Going back to Mr. Wolv erton’s Ss previous question and your opinion 
that there should be some power somewhere to look into this question 
of favored nation clauses and escalator clauses, and so on, isn’t it a 
fact that no State regulatory body could possibly have any jurisdic- 
tion over that type of a contract? Is that not exclusively in interstate 
commerce, and therefore a Federal jurisdiction if we choose to exer- 
cise it? 

Mr. Roprnson. Mr. Heselton, I do not believe I am qualified to 
answer that. I do not know of any State that does. I assume that 
perhaps a State regulatory body could be set up to do it, but I don’t 
know. If you want an opinion from us on it I will be glad to have our 
attorneys furnish one. 

Mr. Hesevron. I appreciate that, and I am not holding myself out 
as an expert either. I say with all due respect I do not think ¢ any State 

regulatory body would ‘have any jurisdiction whatever and if oy 
tried to exercise it, the parties to the contract could successfully defea 
them in any State proceedings. 

Mr. Wolverton, as a competent expert in that field, do you feel any 
State regulatory body would have any jurisdiction whatever over this 
type of contract we have been talking about, which has escalator 
clauses, favored nation and escape clauses, because it is in interstate 
commerce ? 

Mr. Worverton. I am inclined to think that the State commission’s 
hands are tied, but we will have their representatives from that group 
appear when the hearings are resumed at a later date, and we will have 
their opinion with respect to that. 

Mr. Beamer, did you ask me to yield to you? 

Mr. Beamer. Could I have the floor for just a half minute? 
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Mr. Wotverron. I am perfectly willing to give up the floor, and 
Mr. O’Hara has been wanting me to yield to him and I do not know 
whether he wants me to yield at this time. 

Mr. Bramer. If you will yield for just a moment, I would like to 
ask one question, and I will not take the time of the witness, because 
I think that the chairman is very anxious to have other witnesses 
appear. 

But I do want to compliment you, Mr. Robinson on the patience that 
you have displayed in answering many repetitious questions. I hope 
that the question I will ask you will not be too repetitious. In fact, 
I heard it asked only once yesterday, and it touched home so closely 
that I could not resist asking for an answer. 

I am a farmer, and you say that you are not a lawyer, and I am not 
a lawyer. On this committee we have many lawyers, as you have dis- 
covered, who know a great deal more about asking questions than you 
or I perhaps. 

You made a statement to Mr. Williams yesterday, that suppose he 
had some trees to cut down. Now, suppose I have some corn to plant 
and hogs to raise or whatever it is on our farm. Do you think that 
I should be absolutely controlled by the Federal Government on my 
activities? You did not want to answer it yesterday, but I think it is 
so very pertinent, because here are some people who come in and ask 
for no regulation in their particular industry. I am asking for a 
principle, and not for specifics. 

Mr. Rosrnson. I think that I answered it even this morning, and 
I said that I am opposed to all governmental regulations. 

Mr. Beamer. Federal Government regulations or State govern- 
ment ! 

Mr. Rosrtnson. Federal Government regulations. 

Mr. Beamer. Now, may I ask, if that is the case, would you like to 
see assigned to the States authority which seems to be prescribed in 
the Constitution ? 

Mr. Rosrnson. I do not follow the question, Mr. Beamer. 

Mr. Beamer. There are certain authorities that were assigned to the 
States, and certain authorities assigned to the Federal Government 
for regulations, and I think we have agreed that pipelines are under 
Federal authority. 

The action of the Hinshaw bill in the last Congress removed the 
Federal authority from the distributor end; is that correct? 

Mr. Rostnson. That is right. 

Mr. Beamer. And is that not what the proponents of this legislation 
are asking, at the producing end ? 

Mr. Roprnson. We are in harmony with this legislation, Mr. 
Beamer. 

Mr. Beamer. Well, may I ask, if you are asking for less Federal 
regulation, should I not be privileged to ask for less Federal regula- 
tion as a farmer, and should not any segment of the economy have the 
same feeling? 

In other words, are our interests not all interrelated ? 

Mr. Rogrnson. I think that you have a right to ask for almost any- 
thing you want to, Mr. Beamer. 

Mr. Beamer. I am talking about a principle now, and I think Mr. 
Williams yesterday should be answered yes or no. 

Mr. Rosrnson. I have stated my principle. 
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Mr. Beamer. You said you were not a farmer or were not a lawyer 
and you hesitated to answer whether the trees could be cut off. 

Mr. Rosrnson. Certainly I answered this morning I am a free- 
enterprise thinker. 

Mr. Beamer. I think that answers the question. 

Mr. Witu1aMs. I think that he did answer that there was no prin- 
ciple more important in economics. 

Mr. Beamer. If that is the case, perhaps he proves our argument 

That is all. Thank you, Mr. Chairman. 

The Cuarrman. Mr. O’Hara, the Chair intended to recognize Mr. 
Harris who has not had a chance yet to question this witness, and it 
was his time to be recognized but in compliance with an urgent request 
from the gentleman from Minnesota, I will recognize him at this time. 

Mr. O’Hara. May I thank both the chairman and my colleague, 
Mr. Harris. 

Mr. Worverton. Mr. Chairman, I realize the importance of mem- 
bers of this committee hearing this testimony. It has been very 
regrettable to me to have realized that so many have been absent 
when impotrant testimony was given. 

Now, I would not be adverse, if that would be the desire of Mr. 
Harris to suggest, assuming it would be convenient for Mr. Robinson 
to do, to come back here when we adjourn for the purpose of your 
questioning, when we could hope to have a larger membership present. 

Probably the absence today is due to the fact that the recess has 
started, and they are on their way. But as far as I am concerned, I 
would have no objection if you would like for the examination. 

Mr. Harris. We will have less this afternoon than we had this 
morning. 

The Cuatrman. I believe that you had better utilize what time we 
do have and we shall proceed now with the questions and we will come 
to that later. 

Mr. Hesevron. I would like very much to hear Mr. Harris’ exami- 
nation of the witness, and unfortunately I will not be able to stay here 
and come back this afternoon. I wonder if there is any chance that 
the witness could come back for the hearing after the recess. 

The Cuairman. We will have to look into that. We have not con- 
ferred with the witness, and otherwise I think for the moment we had 
better proceed and do the best we can and then see what develops 
later. 

Now, Mr. O’Hara. 

Mr. O’Hara. Now, Mr. Robinson, could I call your attention to 
table 4 on your statement, the suggested amendment which you have 
submitted, and I notice that you used this same clause also on the 
suggested amendment on table 4 of the following page. I have not 
had all of the opportunity I would liked to have had to study your 
amendment but I notice you used this clause “as specified by rule or 
regulation of the Federal Power Commission.” 

Now, by that do you mean existing rules or regulation or any that 
may be promulgated hereafter? 

Mr. Roprnson. I should think it would be all inclusive. 

Mr. O'Hara. It would include both? 

Mr. Rosryson. Yes, sir. 

Mr. O'Hara. Now, Mr. Robinson, I believe you are probably, if not 
the largest, one of the large distributors of gas in the technical sense 
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that we consider the distributor of gas to the consumer. Is that 
correct ¢ 

Mr. Roprnson. We have over 1 million consumers, and I think we 
may be in the first 5 in the United States. 

Mr. O’Hara. Now, the period from 1945 to 1954, in that period you 
have made a tremendous increase in the consumption of gas by your 
users, is that correct ? 

Mr. Ropsrnson. Yes, sir. 

Mr. O’Hara. Would you say that your heating has increased from 
about 30.5 in 1954 to 127.4 in the past period of time, 1945 to 1954 
inclusive ¢ 

Mr. Roprnson. Are you reading from my exhibit, or are those 
figures outside of the exhibit? 

Mr. O’Hara. I have been furnished figures as an estimate with 
which I thought perhaps you would be familiar. 

Mr. Rosrnson. Unfortunately, I just cannot keep all of these figures 
in my head. 

Mr. O’Hara. I only have one copy, I am sorry. 

Let me ask you this question and perhaps you can answer it gen- 
erally and if you want to correct your statement, Mr. Robinson, I 
would be perfectly happy that you do so. 

Mr. Rosrnson. I believe I have the figure now, if you will let me 
have it once more, and I think I can answer it for you. 

Mr. O’Hara. In your residental and commercial users, in billions of 
cubic feet, it has increased in heating from 30.5 billion to 127.4 billion 
in the period of the years that I have referred to. Is that a sub- 
stantially correct statement ? 

Mr. Rosrnson. I do not have the figure with me, but I will be glad 
to furnish it. 

Mr. O’Hara. And of other users, 35.6 to 56.6, or about a 65 percent 
increase ? 

Mr. Rosrtnson. It has increased quite materially. 

Mr. O’Hara. Now, your rates, Mr. Robinson, have increased from 
the year 1945 per thousand cubic feet from about 59 cents to 63.5 cents 
or about an 8 percent increase. Is that correct? 

Mr. Rostnson. Residential and commercial rates, yes, sir. That 


- js correct. 


Mr. O’Hara. And industrial and others you have had an increase 
of from 36.8 to about 45 cents. Is that correct? 

Mr. Rosrnson. Approximately so. I have 36.4. That is very close, 
yes, sir. 

, Mr. O’Hara. That is close enough ? 

Mr. Rosrnson. Yes, sir. 

Mr. O’Hara. And your revenue, of course, has increased propor- 
tionately from 27.8 to about 88.55 ? 

Mr. Rosrnson. I do not have a check on that figure here. 

Mr. O’Hara. Well, you may supply it for the record if you desire 
to do so. 

Mr. Rosrnson. All right. 

Mr. O’Hara. Now, your sales in billions of cubic feet, your total 
sales as I understand it have increased from 142 billion in 1945 to 
381 billion or an increase of about 168 percent ? 

Mr. Rosrtnson. I cannot check the first figure. The latter figure 1s 
correct. 





NATURAL GAS 645 


Mr. O’Hara. And the rate per thousand cubic feet has increased 
from 47.2 to about 54.17 cents. Is that correct ? 

Mr. Roprnson. That is correct. 

Mr. O’Hara. So that the increases which have occurred have not 
been as large to you, your increased costs have not been as large to you 
because of the tremendous increase of your sales. Is that not true? 

Mr. Rosrnson. The cost to us has been just as large, but we have 
been able to absorb that cost in increasing our sales, and thereby buying 
gas cheaper and putting more economy in our program in delivering 
our gas. That total cost to us of such items have not been passed on 
to the consumer for that reason. 

Mr. O’Hara. Well, for residential and commercial users, in the 
10-year period, your increase as I have been informed, was about 4.5 
cents. For industrial and other users, it was about 8.2 cents. I believe 
the overall average cost increase has been about 7 cents. 

Mr. Roprnson. That is correct. 

Mr. O’Hara. Those figures are substantially correct ? 

Mr. Roprnson. Yes, sir. 

Mr. Harris. Will the gentleman yield ? 

You mean that is the overall cost to the consumer, the increased 
cost to the consumer of his consolidated companies ? 

Mr. Rosrnson. That is correct. 

Mr. O’Hara. That is what I understand. 

Mr. Harris. Now, during this period of time, and perhaps the gen- 
tleman is going to get it, does he indicate what has been the over- 
all increased cost of the commodity in the field ? 

Mr. O’Hara. Perhaps Mr. Robinson could answer that. 

Do you know what during that same period of time, what the over- 
all increase, Mr. Robinson, has been in the field for the period 1945-54? 

Mr. Rogrnson. Yes, we gave that in one of the tables. 

Mr. O'Hara. I think on page 8 there is a table. 

Mr. Rorsrnson. That is table No. 1 of my report. It shows that in 
1945 the average field price in the United States was 4.9 cents, and 
in 1954 it is 10 cents. It has just about doubled, whereas in the four 
States, that is Kansas, Louisiana, Oklahoma, and Texas, it was 3.1 
cents, and it is now 8.9 cents. 

Mr. Harris. The point is you are giving the overall of the United 
States now, and Mr. O’Hara is asking you what the increase to your 
consumer of your companies was, and you gave it as an average of 7.1, 
I believe, 

Now, if that is true, then you can take any figure you want to, aver- 
age or otherwise, and your increase in the cost of gas has not been 
that much, has it? 

Mr. Roptnson. It has been a great deal more than that. I will be 
glad to furnish that. 

_ Mr. Harris. You figure 7 cents of your overall cost, and you have 
just said a moment ago that it was 4.9. That is 5.1. And 5.1 to me 
1s less than 7 cents. 

Mr. Rogrnson. If you will look back on table 8. 

Mr. Harris. I have done that, and I can figure that one. 

Mr. Wotverton. It would depend on how much was used at the 
different prices. It is not just a question of averaging the prices; 
It is based also on the factor of the amount that is used at a certain 
price. 
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Mr. Roxzinson. I understood the question was, what has the cost of 
gas to us been in relation to the 7 cents that Mr. Harris said is the 
difference. 

Mr. Harris. We are talking about the cost of gas in the field. 

Mr. Rosinson. That is what I thought you said, and that was the 
figure that I gave you, and then you told me that was not the figure 
that we are feline about, Mr. Harris. 

Now, you have got me all confused, and I am in a three-way circus 
rere. 

Mr. Harris. I think that circus term might very well be applied 
over quite a long period of time here with this record we have made 
here, if that is the case. That is the reason I hope that some of these 
things could be cleared up. 

Mr. O’Hara. May I say, Mr. Harris, and to Mr. Robinson, it was 
not my intention and I am sure it was not his, to mislead the witness 
or confuse him. When you get the record, if there is anything con- 
fusing about this, you will have the opportunity, Mr. Robinson, to 
straighten it out so far as the record is concerned. 

Mr. Roprnson. Thank you. 

Mr. O’Hara. Is it true that as these increases have been passed on 
to you by the pipeline companies that you have had to apply to the 
public utilities commissions in the States in which you operate for 
increases of prices to the customers? 

Mr. Rogrnson. Yes, sir. 

Mr. O’Hara. And I note from your statement on page 8 that you 
have had four increases including the first one in December of 1951, 
and the last one on December of 1954. 

Now, I realize that possibly the rate increase in December of 1954 
may not have been passed on to your consumers because of the short 
lapse of time. 

Mr. Rosrnson. That is correct; it has not. It is in the process. 

Mr. O’Hara. Now, in each of the other 3, the first 3 then, those you 
have had to ask increases and passed on the cost to the consumers; is 
that correct ? 

Mr. Rortnson. That is correct, in States where we can. In the 
State of Ohio, where we have the home rule, you cannot have a rate 
case more often than once every 2 years. 

Mr. Hesevron. What is that? 

Mr. Rosrnson. That is a rate case. 

Mr. Heseiron. Once every so often. 

Mr. Rosrnson. When the finding is made for a 2-year period. Nov, 
the 2-year period will expire this coming April, at which time that 
affords the opportunity to negotiate with our local counsel. 

If we can get an agreement, fine, and if we can’t, then we have to 
go to the commission for a thorough hearing. In the States of West 
Virginia and Pennsylvania that has been passed along. 

Mr. O’Hara. Now, you also have indicated in your testimony that 
you are also a producer or at least a purchaser of gas and a transporter 
of gas in certain pipeline operations. ; 

Have you requested increases during the past 10 years in connection 
with that operation by your company ? 

Mr. Rogtnson. On the transportation company, yes, sir. 

Mr. O’Hara. How many increases have you asked for in your ow! 
company ? 
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Mr. Rosrnson. One company has had 3 to my recollection, and 1 
of the other companies had 4 or 5. 

Mr. O’Hara. In each instance those were increase of rates author- 
ized by the Federal Power Commission ? 

Mr. Rostnson. Yes, sir. 

Mr. O’Hara. Do you know what the percentage of increases were 
overall? I am not asking you to be exact, but approximately, Mr. 
Robinson ? 

Mr. Rorstnson. No, sir; I would be glad to furnish it. 

Mr. O’Hara. If you will for the record I would appreciate it. 

Mr. Rosrnson. I will furnish it. 

Mr. O’Hara. It will be in accordance with the national increases 
that have taken place in the last 10 years; is that substantially so? 

Mr. Rosrnson. I should think that would be generally the average. 

(The information referred to follows :) 

Consolidated natural-gas system—Average interstate rate increases by Hope 

Natural Gas Co. and New York State Natural Gas Corp. in the last 10 years 


Hope Natural Gas Co.: 
Ne re eee a hea hiaeecat elisa eadecmeoealng 6 
Accumulative percentage imcrease____.--____....-_________- 39.7 
New York State Natural Gas Corp.: 
NU Oe Re iin cicinncch rishi nintniae dcaedrniremnbhaiss + tilleceaitia 2 
Accumulative. percentage Increase... eee cee 16.8 


Consolidated natural-gas system—Increase in volume revenue, and rates, and 
in gas-purchase cost, 1945 to 1954, inclusive 


1945 6 Increase 


| 
Vol- Aver- 


Vol- Vol- | Aver- 
| age Amount | age 
umes | rate umes . umes | rate 


Amount 


| } 

SALES Billion Billion Billion 

cubic cubic cubic 
Residential and feet | Cents |Thousands| feet | Cents |Thousands| feet | Cents 
MOTOR... iasncsivccee-} On | See $39, 157 | 186.0 | 63.57 | $118,235 | 119.9] 4.37 
Industrial_...---— .0 | 36. 21,783 | 108.2 | 44.99 49.2 | 8.07 
Wholesale . 15.7 | 37.09 | 5,841 | 87.0 | 45.63 39, 71.3 | 8.54 
OMe... Sknneeeue 1.2 | 21.47 247 -5 | 31.59 | (.7)| 10.12 


— 


Total sales... _.... , 239.7 | 6. 98 


PURCHASES | 
Southwest gas: | | | 
Panhandle Eastern - - ; 18. 88 3,490 | 33.5 | 25.40 | 8,508 | 15.0| 6.52 5,018 
Tennessee 8 | 
Transmission 6,402 | 117.6 28.02 | 32,950 | 84.7 | 8.56 26, 548 
Texas Eastern | | 
Transmission --| 119.4 | 33.84 | 40,412 | 119.4 | 33.84 40, 412 
Total pipeline | 51.4 | 19.25 | 9,892 | 270.5 | 30.27 81,870 | 219.1 11.02 71, 978 
Appalachian gas | 69.9 | 18.70 | 11,200 | 74.7 | 24.33 | 18,171 | 14.8) 5.63 6, 971 
1 


Total purchases...._| 111.3 | 18.96 21,092 | 345.2 | 28.98 | 100,041 9 | 10.02 | 78, 949 








Parentheses ( ) denote decrease. 


Mr. O’Hara. Now, would you say that your amendments in effect 
are necessary because of the escalation clauses and the favored-nation 
clauses, and while you uphold the principle that the independent pro- 
ducers should not be subject to control, can you see how we can escape 
control of the independent producer so far as it affects the price of gas 
totheconsumer? I mean in actual affect. , 
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Mr. Rosrnson. Not with the escalation clauses and favored-nation 
clauses in existence, I don’t think it can be done. 

Mr. O’Hara. I think that is all, Mr. Chairman. 

The Cuatrman. Mr. Harris. 

Mr. Harris. I now realize that you have been in the witness chair 
for an unusual length of time, and I have a feeling that you are getting 
somewhat weary. 

Mr. Dies. Mr. Harris, may I make a suggestion that may not be 
acceptable but I think that your questions are going to be very im- 
portant, and very few of the members are here. What do you think 
about asking this witness if he would return after the recess so that 
you can question him then. It does not make any difference to me. I 
am here, but I was thinking of a great many members who are gone. 

Mr. Harris. Of course, I would be amenable to whatever decision 
the committee would want to make about it. Unfortunately, we are 
taking a lot of time on these hearings, and I realize it is a very im- 
portant thing, but there are many witnesses requested to be heard. 
If we don’t start making some progress, we will just never conclude. 

Not only is that an important matter, and until the record sufli- 
ciently has been developed certainly it would not be my intention to 
want to cut anybody off, but it gets into the stage of repetition, and 
just repeats itself over and over with the same record, and I am one of 
those who feel that we ought to start planning toward the ultimate con- 
clusion of the hearings sooner or later. 

I realize that this witness is highly important, but I also realize 
that there are many things pending before this committee which de- 
mand the attention of the committee and we can’t stay on one subject 
in my opinion all year. 

The CuatrMan. With that opinion, the Chair concurs most heartily. 

Now, it is entirely agreeable so far as the chairman is concerned to 
ask Mr. Robinson to come back later, but I hold before me here a list 
of witnesses that have requested time after the recess and it is a very 
formidable list, and this list does not contain all of them. 

I agree with what Mr. Harris has said that it is important that we 
have this testimony, and have the record fully developed. I feel very 
strongly that we may have to reach some unanimous-consent agreement 
in the committee, if possible, not at this time, but maybe in an executive 
session, in order that we can expedite these hearings. 

Now, I believe Mr. Harris may proceed at this time, and then we will 
see what develops after that. 

Mr. Harris. I will endeavor to conclude by 12 o’clock. 

The CHatrMAn. You may proceed, Mr. Harris. 

Mr. Harris. I have been very much interested in your presentation 
all of the way through including some of the replies to some of the 
questions which were obviously presented in a form that would require 
such an answer as you have been giving. 

That is one reason that I am somewhat confused about some of 
the record that has been made here for the past 2 days. 

In the first place, your company is about 70 years old, you said? 

Mr. Rosgtnson. Yes, sir. 

Mr. Harris. Is that not true? 

Mr. Roprnson. Yes, sir. 

Mr. Harris. Your company was formerly controlled or owned or 
a subsidiary of the Standard Oil Co. of New Jersey; was it not? 
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Mr. Roprnson. Yes, sir. 

Mr. Harris. Under the Holding Company Act of 1940, you were 
required to be divested under that law and had to be from the parent 
company ¢ ; 

Mr. Roptnson. We were divorced so to speak from Standard Oil. 

Mr. Harris. The stock of your company was reissued; was it not? 

Mr. Rogprnson. Yes, sir. . 

Mr. Harris. And it was issued to the stockholders of the Standard 
of New Jersey; was it not? 

Mr. Roprnson. Yes, sir. 

Mr. Harris. Now, that is on the one hand. There has been reference 
in the testimony here all of the way through about the possibility 
of not being competitive and apparently there is an implication that 
certain people would come to terms and understanding about these 
matters. 

On the other hand, the Humble Oil Refining Co. is an affiliate of 
the Standard of New Jersey; is it not? 

Mr. Rogrnson. I so understand; yes, sir. 

Mr. Harris. And, of course, the stockholders of the Standard of 
New Jersey own the Humble Oil & Refining Co., do they ? 

Mr. Roprnson. Yes, sir. 

Mr. Harris. So here we have got two vast segments of the same 
industry presenting to us these different ideas which are highly im- 
portant, and propose an important policy for this committee to settle? 

Mr. Rosrnson. I think you have a distinction, Mr. Harris, that the 
companies do not own the same stock. The stockholders of Consoli- 
dated partially are, or vice versa, stockholders of Standard Oil of 
New Jersey. 

Mr. Harris. And they each select the board of directors and officers 
of each company of the companies; do they not? 

Mr. Roprnson. That is correct; yes, sir. 

Mr. Harris. Well, it presents quite an interesting situation to me. 

Mr. Rostnson. Those are factual figures, anyway. 

Mr. Harris. And now you have one here that believes on the 
one hand through the long years of experience that the one way to 
provide this great commodity for the consumers of America is to 
follow the same principle that we have followed throughout the years; 
have we not? That is in the exploration and in the development 
and finding of reserves and making them available to the American 
consumer. 

Mr. Rozrnson. To whom are you referring now? 

Mr. Harris. The Humble Oil Refining Co. 

Mr. Rostnson. I don’t know, they haven’t stated on this record to 
my knowledge what their position is, Mr. Harris. 

_ Mr. Harris. Well, Mr. Searls was here testifying, and he was testi- 
fying for the producers, so he said, and also the long lines. 

Mr. Rozrnson. I am sure I don’t know, or I didn’t know that he 
Was representing Humble or any other producer. 

Mr. Harris. He so stated when he came here. 

Mr. Roptnson. He said, as I recall it 

_Mr. Harris. But assuming that this is true, then we have that 
situation; have we not? 

Mr. Roptnson. Yes. 
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Mr. Harris. And on the other hand we have your company which 
is a vast and important company to the consumers of America, saying 
that we have had Congress throughout these years and we have gotten 
certain things under our control, and we have gotten certain reserves 
under contract for a long period of time under this other system and 
now we want to throw the ball into the control of the Federal Gov- 
ernment ? 

Mr. Rosrnson. No; I don’t think that is a fair statement, Mr. 
Harris. We started from the Harris bill. 

Mr. Harris. I accept your statement as a fair statement, and I pose 
a question and I want you to answer it very frankly. 

Mr. Rogsrnson. Thank you. 

Mr. Harris. But you do, as you have told Mr. O’Hara, recognize 
that you have had a vast expansion in the last few years; have you not! 
Mr. Rosinson. Yes; practically all distributing companies have. 

Mr. Harris. And that expansion started about 1947 ¢ 

Mr. Roprnson. It started earlier than that, I should say, Mr. 
Harris, and I should say it really started about 1942 or 1943 in our 
particular ae 

Mr. Harris. Well, when did you start contracting for these reserves 
that came from the Southwest ? 

Mr. Rosrnson. In the fall of 1942, and we received our first gas 
under those contracts in the spring of 1948. 

Mr. Harris. That was a limited contract, that is a contract for a 
limited supply ? 

Mr. Roginson. It was 50 million cubic feet per day for 20 years, 
and that was our first contract. 

Mr. Harris. What reserves then do you have under contract now 
from the Southwest ? 

Mr. Roprnson. We are buying now about a little over 700 million 
cubic feet per day. 

Mr. Harris. That is now, and at that time you had 50 million? 

Mr. Rostnson. That is correct. 

Mr. Harris. That gives you some idea of the vast expansion that 
you have had over shoes few years when the great reserves of the 
Southwest were made available to you, does not not? 

Mr Rosrnson. That does not reflect all expansion, Mr. Harris, 
because there has been a diminution of supply in the Appalachian 
area, and it has been a replacement. 

Mr. Harris. That is the point. 

Mr. Rosrnson. At the same time that expansion as you so speak of 
it, has afforded a market for the Southwest gas or I am sure they were 
awfully glad to get it back in 1943. 

Mr. Harris. I realize that, and that was a time that it started in 
1946 before this great reserve was develope and made available. 
There were 4 trillion cubic feet marketed, was there not? That is 
what the World Oil said on February 13, and you would agree it was a 
substantial magazine, would you not ? 

Mr. Rostnson. You said in 1947 or 1946? 

Mr. Harris. 1946. 

Mr. Rostnson. I would think that is approximately correct, because 
in 1945 I have a figure of approximately 4 trillion cubic feet. 

Mr. Harrts. In 1954, there were 8.7 trillion cubic feet of gas made 
available to the American public, was there not? 





NATURAL GAS 


Mr. Rosrnson. That is correct. 

Mr. Harris. Now, there has been a whole lot said about this whole 
program being in the interest of consumers, and all of the Natural 
Gas Act of 1938, and all of the incidents that have happened since 
seems to have been built up here in this record solely for the consumers 
of America. 

Now, without the producers and the ingenuity of this industry going 
in and developing these reserves and making them available, your 
company could not have possibly had this vast expansion, could it? 

Mr. Roptnson. Oh, yes; I think it could have been made from coal, 
ianufactured gas, a great deal higher. 

You see, we have converted practically all of the northern commu- 
ities from a manufactured gas now to a natural gas. A few years 
ago, in the time you are speaking about, the manufactured-gas indus- 
try was a great deal larger on the distributing basis than the natural- 
gas industry. 

Mr. Harris. At how much higher cost, though ? 

Mr. Ropinson. At a great higher cost, but I understood your ques- 
tion was it couldn’t be done at all. Now, all I am saying is I think it 
would have been done, but the cost to the public would have been a 
creat deal more. 

Mr. Harris. Exceedingly higher cost ? 

Mr. Roptnson. That is correct, sir. 

Mr. Harrrs. That is what I am trying to do, is to show you that this 
activity here has been in the interest of consumers, and some would 
seem to think that it is an entirely different matter that it was incident 
to the consumer interests? 

Mr. Rosrnson. Far be it from me to think that way. 

Mr. Harris. In the tables that you have referred to which I want to 
refer to at this moment, when you give the cost of living and indicate 
from your figures here and the cost-of-living index, that you referred 
to, that there has been an abnormal situation in the gas industry. 

Now, let me refer to a report that came out from one of the great 
companies of this Nation just a few days ago. In 1945, aluminum was 
14 cents a pound. In 1954 aluminum was 20.2 cents a pound. I am 
taking this from the aluminum companies’ report. 

In 1945, copper was 11.87 cents a pound, and in 1954 copper was 
29.82 cents per pound. 

Lead in 1945 was 614 cents a pound. In 1954 it is 14 cents a pound. 

Zine in 1945 was 6.65 cents a pound, and in 1954 it is 11.19 cents 
a pound, 

Steel, one of the highly important commodities of this country, 1.47 
per pound in 1945, and in 1954 it is 3.15 cents per pound. 

Yet you say that the table you gave here that the increase in the 
commodity itself has been so abnormal because it might have gone 
from 5 cents a pound to approximately 10 cents a pound. 

Mr. Rosrnson. No, Mr. Harris; I didn’t say that in this table at all. 
What I have done in this table, this is just a compilation, and I don’t 
say these are my figures. 

Mr. Harris. I know you do not say that, Mr. Robinson, but you do 
show it to this committee and put it in the record, which to me indi- 
cated that there was an abnormal situation with the increased cost of 
gas to the American consumer that was so different. 
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Now, let me refer to one other table here. This also came from the 
Department of Labor, and other information as you referred to. This 
happens to be, at this particular time, the State of Wisconsin. 

The cost of bituminous coal in 1945 was 11.47. In 1954, it was 19.08. That is 
the low or medium volatile type coal. The bituminous eastern volatile type, in 
1945 it was 8.16, and in 1954 it was 13.96. 

Fuel oil in 1945 was 12.40 per barrel. That is 155 gallon barrel. In 1954 it 
was 23.25. 

Now, you have said in your table, comparing it with the cost-of- 
living index that it was completely out of proportion. Do you hear 
anyone trying to say, “Let us put the controls of coal, of fuel oil, and of 
steel, and of aluminum, and these other matters under Federal control 
and regulation ?” 

Mr. Rosrnson. I did not say such a thing. I presented the table 
for the benefit of this committee. If they want to tear it out and 
throw it away, it is perfectly all right with me. 

Mr. Harris. We do not want to do that, but we just want to show 
that you presented something of one commodity and you left every- 
thing else out of the picture except what you referred to as the cost-of- 
living index. That is the point. 

Mr. Roptnson. I thought it was an applicable and proper table to 
present before this committee, sir. 

Mr. Harris. I do not deny that. It probably is, from your view- 
point. But I thought that the record aaa be very clear that it is 


not any different from the other matters of comparable type, at least. 
Mr. Rostnson. I hope the record does not indicate that I said it was. 
Mr. Harris. I am glad to have that clarification, too, and that is 
what I wanted to do, was to have a little time to clear up some of these 


things. 

Mr. Rostnson. That is fine. 

Mr. Harris. I mentioned all of this to show that we are in a state of 
progression, progress, expanding economy, when the consumers are 
being given the results of the ingenuity of industry on all sides, some- 
thing that means a lot to them in their livelihood, is that not true? 

Mr. Rogrnson. Certainly. 

Mr. Harris. And you and your company have benefited by this vast 
expansion, have you not? 

Mr. Roprnson. Yes, and all of the public has benefited. 

Mr. Harris. That is what I am trying to show. The entire opera- 
tion, your industry, and the long lines, and the producers, and even 
those who own the gas before it is drilled in the ground, all have an in- 
terest in this, do they not ? 

Mr. Rosrnson. Absolutely. 

Mr. Harris. And every phase of it means as much to the ultimate 
consumer as any one phase, is that not right? 

Mr. Rosrnson. It should. 

Mr. Harris. Yes, sir. That is what I am talking about. 

Mr. Rostnson. Yes, sir. 

_ Mr. Harris. Now, taking advantage of this marvelous opportunity 
in the interest of American people, your company has had this vast 
expansion in which you have more than doubled during these years 
that the vast program of the Southwest has made available these re- 
serves, has it not? 
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Mr. Roprnson. Yes, sir. 

Mr. Harris. You have those reserves tied up for the next 20 years, 
have you not ¢ 

Mr. Rosinson. We had them, and both of those terms are getting 
less all of the time. 

Mr. Harris. The terms are getting less? 

Mr. Rosrnson. The time left on the term is getting less. 

Mr. Harris. Yes, I appreciate that. 

Mr. Rosrnson. Then it wouldn’t be 20 years from now. That is 
my point. 

Mr. Harris. 20 years from the date of the contract ? 

Mr. Roprnson. Some of the contracts have about 9 years to run yet, 
and some 12, and some 15, and we make new ones that have 20 years to 
run. It is somewhere between 10 and 20 years. 

Mr. Harris. The point I was trying to get was that you had brought 
this vast program to what it is now. Of course, I know your com- 
pany with the ingenuity that it has—and I will highly compliment 
you, and your organization, and it is an outstanding one—will go 
out and get gas somewhere to give to the consumers in the future. If 
it is not made available through long transport, as you say, you might 
go to coal, or some artificial gas. If you do it is going to cost the 
consumers a lot more than it is costing now; is it not ? 

Mr. Rogprnson. It might or it might not. We might make gas from 
coal cheaper than we are now producing it, and I don’t know. That is 
speculative. 

Mr. Harris. But when you were testifying here, in 1947, you did not 
have all of these contracts or anything like the reserves under con- 
tract for a long period of time as you have now, did you? 

_ Mr. Rosrnson. Not as much. We had quite a little bit in 1947, 
however. 

Mr. Harris. Now, you have got them now, and it makes a little bit 
different situation ? 

Mr. Ropsrnson. No, it wouldn’t make any difference, Mr. Harris. 

Mr. Harris. I will stand corrected. 

Certainly I want to be reasonable and fair and I do not want 

Mr. Roprnson. That point would not change my opinion at all. 

Mr. Harris. In 1947 when you were here testifying you were highly 
anxious that the East Ohio case be rectified and clarified; were you 
not? 

Mr. Rosrnson. I have been anxious for that for a long time. 

Mr. Harris. You certainly were, and that had a great deal to do 
with what you had to say in 1947; did it not? 

Mr. Ropinson. No; I don’t think so. 

Mr. Harris. I did not? 

Mr. Rozrnson. No. 

Mr. Harris. I certainly accept your answer. But I was impressed, 
at least in my own opinion, that your company was the most in- 
terested in that of any other single company in the United States. 

Mr. Rosrnson. It might have appeared that way but it should 
not have been. There were other companies in the same fix as East 
Ohio. We might have been the guinea pig, and taken the lead off and 
done it and the same thing might be weil here. There are hundreds of 
other companies. 
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Mr. Harris. The time is slipping by. There are so many other 
things that I did want to refer to which I will only mention now. 

Mr. Wolverton asked about the method which the bill 1 proposed 
would provide for determining the price. That is the reasonable 
market price in the field where produced. He indicated to you that 
was a departure from a long-established policy. 

Well, now, there has never been any such application to the produc- 
tion of this commodity; has there? 

Mr. Rosrnson. I had made very little distinction, Mr. Harris, in 
my own mind as to the fairness and reasonable price, the term used, 
and your reasonable price here. To me they meant the same thing. 
Maybe I am mistaken. 

Mr. Harris. The just and reasonable method applies to utilities; 
does it not? 

Mr. Rostnson. I think it isthe term. I cannot say what it applies 
to, Mr. Harris. It is a general term throughout the industry. 

Mr. Harris. Except in the Panhandle Eastern case, there has never 
been outside of what the long lines or the natural-gas companies own 
themselves, there has never been any such method one way or the 
other applied to the independent producers of gas; has there? 

Mr. Rostnson. Not to my knowledge. 

Mr. Harris. So, consequently, you do not have this long-established 
method, as he referred to, and thereby this is no change such as he 
refers to; is there? 

Mr. Roprnson. Well, it would appear from your illustration that 
it is something new, then. 

Mr. Harris. That is right; because it has always been free and 
competitive. 

Mr. Rozrnson. Well, perhaps the terms will have to be analyzed and 
coordinated to see what each of them means. I don’t know. 

Mr. Harris. Well, in your statement which he put in the record a 
moment ago, that you made to the Federal Power Commission on the 
Docket No. R-142, you said that you are not familiar with the term. 

Mr. Rosrnson. I think we used “fair and reasonable.” 

Mr. Harris. Let me read from your own statement. That is on 
page 3, and No. 4: 

Just and reasonable rates for gas sold by independent producers in the field 
cannot be fixed on a net investment rate base method. This method would be 
unworkable from a procedural standpoint as applied broadly in all producers 
as a class. Furthermore, this method is substantively wrong as applied to the 
production, and hence would tend to discourage the sale of gas by independent 
producers, and the development of adequate supplies for the future. The use 
cf this method, therefore, would be contrary to the public interest and in the 
interest of the consumers. 

Mr. Rosrnson. Yes; and I am still of that opinion. 

Mr. Harris. You believe that ? 

Mr. Roprnson. Yes, sir. 

Mr. Harris. I wanted that very definitely stated, because my dis- 
tinguished colleague here from New Jersey referred to the fact he 
was going to come back to it sooner or later, and I thought perhaps 
it ought to be made very clear at this point and that your position 
might be cleared up. 
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On No. 5 you said: 


Just and reasonable rates for gas sold by independent producers in the field 
must be fixed on a basis which adequately compensates the producer and which 
also to the extent deemed necessary promotes the prospecting for, production, 
development, and sale of adequate supplies of gas. 

All of these ends are in the public interest and the interest of the consumers. 
That was your statement. 

Mr. Roprnson. It was then, and it is now. 

Mr. Harris. And it is now? 

Mr. Rosrtnson. Yes. 

Mr. Harris. I wanted to have that definite and clear. 

Now, you said you did not know that these escalation clauses were 
contained in these contracts at the time that you were contracting 
over a long period of time for these vast reserves. 

Mr. Rosrnson. I think that is incorrect, sir. 

Mr. Harris. You did not know about it ? 

Mr. Roprnson. Certainly. 

Mr. Harris. I misunderstood what you said yesterday. 

Mr. Roprnson. No; I think where we are confused, I think we did 
not investigate them. 

Mr. Harris. But you knew about them ? 

Mr. Rosrnson. We had knowledge of them. 

Mr. Harris. And you knew they were there at the time you 
brought about this great expansion, in which you went into the South- 
west and tied up these reserves for many years in the future, and 
you knew all about those then, did you not? 

Mr. Rosinson. We knew of them, but let us assume that we had 
gone down and looked at them. Can you tell me how I could have 
told what the price in any 1 of a favored-nation clause with a 2-party 
or a 3-party, or renegotiation price would be at any time in the 
future ? 

Mr. Harris. I think that you are right. But the point is you went 
down and obligated yourselves to it, did you not? 

Mr. Rosrnson. No; I didn’t go down and obligate myself to it. I 
purchased all of my gas from the pipeline company and I had no 
dealings with the producers. We had opportunity and do have 
opportunity to buy gas in the Southwest, direct if we want it. 

Mr. Harris. Surely, and you have opportunity to drill for it? 

Mr. Roprnson. Surely. 

Mr. Harris. I had a letter the other day which might apply, and 
I think your company is trying to do some of it and if you have 
trouble up in the Appalachian, and it said to me, “If you chop your 
own wood, you will warm yourself twice.” 

I think if you boys will come down there and drill for your own 
gas and find it, then you will have no trouble whatsoever and we in 
the Southwest extend that invitation to every distributor, and every 
company, and anyone in the country to go out and help look for 
it because the consumers want it in the future. 

That is the point that I cannot in my own mind get cleared up, 
that you and your great company during these years when all of this 
was being built up and you contracted for all this gas, with a knowl- 
edge that those clauses were in those contracts and tied it up for all 
of these years, and now you come back and evidently because of the 
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fact that your consumers must have found that you got them into a 
pretty difficult situation. 

Now, you believe, and I know you believe in keeping a bargain when 
you make it, do you not? 

Mr. Rostnson. Whether I believe in it or not, I have to when I 
make contracts with pipeline companies. 

Mr. Harris. Except you have made a contract here, and now you 
are asking that a way be provided that you be relieved of that? 

Mr. Rogsrnson. Oh no, I won’t agree with that statement at all, and 
Tam not asking to be relieved of anything. 

Mr. Harris. I just interpret it one way, and you interpret it an- 
other, because I do not think if you are not asking that the Federal 
Power Commission give you relief from these escalation clauses, I 
hardly see how you could be coming here asking that that type of 
regulatory control under existing contracts be given. 

Well, let us put it this way, then: You say that these clauses ought 
to be brought to the attention of the Federal Power Commission and 
let them determine whether or not it is a reasonable market price in 
the field where it comes from. Now, you believe in that, do you not? 

Mr. Rosrnson. Mr. Harris, I have to go back to the point that 
since the Phillips case we have a law. Now, you proposed a bill that 
I assume from the statement. of Mr. Searls and others is satisfactory 
to the producers. We are anxious—— 

Mr. Harris. They testified it was not satisfactory, but they thought 
7 was the best they could get. You have to be frank and fair with 
them. 

Mr. Rogztnson. We start from that point. We think the consumers 
are interested in the producers, and we think the producers are inter- 
ested in the consumers. 

Mr. Harris. They should be. 

Mr. Rosrnson. Now, in the Harris bill, it takes care of everything 
in the future very nicely. 

Mr. Harris. That is right; that is what it was intended for. 

Mr. Rosrnson. But it leaves everything in the past completely as 
it is. 

Mr. Harris. On the basis that was a valid contract. 

Mr. Rozrnson. Well, there is where you and I differ in our think- 
ing, and I thought that I had 

Mr. Harris. Now, we differ, and I know it is an honest difference. 
But would you be willing, under the circumstances then for the owner 
of that gas who contracts on the basis of these clauses, to withdraw 
it from you and then put it on the market and let it come through the 
regular procedure of a new or renegotiated contract ? 

Mr. Rostnson. Mr. Harris, you know that I would not relieve the 
pipeline company of their obligation to supply us gas any more than 
sometime in the future if the thing is reversed and by cheap gas they 
would relieve me from it. So the answer to your question is “No.” 

Mr. Harris. Then I in my own mind must accept the conclusion 
that you have through this method tied up the gas that belonged to 
the producers back there over a long period of time, and you now 
say that, “We want to change the rules on it.” 

Mr. Rogtnson. I don’t think that we would have been in here if you 
hadn’t started hearings on the Harris amendment. That is what 
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brought us in here. If there is nothing said about any amendment 
to the Natural Gas Act, we never would have been here at all. 

Mr. Harris. Of course not, because they are all made utilities just 
like you are, and you don’t believe in that, do you? 

Mr. Rosrnson. I didn’t get the statement. 

Mr. Harris. They are all made utilities under the Supreme Court 
decision, just like you are a utility ? 

Mr. Rosrnson. I had no part in that. 

Mr. Harris. I know you didn’t, but you do not believe that should be 
done, do you? 

Mr. Rogrnson. I expressed myself several times on the point. 

Mr. Harrts. Yes; you have, and you have been very cordial and 
frank about it. I for one appreciate your testimony and the position 
that you have taken, and I did want to ask you about your proposed 
amendments to the bill. I want to say this, that I appreciate the 
fact, Mr. Robinson, that what you are doing here is trying from 
your own company’s viewpoint to help do something about the un- 
fortunate situation that the producers find themselves in from the 
Phillips case. 

Mr. Rosrnson. I appreciate that, and that is certainly our incentive 
and our objective. 

Mr. Harris. And you offer amendment. First you offered amend- 
ments to the definition which we have proposed to try to overcome 
this. 

Now, i indicated to you yesterday evening that I was going to ask 
you in the hope that you might try to inquire of your attorneys about 
it, about the provision that you make in the form of amendment calling 
this a limited definition. 

In the first place, I seriously object to your calling my proposed defi- 
nition here a “limiting definition.” It wasn’t so intended, and it is not. 

It was supposed to be a definition. You say that this limiting defini- 
tion shall not apply. What do you mean by that? 

Mr. Rogrnson. Mr. Harris, as you well know, I am not an attorney, 
and I would be very happy to have my counsel file a brief or a state- 
ment with this committee setting forth all phases of what we intended 
this to mean, and the purpose of it, and go into it as thoroughly as we 
know how and file it with this committee. 

Mr. Harris. I would appreciate having that, because I am fearful 
that if this language is included, and it gets to the Supreme Court, 
the Supreme Court is going to do just whatever they feel the urge to do. 

(The noe requested is included in a letter from C. W. Cooper 
on p. 659. 

Mr. Rozinson. We certainly want to express whatever conclusion 
we come to in language so that cannot be done. 

Mr. Harris. I am fearful that if we put a proviso of this kind in, 
then we just nullify everything that we are trying to do. That is the 
reason I want to have as clear an explanation of what you mean as 
possible. 

What you do mean is one basic change in the bill that I propose, 
and that is that all contracts with escalation or other type of stepup 
clauses and so forth, favored nation clauses and all, be completely 
abrogated unless they want to become a public utility under the pres- 
ent decision of the Supreme Court ? 
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Mr. Rozinson. We will file such a document. 

(The information requested appears in a letter from C. W. Cooper 
on p. 659.) 

Mr. Harris. And that is the one basic change that you offer in this 
— setting out the difference of opinion that you have over 
what is proposed and what you believe ought to be finally decided. 

Mr. Rosrnson. That is what we believe should be there; yes, sir. 

Mr. Harris. And you believe then down in the future that the 
provisions of this bill should be provided and, therefore, applicable 
to this industry ? 

Mr. Rogrnson. Yes. 

Mr. Harris. Now tell me, as an example take a contract that was 
entered into by you in 1952, a substantial contract which I understand 
you did get. It had both the favored nation clause and the escalation 
clause attached to it. 

Mr. Roprnson. Would you identify the contract? We have so many. 
So I would be thinking along your line, what company was that con- 
tract with, and so forth ? 

Mr. Harris. It comes through the Panhandle Eastern, but I am not 
sure which contract it is. 

Mr. Rosrnson. We have no contract with Panhandle Eastern that 
has any such type of clause whatsoever. 

Mr. Harris. You do not have? 

Mr. Rosrnson. No, sir. 

Mr. Harris. Well, as an example, say there is one, and this phi- 
losophy were to be adopted, and the producer would go to Panhandle 
Eastern using that as an example. We will say, “We don’t want to 
be made a utility. The law permits us now, if we can get rid of these 
clauses, to be out from under the public-utility status. Can we come 
together on terms that would change this?” 

The Panhandle Eastern would say, “Yes, I think we can.” 

They would sit down, and they start negotiating, that is what I 
would call it, and then they come to terms. Would you consider that a 
renegotiated contract ? 

Mr. Rostnson. Not being a lawyer, I can’t answer, but I am sure 
my counsel would tell me that it would be; yes, sir. 

Mr. Harris. Will you obtain what your counsel feels would be the 
reply to that question, because it is a legal question ? 

Mr. Rosprnson. Yes. 

Mr. Harris. And supply it for the record ? 

Mr. Rosrnson. Yes, sir. 

(The oe referred to appears in a letter from C. W. Cooper 
on p. 659. 

Mr. Harris. Even though the amendment proposed by the industry 
were to be adopted, defining what would be a new or renegotiated con- 
tract? Would you know the answer to that, and would you also have 
them supply that answer? 

Mr. Rosrnson. Yes. 

Mr. Harris. Because the point I am worrying about is this: If we 
define it, and I think there should be some definition of what is a new 
and renegotiated contract, I think that is one thing that is lacking in 
the proposal here. 

Now, if some such language is adopted, defining it, the thing that 
concerns me from a technical standpoint is whether or not an exist- 
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ing contract with these clauses as applied would become then a new 
or renegotiated contract or whether they would get caught in the vise 
and bea utility anyway. That is what I would like to have cleared up. 
Mr. Rosrnson. We will have our counsel file with you a complete 
statement, as complete as we know how. } 
(The following letter was submitted in answer to questions by Mr. 
Harris:) 


New York, N. Y., April 14, 1955. 
In re H. R. 4560. 
Memo: C. W. Cooper to J. French Robinson. 


Dear Mr. Rosrnson: At the hearings on the above bill on April 1, 1955, Repre- 
sentative Harris requested an opinion by your attorney as to certain aspects of 
the preposal set forth in your formal statement to the committee. 

In response to your request, I am furnishing the opinion on these matters as 
follows: 

(1) At page 1479 of the record, Mr. Harris inquired why we refer to the 
definitions of transportation and gale set forth in the Harris bill as “limiting 
definitions.” 

The Natural Gas Act as construed by the Supreme Court is broadly applicable 
to the transportation and sale of natural gas in interstate commerce for resale. 
The Harris bill proposes to insert into the act a definition of transportation which 
is intended to limit the scope of the act to only certain transportation activities. 
There is a similar definition as to sales in interstate commerce. We consider this 
type of definition to be a limiting definition. 

The proviso which we suggest states that the “limiting definition” set forth 
in the bill does not apply in the event the transportation or sale is made under a 
contract which includes a favored-nation or escalator clause. This means that, 
as to any such transportation or sale made by a producer, the proposed definitions 
in the Harris bill would not apply; the Natural Gas Act would remain in effect; 
and the producer and his contract would remain subject to regulation under 
the act. If the same producer were to engage in other transportation and sale 
activities relating to contracts which do not have a favored-nation or escalator 
clause, then as to any such other transportation or sale, the proposed definitions 
in the Harris bill would apply and jurisdiction under the Natural Gas Act would 
be excluded. 

(2) On page 1480 of the record, Mr. Harris states that under our proposed pro- 
viso all contracts with escalation or other type of stepup clauses would “be com- 
pletely abrogated unless they want to become a public utility under the present 
decision of the Supreme Court.” 

We do not propose to “abrogate” any contracts. These contracts are now 
subject to regulation under the Natural Gas Act. They are not abrogated merely 
because they are subject to regulation. They continue to be good and valid 
contracts until changed or outlawed in accordance with the procedures under 
the act. Our proposal states only that this existing regulatory situation shall 
continue as to these contracts. 

(3) On page 1481 of the record, Mr. Harris asked you how our proposal intends 
to deal with a producer who now has a favored-nation or escalator clause in a 
contract and, after the passage of the Harris bill, enters into an agreement 
a a pipeline company which changes the contracts so as to exclude these 
clauses. 

Our intention is that this type of changed contract would be a “renegotiated 
contract” within the meaning of the Harris bill as originally introduced. And 
upon the making of such renegotiated contract the producer would thereby 
cease to be a natural gas company under the Natural Gas Act since he would 
not be selling gas under a contract having a price-adjustment clause. Thereafter 
the provisions of the Harris bill would apply to this renegotiated contract. 

(4) At page 1483 of the record, Mr. Harris asked you whether our position 
with respect to renegotiated contracts as stated in paragraph (3) above is 
“consistent with the amendment proposed by the industry.” By this I under- 
stand that Mr. Harris is referring to the amendment, proposed by Mr. Searls, 
to the effect that an increase in rates proposed to be made as a result of a 
favored-nation or escalator clause would not be deemed to be an increase due to 
a “new or renegotiated contract.” 
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In preparing our recommendation, we were, of course, dealing fundamentally 
with the Harris bill as originally introduced. If the committee were to adopt 
the proposal set forth in your statement and thereby retain in the Natural Gas 
Act full regulatory jurisdiction over prices under contracts having favored-nation 
or other escalator clauses, then I believe that the above amendment proposed 
by Mr. Searls would not be appropriate and should not be included in the 


Harris bill. 
Very truly yours, 
C. W. Cooper, Attorney at Law. 

Mr. Harris. Thank you very much. 

Mr. Chairman, I will take no further time. Thank you very much. 

Mr. Dres. I have just a very brief matter to clear up. 

The Cuairman. Mr. Dies. 

Mr. Hesetron. How long are you going to take? 

Mr. Dies. Just a moment. 

Mr. Robinson, I questioned you yesterday at some length with refer- 
ence to your testimony in 1948. Today Mr. Wolverton congratulated 
you because of your present testimony. He said it was very helpful. 
I want to say to you that your testimony in 1948 has been very helpful 
to me, and I want to congratulate you on that testimony. However, 
I omitted several gems, and I want to very briefly put them in the 
record because I think what you said in 1948 was true, and I think it is 
true today. 

In section 9 in Mr. Smith’s copy, subsection i, is a form of allocation, 
and it substitutes the judgment of an agency of the Government lo- 
cated in Washington far distant from the scene of the emergency, for 
that of management that is responsible for this proper operation of 
the company. 

We don’t feel that any Government agency knows quite as much about our 
business as we do ourselves. Consequently, we cannot join in that thought. 

You further said, and this ought to go in the record, I know that 
you will want it in the record : 

Increased field costs spread over these volumes will obviously have little effect 
on final rates for users. 

Now, Mr. Robinson, you still believe in those principles that you 
announced in 1948, do you not ? 

Mr. Roprnson. What I said in 1948 was correct. Conditions have 
changed, and the same principle applies, but the applicability of those 
principles does not apply because we have a complete set of different 
circumstances. 

Mr. Dres. We have more long-term contracts ? 

Mr. Roptnson. No, we have escalator and favored-nation clauses. 

Mr. Dres. Thank you, sir. 

Mr. Harris. Mr. Chairman, may I, before we adjourn this com- 
mittee, announce that this is a special occasion today, one that came 
to my attention just a few minutes ago, and we are very happy to felici- 
tate our beloved, esteemed, and distinguished chairman as today 1s 
his birthday. [Applause. ] 

I am informed, I say to my colleagues, that today he is 39 years of 
age. 

The Cuarrman. May the Chair in responding state that he appre- 
ciates the mention, and also the generosity of the gentleman from 
Arkansas in estimating the question of age. 

Mr. Wotverton. I am certainly sorry there are not riore members of 
the committee present, and I intended to have some reference made to 
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it. Perhaps I will have an opportunity on a later occasion. How- 
ever, it is very pleasing to all of us to know Percy Priest. 

The question of whether he is 39 or whether he is older would make 
no difference in our estimation of his character and his ability. 

It is our hope that the years that are ahead of him will be years that 
will be filled with health, happiness and success. It has been a pleas- 
ure to be associated with him in the past and it will be a continuing 
pleasure to be associated with him in the future no matter how old 
i gets. 

The CuHarrman. Thank you, Mr. Wolverton. 

Mr. Heseuron. In behalf of the small minority left here, may I 
second what my leader has said and say I have enjoyed every moment 
of my association with my chairman. 

The CuHatrmMan. Thank you very much, all of you gentlemen. 

Mr. Harris. Mr. Robinson may not be back here, and could I ask 
him this one question, because it 1s proposed in a different bill ? 

The CuHarrmMan. You may. 

Mr. Harris. Do you believe that the industrial sales of natural gas, 
direct sales, that is the use, should be controlled by the Federal Gov- 
ernment ? 

Mr. Ropsrnson. We have no such sales, Mr. Harris, in our opera- 
tions, and I would rather not comment on that. 

Mr. Harris. I thought that you said 28 percent of your gas went 
into industrial sales? 

Mr. Rostnson. But they are not pipeline industrial sales. Those are 
sold right from our distributing company just the same as a house- 
holder. We have no pipeline industrial sales in our system. 

Mr. Harris. Those industrial sales come under the jurisdiction of 
your State commission ? 

Mr. Rogprnson. Yes, sir. 

The CuarrMan. We thank you very much, Mr. Robinson. 

May the Chair join with all others in appreciating your frankness 
and your willingness to be helpful to this committee. We know that 
you have spent some weary hours, but we do appreciate the informa- 
tion that you have brought and your willingness to cooperate. 

You may be excused at long last, Mr. Robinson. 

May the Chair inquire about how much time Mr. Matt Triggs, from 
the Farm Bureau Federation will require? 

Mr. Triees. Mr. Chairman, my statement takes about 8 or 9 minutes 
to read, and I don’t know how long it will require. 

The CuarrMan. We will hear the representative of the Farm Bu- 
reau Federation, Mr. Matt Triggs. 

Mr. Hesetron. Mr. Chairman, I have made some engagements on 
the assurance of my good friend, Mr. Harris, that he would be through 
by 12 o’clock, and I am not criticizing him at all. I was very much 
interested in what he asked. I know that there are 4 or 5 members of 
this committee who would like to hear Mr. Triggs, who cannot be 
here today. I would like to hear him, but, unfortunately, I have to 
leave. 

Mr. Triggs, I understand that you are located in Washington ? 

Mr. Trices. Yes, sir. 

Mr. Heserron. And you could come back conveniently at a recon- 
vening of the committee? 

Mr. Triaas. At the pleasure of the committee; yes, sir. 
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Mr. Heserton. I make a point—I don’t want to make a point of no 
quorum. 

The Cuarrman. It is entirely agreeable to the Chair if the gentle- 
man will withhold it, and I knew Mr. Triggs had been in the committee 
room 3 or 4 days. But since he is located in Washington, it is entirely 
agreeable to the Chair if agreeable to the witness that he return at a 
later date. 

Mr. Triaas. Yes, sir. 

The CuHatrMan. Before we adjourn, there are certain statements. 

Mr. Heserron. I appreciate that consideration, Mr. Triggs, and 
you, Mr. Chairman, and a happy recess to you all. 

(The documents referred to during the statement are as follows:) 


STATE OF MISSISSIPPI, 
EXECUTIVE DEPARTMENT, 
Jackson, March 29, 1955. 
Hon. J. Percy PRIEST, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, 
Congress of the United States, Washington, D. C. 


DEAR Mr. CHAIRMAN: No court decision has affected the economy of this 
country more in recent years than that of the Supreme Court of the United States 
in Phillips Petroleum Co. v. Wisconsin, the effect of which was to make the field 
prices received by thousands of independent producers of natural-gas subject to 
the control of the Federal Power Commission. This decision has produced a state 
of chaos in the gas-producing industry, and threatens the economic welfare of 
not only that industry, but also that of the many industries which are dependent 
upon natural gas as a source of energy. It also lays the groundwork for the 
ultimate destruction of the conservation powers reserved to the respective States 
under the Constitution and opens the door to nationalization of the natural 
resources of this country. 

All of this has been brought about by the failure of the Supreme Court to give 
effect to the clear intention of Congress in the passage of the Natural Gas Act in 
1988 to exempt producers of natural gas from the coverage of that act. The 
Federal Power Commission for over 15 years gave effect to this intention, in 
spite of the efforts on the part of a few members of the Commission during that 
period to disregard the intention of Congress and bring natural-gas producers 
under the Commission’s control. The time has come for Congress to make abun- 
dantly clear its original intention that production, gathering, and sale of natural 
gas by independent producers are not to be regulated by the Federal Government. 

The importance of natural gas to Mississippi and the splendid job that has been 
done by the gas-producing industry in this State can perhaps be best illustrated 
by some figures on the production and consumption of gas in Mississippi during 
the past few years. The gross production of natural gas increased from 8.6 
billion cubie feet in 1945 to 255 billion cubic feet in 1953, reaching a peak of 265.7 
billion cubic feet in 1952. Even with this large increase in production the esti- 
mated recoverable reserves at the end of 1953 were one-half trillion cubic feet 
greater than at the beginning of 1946. The number of gas customers in Missis- 
sippi has increased during this period more than 256 percent. 

To keep up with the constantly increasing demand for natural gas, the pro- 
ducers must carry on a vigorous search for new reserves, which must be dis- 
covered and developed to replace the gas produced and marketed. The incentive 
to do this is not afforded by the public utility type of regulation imposed by 
the Natural Gas Act, under which the producer can never be certain of the 
price he will be permitted to receive for his gas. This type of regulation, de- 
signed for interstate transmission companies and distribution companies which 
have what amounts to an authorized monopoly, has no place in the gas-pro- 
ducing business, which is highly competitive and involves great financial risk. 
To attempt to impose this type of regulation on natural-gas producers will 
cripple what is now a healthy industry. 

I feel confident that the majority of your committee and the Congress will 
conclude that the interests of the Nation will best be served by the passage of 
H. R. 4560 or similar legislation which will permit natural-gas producers to 
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continue their efforts to supply adequate gas at reasonable prices unhampered 
by Federal regulation. 
Yours very truly, 
Huen Waite, Governor. 


RESOLUTION 


Whereas the Supreme Court of the United States has ruled that, under present 
law, the Federal Power Commission has authority to regulate prices in the pro- 
duction and gathering of natural gas; and 

Whereas the fact that natural gas is often produced in conjunction with crude 
oil means that the disruption of the natural-gas industry through regimentation 
is bound to affect the marketing of other petroleum products, including gaso- 
line and heating oil; and 

Whereas such Federal regulation of natural gas represents a backward step 
toward Government control of private industry, with the clear danger that 
the principle involved here could spread to every industry and business, includ- 
ing all branches of the oil business, leading the country down the road to nation- 
alization of all forms of productive enterprise: Now, therefore, be it 

Resolved by the Missouri Petroleum Association in convention assembled this 
8th day of February 1955, That we go on record as calling upon Missouri’s repre- 
sentatives in both Houses of the United States Congress to support corrective 
legislation which will relieve field prices of natural gas unnecessary and dan- 
gerous Federal regulation, and respectfully request that they take a forthright 
stand in defense of American private enterprise by pledging their support of 
such corrective legislation. 


The Cramman. We will now hear our colleague, Congressman 
Berry of South Dakota. 


STATEMENT OF HON. E. Y. BERRY, A REPRESENTATIVE IN CON- 
GRESS FROM THE STATE OF SOUTH DAKOTA 


Mr. Berry. I am E. Y. Berry, Representative from the Second Con- 
gressional District of South Dakota. 

I wish to express my appreciation to the committee for this oppor- 
tunity of appearing to give my views on H. R. 4560 and H. R. 4675 
and companion bills. 

The purpose of this legislation is to remove the authority of the 
Federal Power Commission to regulate independent producers and 
gatherers of natural gas. 

The committee is familiar with the Natural Gas Act (15 U.S.C. A. 
‘17 (b)), which provides for the regulation of those who transport or 
sell natural gas in interstate commerce. 


Section 1 (b) of that act specifically provides that the provisions of 
that chapter : 


shall not apply * * * to the production or gathering of natural gas, 


and for some 16 years after the enactment of this act under orders 
of the Federal Power Commission—F PC—this exclusion was literally 
construed and held to exclude those who produce or gather natural gas. 

However, the Supreme Court of the United States in the so-called 
Phillips case (347 U.S. 672; 98 L. ed. 1035), held last June that the act 
applies to those who produce and gather natural gas in the field. 

lhe result has been that the FPC was ordered to place Federal price 
controls on the sale of natural gas by independent producers. This is 
something the FPC has on many occasions in the past refused to do, 


and which the President’s Fuel Policy Advisory Committee recom- 
mended against. 





664 NATURAL GAS 


The effect of this decision is revolutionary in that it not only places 
the powers of the Federal Government and its FPC over and above 
the powers of the several States and their oil and conservation boards, 
eae has created a state of confusion in the oil and gas industry 
itself. 

Under this Supreme Court decision, the FPC is authorized to fix the 
maximum price at which those who produce and gather gas may sell 
their product. 

The control of the price controls production. This necessarily 
means that if the maximum price fixed by the FPC were too low it 
would necessarily affect exploration. Without the producer and gath- 
erer receiving a satisfactory price there would be no point in produc- 
ing gas, which would mean that there would be no reason for further 
exploration. 

The sale is the focal point of the State’s governmental interest in 
production and gathering, as the agency which controls the selling, in 
actual practice, controls everything that leads up to or is dependent 
upon the sale. 

The present situation makes it impossible to maintain orderly con- 
servation practices, a situation leading inevitably to great waste of a 
precious resource. 

In addition, arbitrary Federal controls will discourage maximum 
exploration and recovery of our potential oil and gas reserves. The 
issue, basically, is our system of government giving the States the 
right of local control as opposed to the ever-increasing control which 
the Federal Government is attempting to assume. 

In order to prevent waste, the conservation boards in some of the 
oil-producing States have found it necessary to fix a minimum price 
at which gas could be sold at the wellhead or gathering point. If 
the price is too low, it might result in a depletion of what could be 
ultimately recovered from a field, as there would be no incentive for 
obtaining a maximum production through conservation measures. 

If the FPC is permitted to fix a minimum price, it might be in 
direct conflict with what the State oil and gas board thought neces- 
sary as a minimum price. Regulation by the FPC will certainly 
definitely and substantially interfere with the exercise by the States 
of their regulatory functions. 

Oil and gas boards were created for the purpose of obtaining the 
greatest ultimate recovery of oil and gas as efficiently as possible, to 
protect the correlative rights of owners and the economy of the sev- 
eral States through the conservation of an irreplaceable natural re- 
source, 

This is accomplished by such boards through such devices as min- 
imum price, unitization, regulations requiring maximum utilization 
of casinghead gas, control of pressures, maintenance, et cetera. 

Not only the courts, but the several regulatory bodies have recog- 
nized that a low field price for gas, such as might be fixed by the 
FPC, can result in both economic and physical waste. The courts 
have upheld minimum price orders enledl by the conservation boards 
of other States. 

When the price of gas is too low, operators cannot afford to spend 
much money looking for it and this prevents them from exploring 
and drilling in areas thought to be productive, which is of vital im- 
portance to South Dakota. 
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Another point that must be taken into consideration by the com- 
mittee and by Congress is that there is no good reason why gas should 
be regulated as a commodity while coal and oil are in no way regu- 


lated. , 
Tf price fixing by the FPC should result in making the price of 


vas lower than the equivalent price of other fuels, such as coal and 
lignite, then gas will inevitably drive these other fuels from the mar- 
ket. This would mean the further closing of coal mines, further 
unemployment in that industry, and hasten the exhaustion of the ir- 
replaceable supplies of natural gas. _ 

Competition in the gas-producing industry must not be curtailed. 
If curtailment should result from unfair manipulation, that situa- 
tion can properly be dealt with through antitrust laws. 

Another fearful thought is that this could be the opening wedge 
for placing controls on other basic fuels and commodities such as 
coal, oil, lignite, et cetera. 

I am convinced that in the long run the greatest good will come to 
the largest number of people through the passage of H. R. 4560 and 
H. R. 4675. 

To substantiate my feeling and that of the people of South Da- 
kota, I am attaching hereto and by reference making a part of this 
statement, at this point, a resolution passed on March 21, 1955, by the 
South Dakota Oil and Gas Conservation Board, which I ask be read 
and considered by this committee. 

I thank you for your consideration. 

(The resolution referred to follows :) 


RESOLUTION ADOPTED BY THE SOUTH DaAKora Orn AND GAS CONSERVATION Boarp, 
MARcH 21, 1955 


Whereas there are thousands of acres of potential oil and gas production land 
in South Dakota; and 

Whereas there are extensive and widespread exploration and drilling activi- 
ties presently taking place in this State; and 

Whereas the State is the owner of thousands of acres of such possible oil- 
and gas-producing lands which are under lease; and 

Whereas, under the conservation laws of this State, South Dakota has re- 
served to itself the right to regulate the oil and gas industry for conservation 
purposes; and 

Whereas under our system of government the right to regulate the oil and 
gas industry, aside from that which is interstate, and believing that such 
regulation is one of the functions of the States as distinguished from a function 
of the Federal Government; and 

Whereas the United States Supreme Court by the Phillips decision has 
reversed the rulings of the Federal Power Commission and required it to 
exercise control over the price at which gas is sold by independent producers 
to purchasers who transport the gas in interstate commerce for resale; and 

Whereas the control over the price of such gas necessarily affects the con- 
trol of the production of oil and will necessarily conflict with, impede, and 
be detrimental to the enforcement by the States of regulations for conservation 
of oil and gas: Now, therefore, be it 

Resolved, That the South Dakota Oil and Gas Board, composed of the Gov- 
ernor, ex officio chairman, attorney general, secretary of State, State treasurer, 
commissioner of school and public lands, and State auditor, does hereby re- 
spectfully petition Congress to amend the Natural Gas Act, so as to make it 
clear that the Federal Power Commission shall not have authority to fix the 
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price of gas paid to the producer and gatherer of natural gas, sold in interstate 


commerce for resale, 
Joe Foss, 


Governor, Ex Officio Chairman. 


Attest: 
GERALDINE OSTROOT, 


Secretary of State and Secretary of State Oil and Gas Board. 
[SEAL] By Kate P. Young, 
Assistant Secretary. 
The Cuarrman. Thank you, Mr. Berry. The gentleman from IIli- 
nois, Mr. Velde, a Member of the House, is recognized. 


STATEMENT OF HON. HAROLD H. VELDE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ILLINOIS 


Mr. Veuve. I was not a Member of Congress when the Natural Gas 
Act of 1938 was enacted into law, but I am confident the intent of 
Congress then with respect to the issue involved is the same today 
as it was then. 

In view of the Supreme Court’s decision in the Phillips Petroleum 
case, the Congress will apparently have to reconfirm the intent as 
expressed in the act that it “shall not apply to the producers and 
gatherers of natural gas.” This is another case in point where the 
Court has, through its own interpretation, simply disregarded con- 
gressional intent, and I should like to add my voice to those in support 
of H. R. 4560 and 4675. 

I am in favor of these bills because I’ve always been one of those 
advocating less Government intervention, control, and regulation. We 
are all aware that the interstate commerce clause of the Constitution 
has been stretched to the nth degree, but there is absolutely no good 
reason for the Federal Power Commission controlling the operations 
of those producing and gathering natural gas just as there is no 
reason for their controlling the mining of coal or pumping of oil. 
All three fuels should be allowed to compete freely for the public’s 
demand. 

I’m sure that I need not remind this committee that drilling of 
exploratory wells is a financially hazardous enterprise and that Fed- 
eral control is no inducement to further exploration. The uncer- 
tainties of Federal regulation also tends to encourage intrastate sell- 
ing in the five major producing States and decrease the volume of 
natural gas available for other States. It is my understanding that 
projects for the extension of new pipeline facilities have already been 
abandoned or curtailed as a result of this new Federal regulation of 
the source of supply. 

The Natural Gas Act of 1938 as amended seems to have operated 
well for the past 16 years. More and more people every day are en- 
joying the use of natural gas and to my mind this progress should not 
be thwarted by a court decision. 

I hope the committee will see fit to report out the legislation and 
ask that a letter from the president of Keystone Steel and Wire Co.. 
a telegram from the Caterpillar Tractor Co., and a resolution adopted 
by the executive committee of the Peoria Association of Commerce be 
made a part of my testimony at this point. 
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(The documents referred to are as follows:) 


Keryston Steet & Wrre Co., 
Peoria, Ill., March 22, 1955. 
Hon. Haronp H, VELpE, 
Member of Congress, House Office Building, 
Washington, D. D. 

l)eAR CONGRESSMAN VELDE: Our attention has been called to H. R. 4560, the 
Harris bill, recently introduced in Congress. We understand the purpose of 
this legislation is to remove from the control of the Federal Power Commission 
the price of natural gas when sold by the producer thereof. 

Our company is one of the largest industrial. consumers of gas in the entire 
State of Illinois. 

We believe that the price of a commodity sold in competition with other com- 
modities should not be controlled by any agency of the United States Government. 
We believe further that any attempt to legislate the price of a commodity sold 
in the open market is basically unsound. 

We understand the committee hearings are scheduled to start on Mareh 22 in 
the House of Representatives. We urge that you make known to the com- 
mittee through the medium of this letter our views with respect to this legisla- 
tion. This company believes that the bill should be reported out favorably by 
the committee. 

Sincerely yours, 
R. E. SoMMEr, 
President and General Manager. 


MARCH 24, 1955. 
Hon, HArotp H. VELDE, 
House Office Building: 

Our company is in favor of the principle expressed in bills H. R. 4560 and 
H. R. 4675 to amend Natural Gas Act to terminate FPC jurisdiction over inde- 
pendent gas producers. We believe your support of these measures would result 
in the greatest good to the public. 

CATERPILLAR TRACTOR Co. 
R. J. MorGan. 
RESOLUTION 


Whereas there has been introduced before the Congress of the United States 
H. R. 4560 commonly known as the Harris bill, the purpose of which is to remove 
from control of the Federal Power Commission the price at which natural gas 
is sold by the producer thereof, and 

Whereas this association favors the removal of governmental regulation over 
the price of commodities sold in the open market and governmental restrictions 
upon the free enterprise system and believes that the adoption of the Harris 
bill would be in the best interests of the economy of this country: “Now, there- 
fore, be it 

Resolved by the Peoria Association of Commerce of Peoria, Ill., That this 
association favors the passage of H. R. 4560 (the Harris bill) and urges upon 
our representatives in Congress that the same be adopted. 

Further resolved, That a request be directed to the Honorable Harold H. Velde, 
Member of Congress from this district, that he cause this resolution to be intro- 
duced before the Interstate and Foreign Commerce Committee of the House 
of Representatives in connection with hearings now being held on said Dill. 

Further resolved, That copies of this resolution be furnished to the Honorable 
Everett M. Dirksen and the Honorable Paul H. Douglas, United States Senators 
from the State of Illinois. 

Approved and adopted this 24th day of March 1955, by action of the executive 
committee of the Peoria Association of Commerce. 

Peorta ASSOCIATION OF COMMERCE, 
By A. D. THEOBALD, President. 


The Caatrman. Thank you, Mr. Velde. May the Chair announce 
at this time that the hearings on the Natural Gas Act will resume at 
10 a. m., on April 14. 

61557—55—pt. 1-48 
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The Chair might announce to the committee members present that 
there will be a briefing by the Federal Communications Commission 
before the full committee on the 13th of April at 10 a. m. 


That is merely a briefing and there is no legislation before the 
committee. That is a able hearing. The Chair might announce 
also that Mr. Randall J. LeBoeuf, Jr., counsel for the Consolidated 
Edison Co. of New York, is expected to be our first witness when 
we reconvene on April 14. 

The committee stands adjourned. 

(Whereupon, the committee adjourned at 12 o’clock, to reconvene at 
10 a. m., April 14, 1955.) 





NATURAL GAS ACT 
(Exemption of Producers) 


THURSDAY, APRIL 14, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 
The committee met at 10 a. m., pursuant to adjournment, in room 
334, New House Office Building, Hon. J. Percy Priest (chairman) 
presiding. 

The CHarrMAN. The committee will come to order. 

We are meeting again this morning to resume hearings on H. R. 
4560 and other related bills to amend the Natural Gas Act. 

Before calling the first witness, the Chair has received a letter from 
Governor Herter, of Massachusetts, to be submitted for the record; a 
letter from Gov. Charles Russell, of the State of Nevada, to be sub- 
mitted for the record; a telegram from Governor Harriman, of New 
York, to be submitted for the record. Without objection, all of these 
statements will be entered in the record. 

(The matter above referred to is as follows:) 


THE COMMONWEALTH OF MASSACHUSETTS, 
EXECUTIVE DEPARTMENT, 
Boston, March 29, 1955. 
Hon. J. Percy PRIEST, 
Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D. C. 

DEAR Percy: I noticed in the newspapers that you. plan to begin hearings this 
week on the desirability of amending the Natural Gas Act of 1938. This is a 
subject that has received considerable discussion in Massachusetts this winter by 
our newspapers and by some of our leading civic organizations. I thought you 
night be interested to know that public sentiment in our part of the country is 
almost solidly of the opinion that some amendment should be made to the Natural 
Gas Act as it now stands, in order to undo the uncertainty and confusion that have 
prevailed since the Supreme Court’s decision in the Phillips case last June. 

Massashusetts has been particularly alive to this issue because natural gas is 
new tous. We have had natural gas service only since 1951, when the first of the 
long-distance transmission lines reached Springfield. Since that time more than 
half a million Massachusetts households have become dependent upon natural 
gas. In thermal content, this new supply of gas is cheaper here at retail than 
either the manufactured gas or the bottled gas which our people had been using 
up until this time. Since 1952, there has, as a result, been a marked decline in 
the consumption of both manufactured and bottled gas. With our increasing 
dependence upon natural gas, I am anxious that no manmade scarcities be 
allowed to develop and stand in the way of our continuing to receive natural gas 
in the quantities we need and at prices we can afford to pay. 

_I am familiar with Representative Hinshaw’s proposed amendments to the 
Natural Gas Act, as contained in H. R. 4675, and I am also acquainted with the 
Harris bill, H. R. 4650. I feel that this proposed legislation will do justice to 
the producers of natural gas, and at the same time provide safeguards against our 
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public utility companies being charged unduly high prices for the gas they buy 
for resale here in Massachusetts. 

You will be interested to know that our Boston newspapers—the Herald, the 
Traveler, the Post, the Record, and the American—have all taken editorial posi- 
tions uring Congress to take steps to correct present injustices by amending the 
Natural Gas Act. 

For the sake of safeguarding the interests. of the consuming public of this 
State, I hope the Congress will see fit in this session to enact the corrective 
legislation that is necessary. 

Sincerely yours, 
CHRISTIAN A. HERTER. 


STATE OF NEVADA, 
EXECUTIVE CHAMBER, 
Carson City, April 6, 1955. 
Hon. J. Percy Priest, 
Chairman, Interstate and Foreign. Commerce Committee, 
House of Representatives, Washington 25, D. C. 

DEAR REPRESENTATIVE Priest: I have been concerned in regard to the June 
1954 ruling of the Supreme Court of the United States in the Phillips case, 
directing the Federal Power Commission to take jurisdiction over independent 
producers of natural gas and to regulate the price of such gas sold in interstate 
commerce. 

It is my belief that peacetime price fixing is contrary to the public interest. 
I further believe that such price fixing tends to establish a pattern of socialism 
applying to all commodities as well as timber, coal, and other natural resources. 

History has shown that price control of competitive commodities diminishes 
the supply, and in turn the consuming public suffers. 

Nevada does not have any natural-gas production, but it does import natural 
vas to the southern section of the State, in the Las Vegas area. 

I definitely feel that Federal price controls are contrary to the American 
way of life, and for that reason I sincerely hope that your committee and the 
Congress will give favorable consideration to the Harris bill, H. R. 4560, and 
the Hinshaw bill, H. R. 4675, or any similar legislation which would exempt the 
independent producer of natural gas from Federal control. 

With every best personal wish. 

Sincerely yours, 
CHARLES H. Russet, Governor. 


ALBANY, N. Y ., April 13, 1955. 


House COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
House Office Building, Washington, D. C. 
(Attention : Representative J. Perey Priest) : 

On behalf of the people of New York State as consumers of natural gas, I 
oppose legislation which would exempt producers and gatherers of natural gas 
from the rate-determining jurisdiction of the Federal Power Commission. The 
Federal Government and the States are now regulating transmission and distribu- 
tion rates, but this regulation cannot be effective if primary prices are permitted 
to rise continuously. This they have been doing for the past several years, 
mainly through various automatie esealator clauses in producers contracts. 

Prices charged to New York consumers are now based on producer prices which 
are 31% times as high as in 1948—costing consumers in this State more than $4 
million additional annually. 

Gas consumers in New York State, as in other States, are entitled to protection 
against the arbitrary setting of prices by powerful oil and natural gas companies 
which have attained a monopolistic position in a seller’s market. This protec: 
tion is beyond the reach of State power and can only be provided by the Federal 
Government. For the Federal Government to surrender that responsibility and 
sanction a continuance of the present runaway price situation would be to work 
a severe injustice on gas consumers who have spent enormous sums already 00 
conversion—encouraged by representations that gas was not only efficient but 
cheap. 

Householders who have become dependent upon gas cannot hope to match the 
organized and heavily financed campaign being conducted by the producers. 
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These householders must rely on their elected representatives and public regula- 
tory bodies to protect them against exploitation through unjustified price in- 


creases. 
The Public Service Commission of New York State will present the case for 


New York consumers in further detail. 
AVERELL HARRIMAN. 
The Cuarrman. The first witness this morning is our colleague, Hon. 
Henry S. Reuss, of Wisconsin. 


STATEMENT OF HON. HENRY S. REUSS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Reuss. I am opposed to amendments to the Natural Gas Act of 
1938 which would remove the power of the Federal Power Commission, 
confirmed by the United States Supreme Court in the Phillips Petro- 
leum Co. v. the State of Wisconsin, three hundred and forty-seventh 
United States Reports, page 672 ,1954), to regulate the price of natural 
vas at the wellhead. 

- There are few industries in which the consumer is more at the mercy 
of the producer than the natural gas industry. It is true that there are 
approximately 4,000 producers of natural gas. However, one-sixth of 
all the natural gas reserves is held by two companies, Phillips and 
Humble. Moreover, 33 companies hold 62.5 percent of all the Nation’s 
oil and gas acreage. This concentration of natural gas production 
among the giants has caused sharp increases in the price of natural gas 
in recent years. Between 1950 and 1953, the average wholesale price 
of natural gas paid by the pipelines increased from 6.72 cents per 
million cubic feet to 10 cents per million cubic feet, or almost 50 per- 
cent. These added wholesale costs are partly reflected in the fact that 


natural gas consumers paid $374 million more for the same amount of 
natural gas in 1953 over 1950. 

These price increases have been felt with particular force in Wis- 
consin. Ninety-five coe of the natural gas consumed in Wisconsin 


is produced by Phillips, and is transported from Phillips’ delivery 
point in Texas to Wisconsin by the Michigan-Wisconsin Pipeline Co. 
When Phillips first contracted with Michigan-Wisconsin Pipeline Co. 
in December 1945, the delivery price was to be 5 cents per thousand 
cubic feet. By 1950, this rate had been increased by more than 70 
percent to 8.5 cents per thousand cubic feet. Escalator clauses in the 
contract between Phillips and Michigan-Wisconsin Pipeline Co. per- 
mit further price increases, without the necessity of Phillips’ showing 
any reasonable basis for such an increase. 

Protection for the natural gas consumer is of vital importance to 
every Milwaukee housewife who lights a gas stove or turns up the 
thermostat of a gas furnace on a cold day. Use of natural gas to heat 
Milwaukee homes has increased more than sixfold since natural gas 
first became available for home heating in 1949. From 1949 to 1952, 
the number of Milwaukee homes using natural gas increased from 
9,984 to 55,829, 

It is argued that the power of the Federal Power Commission to 
regulate natural gas rates at the wellhead should be junked because 
“competition will see that prices are fair.” This argument ignores the 
facts of natural gas production and distribution. If Wisconsin con- 
sumers could drive up to various Texas producers with a tin-ean and 
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shop around for natural gas at the cheapest price from many pro- 
ducers, there would be no need for Federal regulation. But this is 
not the way natural gas is purchased by the Milwaukee housewife. 
She can get it only from the Milwaukee as Light Co., which can get 
it only from the Michigan-Wisconsin Pipeline Co., which in turn is 
committed by firm contract to Phillips as its sole supplier. The pipe- 
line company is bound to Phillips because its enormously expensive 
capital investment in pipeline goes to Phillips’ delivery point and not 
to anyone else’s. The pipeline company cannot move its pipeline, 
costing millions of dollars, as it could move a wheelbarrow. As far as 
Wisconsin consumers are concerned, therefore, there is no competition 
among natural gas suppliers—Phillips is a perfect monopoly. 

Where competition among natural gas producers exists, the Federal 
Power Commission should not exercise its jurisdiction, but should 
instead let competition determine the price. Where, however, the 
supplier is a monopoly, as in the case of Phillips, the FPC is the 
Wisconsin consumers’ only protection against monopolistic gouging. 
Phillips should be regulated in the public interest, like any other 
monopoly. 

The Cuarrman. We thank you for your testimony, Mr. Reuss. 

Our next witness is Mr. Randall J. LeBoeuf, Jr., counsel for Con- 
solidated Edison Co. of New York, Inc. 

Mr. LeBoeuf, we are very happy to have you before the committee 
and you may proceed with your testimony at this time. 


STATEMENT OF RANDALL J. LeBOEUF, JR., ON BEHALF OF CON- 
SOLIDATED EDISON CO. OF NEW YORK, INC., NEW YORK, N. Y. 


Mr. LeBorur. Thank you, Mr. Chairman and gentlemen of the 
committee. 

My name is Randall J. LeBoeuf, Jr. I am a senior partner of the 
law firm of LeBoeuf, Lamb & Leiby with offices in New York and 
Washington. I appear on behalf of Consolidated Edison Co. of New 
York, Inc. In nearly 35 years of practice, I have at all times engaged 
in public utility law and related fields on behalf of various private 
and public clients located in various parts of the United States. 

While this statement was prepared to present the views and pro- 
posals of Consolidated Edison Co., I believe it represents the con- 
sidered judgment of many of the gas distributing companies in north- 
eastern United States. While they may each present their individual 
situations more specifically, I have been authorized to state that the 
basic position set forth herein is generally approved by the following 
companies: 

Bridgeport Gas Light Co., Brooklyn Union Gas Co., Central Hud- 
son Gas & Electric Corp., Commonwealth Natural Gas Corp., Dela- 
ware Power & Light Co., Hartford Gas Co., Lynchburg Gas Co., 
Long Island Lighting Co., Niagara Mohawk Power Corp., Rochester 
Gas & Electric Corp., Rockland Light & Power Co., United Gas Im- 
provement Co., Washington Gas Light Co. 

Since we brought this statement up to date yesterday, I have also 
been authorized to make the same statement on behalf of the New 
Haven Gas Co., and the Connecticut Gas Co. 

The Cuatrman, Before you proceed, may I express, on behalf of 
the committee, our appreciation for the fact that a number of you 
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who are interested in the same basic principles have to some degree 
consolidated your testimony on this subject. It is a great help to the 
committee. 

We never want to preclude any witness from stating his position, 
but where there is a group who may have the same basic ideas which 
can be generally included, with a supplemental statement later per- 
haps, in one statement, it is a help to all of us and we need whatever 
time we may conserve. 

Thank you, Mr. LeBoeuf. 

Mr. LeBorvr. I might also in response state that that has resulted 
in my statement being a little longer than it would otherwise have 
been, and I present my apologies accordingly. 

The CuarrMan. May | at this point ask a question. I have checked 
one of the companies that you mentioned. Is it the understanding 
that you speak for this entire group, Mr. LeBoeuf, and that they 
will not make statements orally, but submit statements for the record; 
or is there any agreement on that ? 

Mr. LeBorur. There is not any agreement in regard to that, Mr. 
Chairman. 

I think 3, and possibly 4 of them, may submit supplementary state- 
ments, but not the balance. 

The CuHatrMan. Thank you, sir. 

Mr. LeBorur. In appendix 1, are shown the number of consumers, 
the population and area served, the annual sales volume and the 
investment in gas facilities of these companies. These latter figures 
do not include the large sums which ultimate consumers have invested 
in equipment to use natural pas in their homes, stores, restaurants, 
and factories in expectation of the continuance of the reasonable rates 
which were available for gas a few years ago. That expectation has 
been shaken by producer price increases, realized and threatened. In 
our view, the force which is primarily responsible for placing the 
natural-gas industry in its present chaotic condition is the opera- 
tion of favored-nation and other escalation clauses in producer 
contracts. 

It has been testified that there are approximately 21 million con- 
sumers in the United States using natural gas or mixed natural gas. 
As will be seen in appendix I, the views set forth in this statement 
are generally concurred in by distributing companies representing 
nearly 4144 million consumers and serving an estimated population 
of over 17 million people in the Northeastern United States. Many 
other companies, some of which are making separate presentations, 
also support the fundamental principles and recommendations set 
forth herein. 

_ I think, Mr. Chairman, with your permission, it might be better, 
in the record, at this time, if we turned to appendix I and I inserted 
the figures for the two companies which joined our team yesterday. 

Appendix I follows page 27 of my statement and I would insert 
after Consolidated Natural Gas Corp., the name of Connecticut Gas 
Co.; the number of consumers or meters 87,000; the population served, 
443,000; the 1953 annual sales, thousand cubic feet, 2,933,000; the 
gas-plant investment $23 million. 

And then after the Long Island Lighting Co., I would insert New 
Haven Gas Co. ; 67,000 customers ; 450,000 population served ; 3.371,000 
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annual sales, thousand cubic feet, 1953 and $14,846,000 of gas-plant 
investment. 

That would correct the grand total figure at the bottom of the 
page in the group who are adhering to these basic principles to 
4,451,000 eustomers; population, 17,195,000; annual sales in thousand 
cubic feet for 1953, 187,878,000; and gas-plant investment of 
$902,173,000. 

THE PROBLEM 


The problem confronting your committee, the entire natural-gas 
industry and the Federal Power Commission stems from the interpre- 
tation by the Supreme Court of the Natural Gas Act in the Phillips 
decision that the entire natural-gas industry from the sales at the well 
to the sale to the local distributing company is subject to Federal 
regulation. 

The question, with which we are all faced, is whether it is necessary 
in the public interest to enforce and continue that power to regulate 
which, as a matter of law, has existed since the passage of the Natural 
Gas Act in 1938 or whether the scope and burdens of regulation may 
be reduced by substituting true competition. 

Much argument has been presented to you that the Supreme Court 
was wrong in the Phillips decision. It seems fruitless to reply to this 
as the Supreme Court heard the identical arguments and decided 
otherwise. Its decision is the law of the land. 

After the decision of the United States Supreme Court on Monday 
of this week in the Natural Gas Pipeline case, it seems clear that the 
States are powers to fill in a gap in the regulatory processes and that 
the protection of the consumers depends on either leaving the Natural 
Gas Act as now defined or substituting, by congressional action, some 
other effective method of regulation. 

The problem is what is right and proper to do today in the face of 
that decision. 

Also before you is the need for devising a method of Federal regu- 
lation, to the extent regulation is necessary, that is in the public in- 
terest and is workable. It is not a criticism of the sincere and compe- 
tent men who comprise the Federal Power Commission to say, with 
the volume of work which has been imposed upon them and with their 
lack of adequate personnel and funds, that the regulatory process 
prescribed in the Natural Gas Act is not functioning properly. 

Chaotic conditions exist in the regulatory process within the Fed- 
eral Power Commission and within the industry. For example, there 
appears to be a misconception that since the decision in the Phillips 
case producer rates have been frozen by the Federal Power Commis- 
sion. This is not true. Actually since last July when the Commis- 
sion required the filing of producer rate schedules some 2,000 applica- 
tions for rate increases have been filed. The total increase requested 
was almost $29 million annually, which over the life of the existing 
contracts will aggregate 10 to 20 times that amount. The Commis- 
sion immediately allowed all but 78 of these increases to go into effect 
without any notice whatsoever to any company affected or to any con- 
sumer interest, without any hearing. Those that were allowed to go 
into effect will increase the annual bills to distributing companies by 
substantially more than. $18 million. As of March 1 of this year, 61 
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of the proposed increases, totaling more than $10 million per year, 
were suspended and are still pending before the Commission for ad- 
judication. These facts demonstrate that there has been no freeze of 
producers rates and indicate that the regulatory process has failed 
to function properly. 

As a result of this chaetie condition it is impossible for any of the 
distributing companies to form any adequate idea of what their costs 
of natural gas will be in the immediate future. Therefore it is diffi- 
cult, if not impossible, for those companies to plan their own rates and 
services to the consumers and their construction program. The com- 
mittee can well understand that under these circumstances the distrib- 
uting companies have a very keen interest in helping this committee 
reach a solution of the problem. 

These companies are substantially unanimous in their conviction 
that the prime cause of the present difficulties within the natural-gas 
industry is the operation of favored-nation, spiral, and other types of 
escalation clauses. No orderly planning and handling of the distribu- 
tion of natural gas to ultimate consumers is possible unless these 
clauses are eradicated. No regulatory process ean function if these 
clauses change rates without the exercise of any judgment on the part 
of the regulatory body. It must be remembered that the operation of 
most of these clauses has no relationship to any change of producers 
expenses or value of the gas to the ultimate consumer, nor to any 
known regulatory standard. Merely because of some artificial, ex- 
traneous circumstances, rates spiral up but never down. 

In these hearings you have heard a lot about the merits of the free 
play of competition. We distributors believe in that principle, but 
we have learned from sad experience that the process cannot work 
and does not work when the forces of competition are hampered or 
destroyed by favored-nation and other escalation clauses. 


BASIC OBJECTIVES 


From the statements which have been made we understand that the 
announced objectives of the Harris bill are: 

_1. To free producers from Federal regulation to the extent con- 
sistent.with the public interest ; 

2. To the same time to give necessary protection to the ultimate 
consumers; and 

3. Reduce regulatory problems to manageable proportions for the 
Federal Power Commission and for all of the companies affected. 

We support these objectives. We have no wish to impose any 
greater burden of regulation upon producers than is necessary to 
protect the public interest. But at the same time we do seek that 
consumer protection which is necessary. We believe that it is possible 
to devise a program which will combine free competition in certain 
areas and regulation of the balance of the industry in such a manner 
that these objectives can be attained. The proposals which we are 
submitting for the consideration of this committee rest on the middle 
ground, avoiding both the extreme freedom from all control which 
certain of the producers are seeking and the opposite extreme of 
complete regulation from well to household advocated by certain 
public groups. / 
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OBJECTIONS TO THE HARRIS BILL 


The Harris bill in its present form, we believe, does not accomplish 
the objectives which have been announced in its behalf. It may be 
briefly summarized as follows: 

1. It completely exempts producers, gatherers, and even certain 
intermediate types of pipelines from all regulation. 

2. It provids a limited regulation of pipeline companies but imposes 
burdens upon them that we believe are unduly severe and might affect 
their financial stability. Such an effect would not be to the interest 
of producer, distributing company or of the national economy. It is 
also apparent that such regulation as is specified will apply only to 
future contracts. Any form of protection to the consumers which is 
not applicable to existing contracts relates to something so far in the 
future as to be totally illusory and futile. Most of the existing con- 
tracts have been entered into recently, so that under the Harris bill, 
what minor indirect protection is afforded to consumers would not be 
effective for possibly 12 to 15 years. 

3. Not only does the Harris bill fail to exclude favored nation and 
other escalation clauses, so destructive to the public interest, but in 
effect, through the pricing arrangement specified, it builds third party 
favored-nation clauses into the statute. If Mr. Searls’ amendments 
are adopted, while they will give some relief to the pipelines, all 
burdens would be placed on the distributing companies and their 
consumers and, even more than under the present form of the Harris 
bill, escalation clauses would be built into the statute. 

4. There is no direct protection for the distributing companies or 
the natural gas consumers of this country whatsoever in the Harris bill. 
The only indirect protection is of a minor and indirect nature and 
would not operate for years to come. 

We are cognizant of the care and thought which Congressman 
Harris put on the draft of his bill and are sure that he is trying to 
accomplish the announced objectives, but it is our considered judgment 
that if the Harris bill were passed, the consumers would be in a worse 
position than they are today even with all the uncertainties and diff- 
culties which exist. After all, the Federal Power Commission for 
certain purposes has already by rule eliminated spiral and third party 
favored-nation clauses and the wording of its ik in our judgment is 
adequate to sustain the elimination of other improper clauses. It is 
our belief that if under the existing law the Commission did not act 
that the courts should outlaw such provisions. If the Harris bill, 
however, should become law and its constitutionality be sustained, as 
to which we have grave doubt, the consumers of this Nation would be 
in a worse position than they are today. 


BACKGROUND 


Before presenting our specific proposals we wish to give to the 
committee a statement of background of this industry from the view- 
point of the distributing companies. 

1. The operation of true competition presupposes negotiations 
directly between free buyers and free sellers. in the natural gas 
industry such free competition does not exist because of the interpo- 
sition of pipeline companies between the true buyers and sellers. The 
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people who have to pay never sit at the bargaining table nor are 
they consulted by the negotiating producers and pipelines. _ 

Heretofore the pipelines have occupied a sheltered position. The 
Federal Power Commission has allowed them to pass on to the dis- 
tributing companies the prices and terms which the pentane agreed 
to with the producers. Under such circumstances there is little in- 
centive for the pipeline to aaeer the best bargain it can make. 
Furthermore, in recent years when the movement of gas to the North- 
east commenced, the demand for natural gas at then existing prices 
was so acute that the pipeline took substantially anything that the 
producer demanded so long as it could get the requisite gas. It was 
during that period that escalation clauses became widespread. 

The question has been asked in these hearings, What justification is 
there for regulating the price at which the producer sells natural gas 
to a pipeline and not regulating the oe of oil, coal, or wheat? 
The fallacy of this argument can be realized when the function of the 
pipeline is considered. A utility company distributing purchasing 
coal or oil can and does buy directly from producers. It can an 
does negotiate with many different producers all of which are in a 
position to supply the product. Consequently, competition can func- 
tion and the ultimate price is the result of free bargaining. That is 
not true of the prices paid by distributing companies for natural gas. 

A more correct and fair analogy would be to assume the situation 
of a utility company located in a city having 1 or 2 lines of railroad 
and desiring to purchase substantial amounts of coal for use in its 
plants. If such local utility was required to buy its coal from the 
railroad rather than from the mine owner, it would mean that the 
railroad would pass on whatever price it arrived at with the mine 
owner, plus a charge for transportation. Under such circumstances, 
one could hardly believe that the purchasing utility would be pro- 
tected by the forces of competition. Yet, that is exactly the position 
in which the natural-gas distributing companies find themselves. 
They have to deal with 1, or possibly 2, pipelines. They have no say 
in the negotiations as to price of the product yet they have been obli- 
gated to pay whatever price the pipeline agrees to, plus a return to 
the pipeline for its transportation. 

2. The pipelines—and I am speaking of the physical structure of the 
natural-gas companies—are relatively immobile. When their owners 
desire to purchase more gas, it is extremely difficult for them to negoti- 
ate effectively. They are faced with either paying whatever price 
the producers in a connected field may exact or going to the greater 
expense of constructing new extensions to some other field. 

3. A significant form of competition which might function as a 
substitute for regulation is competition at the consumer end, where 
each consumer has the freedom to weigh the comparative price of 
natural gas with other competitive fuels and choose between them. 
This factor heretofore has been so remote from the producers that it 
has not been an effective force. Both the pipelines and the distrib- 
uting company have been tied up with long-term contracts. If the 
ultimate consumer rebels because his price is more than he can afford 
to pay and consumption declines, the producer is still protected. 
Years may elapse before these contracts will expire, when the pro- 
ducer first will begin to feel the effect of true competition resulting 
from the overpricing of his product. 
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4. There has been much talk that under the long-term contracts: be- 
tween producers and pipelines, the producers are entitled to favored 
nation and other escalation clauses as a protection against economic 
change. The answer to this argument lies in the fact that either the 
producer should negotiate his prices and stick to them for the term of 
the contract or, if he is adversely affected by changed economic condi- 
tions, then he should be willing to submit his case toa regulatory body 
to determine what if any increase of rates is justified. 

The problem, however, is not this simple. If these long-term con- 
tracts are binding on all parties, then the risks assumed by the dis- 
tributing companies are far greater than those imagined or asserted by 
the producers. If the distrrbuting company is bound by the contract 
and is eompelled to take the preseribed quantity of gas for its full dura- 
tion, it has not been afforded the corresponding protection of paying 
for it at the price which it originally agreed. 

Take, for example, the case of Consolidated Edison. In its initial 
negotiation with ivsmepontinentel Gas Pipe Line, its sole supplier to 
the present time, it agreed on a price of 25 cents per thousand cubic 
feet. By the time pipeline approvals had been processed through the 
Federal Power Commission the rate had increased to: 28 eents. Since 
t951, when serviee eommenced, Edison’s charges have been increased 
to 32’ cents per thousand cubic feet, or a total increase im its gas bill 
for the year 1954 of over $2 million. Additional rate increases which 
Transco has filed will result in a further annual increase in gas costs 
of over $1,700,000—or approximately 36 cents per thousand eubie 
feet—and it has announeed that others are imminent, almost wholly 
attributable to the direct or indirect effect of escalator clauses in Trans- 
co’s eontraets with its producers. ‘hus, 28 cents per thousand cubic 
feet may be an economic price; 36 cents per thousand cubic feet may, 
however, approach the breaking point where the competition from 
substitute fuels is effective. 

I might say here with reference to some of the New England com- 
penies which have joined im these fundamental principles we are pre- 
senting that some paid 56.3 cents for natural gas in 1954 at a 63- 
percent load factor. The original offer for that gas in 1950, same load 
factor, was 48.8 cents. 

The Connecticut companies have now reached a breaking point with 
competitive fuels. They are now paying from 53 to 58 cents per thou- 
sand eubic feet of 1,000 B. t. u. gas. 

Connecticut Gas Co. is paying 53 cents against the original quo- 
tation of 44 cents. 

Returning to my prepared statement, it should be stated that under 
the very strict regulations of the New York Public Service Commis- 
sion, Consolidated Edison in its gas business is receiving 314 percent 
return on the net cost of its property. Obviously there is no “fat” in 
the company revenues to absorb further increases. Since any contract 
price agreed to between distributing and pipeline companies is sub- 
ject to change by regulation, there is no assurance that the distributor 
may not pay a higher price than the contract rate for which he has 
contracted. The producer, however, wishes to place himself in the 
position where he has a firm contract for the sale of his gas and never- 
theless can increase costs without any relation to any known standard 
of ratemaking. 
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5. We recognize that the production of natural gas, in certain re- 
spects, has features different from the normal utility operation. 
Therefore, we support the desirability of affording the producer just 
and adequate compensation. While we feel that some of the evidence 
presented to this committee on this phase has been exaggerated, we 
nevertheless recognize the need for incentive compensation to the 
producer. It does not follow, however, that this justifies complete 
freedom from regulation or, under the operation of escalator clauses, 
freedom from effective competition. Rather, it means that the method 
which is employed in determining producer rates should be one that 
takes into account the provision of adequate compensation for the 
gas produced and an incentive to the search for additional supplies. 

6. There has been a persistent attempt before this committee to 
show that the cost of gas at the production end is a small part of the 
total cost to the consumer when the elements of transmission, distri- 
bution, and general operation have been added. From this, the argu- 
ment has repeatedly been made that even the large increases which 
have been made to the distributing companies in recent years are 
insignificant when divided among the individual small consumers. 
These statements are so incomplete as to be utterly misleading. They 
fail to recognize the magnitude of the increases which the distribut- 
ing companies have suffered and are threatened with. 

A few facts should put this argument in its proper perspective. 
For example, the quantity of gas taken by the New York City and 
Long Island companies from Transcontinental alone is such that if 
a l-cent increase from the producers is passed on to those distributors 
alone by Transco, it will increase the consumers’ costs approximately 
$1 million per year for every year thereafter. 

Look at it from the other end. As pointed out by Mr. Robinson 
the proven reserves were over 200 trillion cubic feet at the end of 
1954. An increase of only 1 cent in the field price of gas would mean 
a writeup of over $2 billion in the value of the admitted reserves. If 
you apply the greater increases that the producers have recently ob- 
tained and are now seeking, the enhancement of the value of their 
reserves reaches astronomical figures that resemble the national debt. 

According to the tabulation supplied by the Chairman of the Fed- 
eral Power Commission in answer to Congressman Heselton’s re- 
quest 19 large oil companies control nearly half these proven re- 
serves—91 trillion cubic feet. This control by 19 oil companies ef- 
fectively refutes the contention which has been advanced by some 
that they were seeking primarily to protect a vast number of small 
producers. Be that as it may, if the value of their 91 trillion cubic 
feet. is increased merely 1 cent that would represent an increase of 
$910 million in the value of their gas reserves, plus an unknown in- 
crement for the reserves known to exist but not yet measured. 

These are the real figures which dominate the oil companies’ presen- 
tation, both here and in their propaganda across the country. With 
eyes on such high stakes, it seems singularly inappropriate and un- 
fair for them to say that the division of such large sums among many 
little consumers is a trifling matter. 

7. Lastly, but most importantly, in this background material, we 
come back to the root of the evil, that is, the favored nation and other 
types of escalation clauses in producer contracts. 
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There is attached to this statement, as appendix LI, a series of seven 
typical clauses so that the committee may see their provisions. They 
differ widely in wording. The net result isthe same. Their operation 
is a one-way street on which a producer can receive more and more 
revenue, but never less, and the ultimate users, the householder, store- 
“td farmer, and industrialist must pay more and more but never 

ess. 

All of these clauses have a central philosophy which is that the hap- 
pening of some extraneous circumstance or event will cause the price 
to increase and the price originally negotiated to be rendered invalid. 
These price increases have no relationship to any additional expenses 
which the producer may have incurred and which would warrant ad- 
ditional compensation. Neither do they have any relationship to 
general economic conditions. Basically they operate on the premise 
that if someone else at a later time can get a higher price for his gas 
in the same or some other field, all producers falling under the partic- 
ular clauses are entitled to a like increase without any justification 
relating to their own operations. 

For example, under the third-party favored-nation clause, if a num- 
ber of large producers in a field were receiving an eminently satisfac- 
tory price and one pipeline should buy gas at a higher rate from a 
single-well owner, then all other producers in that field would receive 
like increases. 

Under the spiral type of clause, which is particularly repugnant to 
any sense of fairness, if a pipeline is allowed a rate increase, it must 

ass a portion of the increase back to the producer in the form of 
highen producer charges. When that has occurred, the pipeline com- 
pany is in a position to go back to the Federal Power Commission for 
an additional increase, based on its higher cost of gas. From then on, 
the spiral process continues to infinity. Unless regulation or legisla- 
tion puts an end to this evil, the process proceeds until the breaking 
point is reached and gas goes out of the domestic market or some com- 
panies go into bankruptcy. 

The Chairman of the Federal Power Commission has supplied data 
showing the thousands of rate increases which have been filed recently 
and the millions of dollars of added burdens which will be passed on 
to the distributing companies. It is interesting to note that these data 
indicate the high percentage of the increase sought by the pipelines 
which result from increase in their filed purchase costs. There is no 
doubt that the operation of escalator clauses has been the dominant 
force in this spiraling process. 

Furthermore, the disruptive effect of the escalator clauses on pipe- 
line and distributing companies and on orderly regulation is incalcu- 
lable. No distributing company can know its costs of purchased gas 
even in the near future. Its ability to plan the fulfillment of its obli- 
gation to serve the pubis is seriously affected. 

Indications are that unless this trend of disorderly and unpredict- 
able rate increases is halted there is a serious danger that natural gas 
may be priced out of the market in northeastern United States, 


OUR POSITION 


_We believe that a solution of the problem lies in establishing a com- 
bination of Federal regulation and free competition. The key to 
free competition is in outlawing the more injurious forms of escala- 
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tion clauses that are clearly contrary to the public interest. The bur- 
dens of regulation can then be substantially lifted from the produc- 
ers, retaining only such compliance as is needed to protect the con- 
sumers. In turn, this would slash the overload of the Federal Power 
(‘ommission so that it could function effectively. 

Representatives of a number of distributing companies have been 
studying this problem for a long time. As a result, we have evolved 
a statement of five principles which we sincerely believe meets the 
objectives of the Harris bill. It gives substantial freedom of enter- 
prise to the producers and affords protection for the ultimate con- 
sumers. For purposes of simplicity these principles are stated in 
general terms. It is recognized that should they find favor with the 
committee, it will be necessary to amend the Harris bill substantially to 
carry them out and express them in statutory language. 

The five principles are as follows: 

1. Independent producers, gatherers, and processors of natural 
gas delivering gas to the facilities of a natural gas pipeline company 
for transmission and resale in interstate commerce shall be exempt 
from all regulation under the Natural Gas Act by the Federal Power 
Commission except as specifically provided herein. 

By “herein,” I mean the five principles that I am outlining. 

2. All contracts for the sale of gas by producers, gatherers, and proc- 
essors of natural gas which is ultimately delivered to a natural gas 
pipeline company shall be filed with the Federal Power Commission 
by the natural gas company first transporting such gas in interstate 
commerce which in the case of new contracts, shall be at least 60 
days before the proposed effective date thereof and the Federal Power 
Commission shall give appropriate notice thereof to all transporters 
and distributors of such gas. No service or facility for any service pur- 
suant to any such contract shall be abandoned except with the approval 
of the Federal Power Commission. 

3. Two party favored-nation clauses and two party price redeter- 
mination and renegotiation clauses covering a gas producing area 
wider than a single field, third party favored-nation clauses, spiral 
type of escalation clauses, and price redetermination and renegotiation 
clauses based on prices paid or offered by third. parties, contained in 
existing or future contracts are prohibited as being contrary to the 
public interest, and the Federal Power Commission shall not receive or 
consider any such clause or the effect thereof for any regulatory pur- 
pose. 

4. Producer contracts with nonaffiliates entered into as the result 
of arms’ length bargaining which contain no escalation clauses other 
than (a) for taxes actually imposed or (0) escalations of predeter- 
mined amounts at fixed time periods shall be accepted for regulatory 
purposes, provided, however, that the Federal Power Commission, 
any State commission or any pipeline or distribution company re- 
ceiving gas under such contract or whose costs are affected thereby 
may, by appropriate proceeding, challenge that such contracts, under 
section 4 or 5 of the act are between nonaffiliated parties or were 
arrived at by arms’ length bargaining, in which event the party so 
challenging shall have the burden of proof in support of its charges. 
Nothing herein contained shall relieve a sattuatns pipeline which 


ls a party to such producer contracts of the obligation imposed on it 
by the act to prove the justness and reasonableness of its rates to 
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successive pipeline or distribution companies resulting from the op- 
eration of such gas purchase contracts. 

5. Producer contracts containing escalation, price adjustment, or 
price renegotiation clauses other than those permitted by paragraph 
4 above, shall be subject to regulation by the Federal Power Com- 
mission under section 4 or 5 of the act; and the burden of proof to 
establish the justness and reasonableness of rates provided in such 
contracts or by the operation thereof shall be upon the producer. 


DISCUSSION OF PRINCIPLES 


The first comment is that these principles, if adopted, would apply 
to all contracts now in existence and to be made in the future. As 
shown earlier, we believe that the provisions of the Harris bill fail 
to give any real protection to the consumers. Such little protection 
as is afforded would not be felt for 12 to 15 years to come. 

The argument has been made here that existing contracts are not 
the subject of regulation or legislation. In fact, one extreme view- 
point claimed that a clause in a contract which might be contrary to 
the public interest is subject to constitutional protection. We believe 
that such argument is wholly without merit and our belief is sup- 
ported by numerous decisions of the courts, including the United 
States Supreme Court. 

The constitutional principle which is involved is that if Congress 
properly finds that a business is affected with a public interest, it may 
regulate that business. Such regulation may extend to the altera- 
ation of existing contracts even though made before the act took 
effect. In this instance there can be no question of the power of 
Congress to legislate with respect to these contracts because the 
Supreme Court has already determined in the Phillips and other 
cases that the Natural Gas Act validly establishes regulation from the 
producer to the sales to the distributing companies. 

There has been considerable loose talk to the effect that the pro- 
ducers are not. public utilities. In the conventional sense of the word, 
that may be true, although they have been determined to be natural- 
gas companies. Nevertheless, the test is whether or not their activi- 
ties are affected with the public interest. If so, their contracts are 
subject to regulation. That means that the clauses which are found 
to be contrary to the public interest may be deleted from contracts 
by the action of a regulatory rw or by legislative action. 

In appendix ITI, which is attached hereto, and which I hope will 
be incorporated with my statement into the record with the other 
appendixes, we have quoted from certain cases in the natural-gas field 
where this principle has been sustained and certain citations in other 
fields, such as irrigation, milk supply, and so forth, where the princi- 
ple has likewise been applied and where the contracts were clearly 
not between public utilities. Bt 3 ; ry 

A classic example of the application of this doctrine lies in the 
fact that the distributing companies have entered into contracts with 
the pipeline companies for amounts of gas at certain fixed_rates, 
all of which rates have been increased by regulatory action. I have 
not heard any of them, much as they regret the rate increases—par- 
ticularly those that come from the artificial operation of escalator 
clauses—assert that their constitutional rights have thereby been 
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infringed. The shoe fits equally well on the producer's foot; in fact, 
more so, since most of these favored-nation and similar clauses have 
been inserted in contracts adopted since the passage of the Natural 
(yas Act. 

PRINCIPLE NO. 1 


In connection with No. 1 of the five principles, a distinction should 
be made between the status of a company subject to regulation and 
the extent to which that company is subjected to the burden of regu- 
lation. Under the Natural Gas Act, producers at the present time 
have the status of natural-gas companies. The purpose of these five 
principles is to continue that. status but to relieve the producers from 
unnecessary burdens of regulation, thereby removing all but the rela- 
tively minor ones that are included within the statement of principles. 

As a practical proposition, there is very little difference between 
exempting the producer from the status of a regulated company or in 
defining him to be a regulated company but exempting him from the 
requirements of regulation. For the purposes of legal control, how- 
ever, there is an importance in maintaining this distinction. The basic 
theory of the principles is that a producer who has contracts which 
do not contain these clauses which are contrary to the public interest 
will be exempt from all of the regulation normally imposed on a nat- 
ural gas company. 

I might say I have used the word “gatherers” in the principle because 
their status in different situations has been unclear. We think that 
gatherers usually are pipelines as defined in the Natural Gas Act and, 
therefore, would be regulated as such. But I think that is a subject 
that has to be considered on an individual, factual basis. 


PRINCIPLE NO. 2 


Paragraph 2 of the principles has certain important features. There 
is a requirement for the filing of all producer contracts so that the in- 
formation will be available to the Commission and to all pipelines and 
distributing companies that are affected. The responsibility for the 
filing is placed on the first pipeline which transports the gas for pur- 
poses of interstate commerce. This is intended to relieve the small 
producers of even the minor requirement of filing their contracts. 

The next feature of paragraph 2 is the requirement of notice with 
respect to new contracts to every transporter or Gistributor of such gas. 
This is of considerable importance. At the present time, particularly 
with the overburdened filing system in the Federal Power Commis- 
sion, it has been impossible for any of the distributing companies to 
know for a matter of weeks that contracts have been filed and whether 
or not they will have any effect on the rates to be charged to such dis- 
tributing companies. 

In fact, today the situation is so bad that a contract of a small pro- 
ducer may be filed and it is impossible to ascertain whether that con- 
tract will ultimately affect the rates of any given pipeline or even more 
importantly, whether it will have the effect of triggering the rates of 
larger contracts. With this requirement of notice, due process and effi- 
clent administrative procedure can be restored. 

The last sentence of paragraph 2 continues the present principle of 
the Natural Gas Act that no abandonment of service may be made once 

61557—55—pt. 1 14 
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a company has dedicated its gas and facilities to the public service, 
without just cause being shown to the Federal Power Commission and 
its approval obtained. This is one of the principal reasons for main- 
taining the status of the producers as natural-gas companies even 
though, by the elimination of prohibited escalation clauses, they can 
be relieved of all the burdens which would normally be inherent to 
that status. 
PRINCIPLE NO. 3 


Paragraph 3 of the principles provides that certain types of favored- 
nation and escalation clauses are declared to be contrary to the public 
interest and prohibited both in existing and future contracts. As we 
have indicated above, under the court decisions there is no question 
of the power of Congress to outlaw practices which are contrary to 
the public interest. In effect in this paragraph we are suggesting that 
Congress say to the producers, “You wish to go your own ways and 
have free competition ; the price which you must pay is the elimination 
of practices which restrict free competition and have brought the 
natural-gas industry to its present chaotic condition.” 


PRINCIPLE NO, 4 


Paragraph 4 provides that contracts made at arms’ length with non- 
affiliated companies should be accepted for regulatory purposes pro- 
vided they contain no escalation clauses other than an adjustment for 
any new or additional occupation, severance, production, gathering, or 
sales taxes actually paid or a step-up escalation in reasonable fixed, 
limited, and stated amounts agreed to at the outset of the initial con- 
tract. Such contracts would be subject to challenge only with respect 
to the fact of their having been entered into at arms’ length and the 
nonafliliation of the parties. The heavy burden of challenging either 
of these two facts is placed on the challenger, not on the producer. 

The last sentence of the paragraph is also designed to promote true 
competition in the negotiation of the contracts between the producer 
and the pipeline. Under that requirement the pipeline company be- 
fore it can pass on the charges which it has agreed to, must take the 
responsibility of sustaining the justness and reasonableness of its 
rates resulting from the operation of such contracts. 

Heretofore the pipeline company had little incentive to negotiate the 
best price that was obtainable since it was allowed to pass it on to the 
distributing company. Under the requirements of this sentence, there 
will be a real incentive to the pipeline company to obtain the lowest 

rice that can be justified—at the same time, if it does so it would 

e assured that its ultimate rates to the distributing companies or 
intervening pipelines would be sufficient to recoup its costs, plus a fair 
return for its own services, 

I might say, Mr. Chairman, principle 5, in the structure of these five 
principles is something of a catchall. 


PRINCIPLE NO. 5 


Under paragraph 5 there would be regulation of producer con- 
tracts which contain esealation clauses not prohibited by paragraph 3 
or permitted by paragraph 4. This regulation would cover con- 
tracts entered into other than at arms’ length and contracts between 





NATURAL GAS 685 


aliiliated companies. In that event, the normal statutory requirement 
of the Natural Gas Act, and of all regulatory statutes, would be that 
the charger of the rates would have the burden of supporting their 
justness and reasonableness, It is believed that if producers meet 
the standards of the first four paragraphs there would be few con- 
tracts to be regulated under paragraph 5. In that event, the regula- 
tory burdens of the Federal Power Commission would be reduced to 
proportions which could be readily handled. Pe 

As will be seen, these principles should operate to eliminate the 
types of escalation clauses which are declared to be contrary to the 
public interest and put pressure upon the producers to eliminate all 
other types except those permitted under paragraph 4. In that event, 
it is believed that the free play of competitive forces would be re- 
stored to the natural-gas industry since a producer, by his own acts, 
could be entirely relieved from any regulation, with the exception of 
the termination of supply which he had already contracted to deliver. 


CONCLUSION 


There are three distinct viewpoints presented to the committee. 
They are: 

|. The producers’ desire to complete freedom of any control. We 
believe that we have demonstrated adequately that the nature of the 
:atural-gas industry is such that a complete freedom from any effec- 
iive restraint would seriously injure the millions of consumers of 
iatural gas in the country and be contrary to the general public in- 
terest. 

2. On the other hand, there are representatives of certain regulatory 

hodies and municipalities that are against any form of legislative re- 
lief for the producers and favor the imposition of the same stringent 
type of regulation which has long been applied to the distributing 
ompanies. The view of this group includes the imposition of the 
crginal cost less straight-line depreciation technique to the operations 
of the producers. This we believe to be unrealistic and a method of 
rate regulation which is not suited to the realities of the natural gas 
producing business. Whether the claims of the producers have been 
exaggerated or not, we believe that it is in the overall public interest 
and the interest of the consumers that such rate regulation as may ap- 
ply to the producers should be appropriate to the needs of their busi- 
ness and should provide an adequate incentive to the production of 
nore natural gas. 

5. Our position lies between these two extremes. It promotes the 
free-enterprise system of free negotiation through the elimination of 
escalation clauses which thwart the public interest. It provides for 
the minimum of Federal regulation over such producers who insist on 
udhering to other types of escalation clauses or enter into contracts 
not at arms’ length. It provides regulatory procedures with which 
the Federal Power Commission can cope. It affords protection for 
the ultimate consumer in promoting the availability of natural gas 
ai reasonable rates which can operate in the home market competitively 
with other available fuels. 

[t is respectfully submitted that in the weighing of the conflicting 
“alms and desires, the prime objective should be the protection of the 
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ultimate consumer interest. We believe our middle-ground proposals 
will accomplish that end, without injury to any special group. 

Thank you very much, Mr. Chairman. I am sorry to be so lengthy. 

The Cuatrman. Thank you very much, 

May I ask this one question before passing the questions to the com- 
mittee. Have you considered the drafting of any legislative lan- 
guage to accomplish the purposes of the five points that you mention! 

Mr. LeBorur. Yes, Mr. Chairman. We have had a group work- 
ing on that, and we are making progress. The happening of these 
hearings with the Holy Week and holidays last week, and the difficulty 
of communication with the large number of people agreeing to these 
principles has not permitted finalizing our proposals. But certainly 
we would be prepared to file specific proposals in statutory language 
within a matter of a few days. 

The CuatrMan. We will be very happy to have you do so, Mr. Le- 
Boeuf. 

Mr. Harris? 

Mr. Harris. Mr. Chairman, I believe Mr. LeBoeuf indicated a mo- 
ment ago that he would desire to have the entire statement, including 
the appendixes, filed with the statement. I assume that will be done? 

The Cnarrman, That will be done. 

Mr. LeBorvur. Thank you. 

(The appendixes referred to follow :) 
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APPENDIx IJ—A 


TuHIrp Party “FAVORED NATION” CLAUSE’ 


(2) If at any time and from time to time during the first ten (10) years of 
the term of this agreement any purchaser other than Buyer purchases and 
receives gas, directly or indirectly, from a producer or producers of gas, including 
Seller, from any field located wholly or partly within the comparable cost area, 
having substantially the same quality and characteristics as the gas deliverable 
hereunder and upon substantially the same basis of measurement and pressure, 
when such purchase has a reasonable bearing on the market value of the gas 
being sold hereunder or in such comparable cost area, and the cost of such gas 
per Mcf currently being incurred by such purchaser is greater than the cost of 
gas per Mcf currently being incurred by Buyer for gas delivered under this 
agreement, Seller may at any time after deliveries to such purchaser at such 
greater cost are begun, by giving written notice to Buyer, call upon Buyer to 
pay to Seller for gas delivered hereunder, in addition to the price per Mef then 
being paid for such gas under subsections (a) and (b) of this Section 11, an 
amount equal to the difference between such cost of gas per Mcf so being incurred 
by such purchaser and the cost of gas per Mcf to Buyer currently being incurred 
for gas delivered hereunder, whereupon Buyer shall pay to Seller such additional 
amount, beginning with the date of the receipt of such notice from Seller to 
Buyer and continuing so long as such gréater cost remains in effect, or shall 
forthwith release from this contract all gas for which it does not elect to pay 
such increased price. When such increased price is no longer in effect Buyer 
shall then pay to Seller the prices provided hereunder in subsections (a) and 
(b) of this Section 11 unless and until, by reason of a new determination of 
greater cost, Buyer is required, as hereinabove provided, to pay an additional 
increased cost. 

(3) If Seller shall receive a bona fide offer from a purchaser as herein defined 
for the gas being sold under this contract upon substantially the same basis of 
measurement and pressure and the cost of such gas per Mcf that would be 
incurred by such purchaser would be greater than the cost of gas per Mcf 
currently being incurred by Buyer for gas delivered under this agreement, Seller 
may at any time after receiving such bona fide offer and while the same is open 
for Seller’s acceptance, by giving written notice to Buyer, call upon Buyer to 
pay to Seller for gas delivered hereunder, in addition to the price per Mef then 
being paid for gas delivered hereunder under subsections (a) and (b) of this 
Section 11, an amount equal to the difference between such cost of gas per Mcf 
that would be incurred under such offer by such purchaser and the cost of gas 
per Mcf to Buyer currently being incurred for gas delivered hereunder, where- 
upon Buyer shall pay to Seller such additional amount beginning with the date 
of the receipt of such notice from Seller to Buyer and continuing for the period 
for which sueh offer is made, but in no event beyond the specified term of this 
agreement. 

If at any time and from time to time after the end of the first ten (10) years 
of the term of this agreement any purchaser other than Buyer purchases and 
receives gas, directly or indirectly, from a producer or producers of gas, including 
Seller, from any field located wholly or partially within the comparable cost 
area, having substantially the same quality and characteristics as the gas deliv- 
erable hereunder and upon substantially the same basis of measurement and 
pressure, when such purchase has a reasonable bearing on the market value of 
the gas being sold hereunder or in such comparable cost area, and the cost of 
such gas per Mef currently being incurred by such purchaser is greater than the 
cost of gas per Mcf currently being incurred by Buyer for gas delivered under this 
agreement, Seller may at any time after deliveries to such purchaser at such 
greater cost are begun, by giving written notice to Buyer, call upon Buyer to pay 
to Seller for gas delivered hereunder, in addition to the price per Mcf then being 
paid for gas delivered hereunder under subsections (a) and (b) of this Section 
11, an amount equal to the difference between such cost of gas per Mcf so being 
incurred by such purchaser and the cost of gas per Mcf to Buyer currently being 
incurred for gas delivered hereunder, whereupon Buyer shall pay to Seller such 
additional amount beginning with the date of the receipt of such notice from 
Seller to Buyer and continuing so long as such greater cost remains in effect, 
provided that when such increased price is no longer in effect Buyer shall then 


1Union Oil—Transcontinental Contract, East White Lake, ete., La., 1948 (docket No. 
G—704, exhibit 345). 
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pay to Seller the prices provided hereunder in subsections (a) and (b) of this 
Section 11 unless and until, by reason of a new determination of greater cost, 
Buyer is required, as hereinabove provided, to pay an additional increased cost. 

In the event Buyer or a purchaser purchases gas in said comparable cost area, 
which purchase has a reasonable bearing on the market value of gas being sold 
hereunder or in such comparable cost area but which gas does not have substan- 
tially the same quality and characteristics as the gas deliverable hereunder or 
not substantially the same basis of measurement and pressure as provided for 
gas delivered under this agreement, or under any other terms and provisions 
affecting or in any manner having a bearing on the cost of gas per Mcf, or Seller 
receives such a bona fide offer but upon a substantially different basis of meas- 
urement or pressure, at a cost per Mcf greater than the cost of gas per Mcf 
currently being incurred by Buyer under this agreement, then the parties hereto 
shall endeavor to agree upon the amount of such increased cost of gas per Mcf, 
and failing to reach an agreement the amount of such increase shall be deter- 
mined by arbitration as hereinafter provided. The amount of such increased 
cost of gas per Mcf as thus agreed upon or settled by arbitration, if arising 
under (1) or (3) above, shall be paid (in addition to the price then being paid 
for such gas under subsections (a) and (b) of this Section 11) by Buyer to 
Seller upon notice as hereinabove provided, or if arising under (2) above either 
shall be paid by Buyer or Buyer shall release from this contract all gas for 
which it does not elect to pay such increased price. 

(d) If at any time during the term of this contract the price for gas which 
Seller is entitled to receive hereunder of which Buyer is obligated to pay here- 
under is reduced by lawful order of any court or governmental regulatory 
authority, then at any time thereafter Seller shall have the right, by written 
notice to Buyer, to terminate this agreement. 


APPENDIx II-B 


Pric—E REDETERMINATION AND RENEGOTIATION CLAUSE BASED ON PRICES PAID OR 
OFFERED BY THIRD PARTIES” 


(b) Seller may request a price redetermination for any of the last four (4) 
aforementioned periods by written notice to Buyer given not less than nine (9) 
nor more than twelve (12) months prior to the beginning of the period for which 
redetermination is desired. Upon such request the price for such period shall 
be redetermined by the parties, or if they are unable to agree, by arbitration 
made and concluded not less than three (3) months prior to the beginning of 
such period. In order to establish a new price the parties or the arbitrators 
shall determine the three (3) highest prices at the time being paid by trans- 
porters of natural gas, for sale for public consumption, for gas produced in Dis- 
trict No. 4 as constituted by the Railroad Commission of Texas as the date of 
this contraet, under contracts with producers providing for deliveries in daily 
quantities approximating or greater than the contract quantity hereunder, over 
a similar period of time and upon substantially the same terms of quality, meas- 
urement, and delivery provided herein, and the price to be paid shall be the 
arithmetical average of such three (3) highest prices or the price shown above 
for such period, whichever is greater. 


APPENDIX II-C 


Two-Party “Favorep-NATION” CLAUSE® 


3. (a) Buyer agrees that if, during the term of this contract, it purchases 
from producers new gas from new sources of supply in the State of Louisiana 
south of a line drawn along the North boundary of the Parishes of Beauregard, 
Allen, Evangeline, St. Landry, and Pointe Coupee, and West of the Mississippi 
River delivered to Buyer in such area, for a firm term of not more than twenty 
(20) years or less than the unexpired portion of the term of this agreement, and 
under other similar circumstances and conditions as those under which it pur- 
chases gas hereunder, but at a basic price schedule more favorable to Seller than 
that provided in this contract under Paragraph (1) of this article, Buyer shall 


— 


*Sun Oil—Tennessee Gas Contract, Corpus Christi Bay, Tex., Nov. 2, 1953 (docket No. 
G-2331, exhibit I-49-18). 

® Bel Oil Corp.—Transcontinental Contract, North Elton Field, La., May 27, 1954 
(docket Nos. 2439, 4185, exhibit 6, sec. 2) H—-1. 
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thereupon notify Seller in writing of such other purchase, submitting to Seller 
a copy of the new gas purchase contract under which Buyer is so purchasing 
new gas, and Buyer shall elect and advise Seller at that time whether it is 
willing to substitute such purchase agreement for this agreement. 

(b) Seller shall have the right to elect, upon written notice to Buyer within 
thirty (30) days after the. receipt of Buyer’s new gas purchase contract, to 
complete the remaining deliveries of gas herein provided for in accordance with 
the terms and conditions. of the new gas purchase agreement.in lieu-of com- 
pleting such deliveries under this contract. Thereupon, if Seller so elects, this 
contract shall be replaced by the new gas purchase contract. 

(c) If Buyer elects not to purchase the remainder of the gas hereunder under 
the terms of the new gas purchase agreement, Seller shall have the right, upon 
thirty (30) days’ written notice to Buyer to terminate this contract. 


APPENDIX II—D 
Cost oF LivinG INDEX CLAUSE ' 


6. In order to protect Seller from too great a burden in the event of abnormal 
inflation in prices of commodities generally the prices specified, expressed in 
cents per Mcf. in Section 1 of this Article IX hereof, including the periodic 
increases, shall be adjusted as hereinafter set forth. The provisions of this 
Section 6 shall not be applicable te any of the prices determined pursuant to the 
provisions of Sections 4 and 5 of this Article LX. Using the United States 
Department of Labor, Bureau of Labor Statistics Index of Wholesale Prices of 
all Commodities other than farm preducts and’ foods’ based on: 1947-1949 prices 
as one hundred percent (100%) and defining the word “point” as used herein 
to mean one percent (1%) of the 1947-1940: prices, as of each anniversary date 
of this contract, the average monthly index for the twelve (12) consecutive full 
calendar months immediately preceding such anniversary date shall be deter- 
mined, and whenever such average monthly index shall be more than twenty-one 
(21) points above one hundred nineteen and’ three-tenths (119.3) said prices 
shall be adjusted to prices which bear the same relationship to said prices as the 
price level then indicated by such average monthly index bears to one hundred 
nineteen and three-tenths (119:3). Such altered price shall apply for the twelve 
(12) month period immediately thereafter, commencing with the month in which 
such anniversary of the date of contract occurs. Whenever on any anniversary 
date of this contract the average monthly index for the twelve (12) consecutive 
full calendar months immediately preceding such anniversary. shall be not more 
than twenty-one (21) points. above one hundred nineteen and three-tenths: (119.3) 
such price shall be as otherwise set forth in this Article IX. However, the 
operation of this Section 6 shall never at any time cause the price of any gas 
delivered hereunder to exceed a price per Mcf equal to. the highest price per 
thousand cubic feet being paid at that time, within District 3 of the Railroad 
Commission of Texas as presently constituted, by any interstate natural gas 
company, which is not a subsidiary of Seller or a subsidiary or parent. of’ the 
Sellér, under a contract which is for a term of'at least five (5) years fromthe 
date thereof and which provides for a delivery of not less than. twenty. million 
(20,000,000) cubic feet of gas per day. The price being paid under such contract 
shall be adjusted to a basis of measurement, quality, delivery pressure, dehydra- 
tion, sulphur content, gathering expenses, the right of buyers to share in liquid 
hydrocarbons, quantity, and all other pertinent factors, including the taxes paid 
or payable by such buyer, comparable to that of the gas delivered hereunder. 
This limitation on the operation of this Section 6 shall not be a limitation upon 
any prices which may result by the operations of any provisions of the other 
sections of this Article IX. 

APPENDIX LI-E 


Pertopic F1ixEp Price INCRBASE ESCALATION ° 


1. Fer Quantities of gas delivered hereunder, Buyer shall pay Seller the fol- 
lowing prices : 


*Contracts between Permian Basin Pipeline Co. and Gulf Oil Corp., the Ohio Co., Plains 
Production Co., Amerada Petroleum Co., and Cities Service Oil Co. covering purchase of 
53,500 M. ec. f. per day to be produced from reserves owned or controlled by the aboye- 
named parties in Lea County, N. Mex. Docket No. G—1928, exhibit F. 

6 Phillips Petroleum, Co.—Transcontinental Contract, Bear Field, La., August 16, 1954, 
docket No. G—4185, exhibit: H—1. 
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(a) For gas delivered during the five (5) year period beginning November 1, 
1954, Buyer shall pay Seller sixteen cents (16¢) per Mcf; 

(b) For gas delivered during the next five (5) years, Buyer shall pay Seller 
seventeen cents (17¢) per Mef ; 

(c) For gas delivered during the next five (5) years, Buyer shall pay Seller 
eighteen (18¢) per Mcf; 

(d) For gas delivered during the remaining term of this agreement, Buyer shall 
pay Seller nineteen cents (19¢) per Mef, all on the measurement basis set forth 


in Article VI hereof. 
APPENDIX II-F 


Tax INCREASE ADJUSTMENT CLAUSE ® 


». Buyer shall reimburse Seller for its payment of the gas gathering ‘tax, at 
the rate presently established by the laws of the State of Louisiana and agrees 
that if at any time during the term of this agreement any new or additional occu- 
pation, production, severance, gathering or sales tax, or taxes of similar nature 
or equivalent in effect, in excess of the rate prevailing as of the date thereof, 
shall be validly imposed by any lawful authority on the gas delivered to Buyer 
pursuant to this agreement or on the production thereof, or on the sale thereof, 
so that Seller shall be required to pay such increase either directly or through 
reimbursing others, Buyer shall, subject to the conditions hereinafter set forth, 
pay to Seller three-fourths (%4ths) of any such increase in taxes or three-fourths 
(%ths) of such new taxes, provided however, that in computing such increases 
in taxes there shall not be included increases in income taxes, capital stock taxes, 
franchise taxes, general property taxes, or such other taxes of like nature as may 
hereafter be imposed. In case any such adjustment in taxes is to be made, 
Seller shall notify Buyer immediately and shall within ninety (90) days prepare 
and submit te Buyer a statement setting forth the amount of such new or excess 
taxes that it has paid, and within thirty (30) days after submission of such state- 
ment an adjustment between parties hereto shall be made by Buyer reimbursing 
Seller to the extent of three-fourths (%ths) of such new or excess taxes as herein 
defined which Seller shall have so paid. 


APPENDIX II-G 
EscaPrE CLAUSE’ 


32. If the Federal Power Commission or any other governmental agency or 
authority succeeding to the function of said Commission should assert jurisdic- 
tion in any manner over the production, handling or delivery by Producer of the 
gas deliverable under this contract, or jurisdiction over the operations of Pro- 
ducer in the performance of its obligations under this contract, or if a reduc- 
tion in the price specified in this contract for gas delivered hereunder should be 
ordered by any court or by any federal or state governmental authority or agency, 
then, in any such event, Producer shall have the right at its option to terminate 
this contract as to the entire interest of Producer in leases and gas rights then sub- 
Ject thereto, and gas produced therefrom, by giving to Transcontinental at least 
thirty (30) days’ advance written notice of such termination, provided such 
notice is given within ninety (90) days after the happening of the event entitling 
Producer to terminate this contract, except that if Producer shall in good faith 
engage in litigation to determine the legal effectiveness of the event entitling 
Producer to terminate this contract and such litigation is determined adversely 
to Producer by final judgment, Producer’s notice of termination may be given 
within sixty (60) days after such judgment has become final. 


APPENDIx ITI 


AUTHORITIES IN SUPPORT OF THE PRINCIPLE THAT CONGRESS CAN REGULATE A 
BUSINESS AFFECTED WITH A PUBLIC INTEREST 


In Colorado Interstate Gas Co. v. Federal Power Commission (142 F. 2d 943 
(10th Cir. 1944) aff'd. 324 U. S. 581, (1944) ), the court held a contract for the 
Sale of natural gas between an interstate pipeline and the local gas distributing 


hoe niilips Petroleum Co.—Transcontinental €ontract, Bear Field, La., August 16, 1954, 
doeket No. G—4185, exhibit H-1. 

( Stanolind—tTranscontinental Contract, Live Oak County, Tex., December 2. 1949 
docket No. G-1277, exhibit 161). 
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company, although executed prior to the enactment of the Natural Gas Act, was 
subject to regulation thereunder. The court said: 

“While not challenging the constitutional validity of the Act on its fact, or 
as it may be applied in general, Canadian and Colorado advance the contention 
that here the Commission erred in applying it retrospectively in such manner 
as to abrogate prices agreed upon in contracts of limited term entered into and 
substantially performed prior to the enactment of the Act, at a time when 
neither company was. in fact or in law a utility or common carrier, and when 
each disclaimed all of the privileges and obligations as such. The contracts 
* * * were each executed prior to the date on which the act became effective; 
they were of limited term; and they had heen performed in substantial part at 
the time the Act went into effect. But at all times, the transportation and sale 
of natural gas in interstate commerce for wholesale distribution to public serv- 
ice companies or municipalities for resale to domestic consumers was subject 
to regulation by Congress. * * * (Citations) * * * And the exertion of the power 
of Congress in its regulation of interstate commerce is not fettered by pre- 
existing contracts or arrangements. The exercise of power under the Commerce 
Clause, Constitution Article 1, Section 8, Clause 3, cannot be subordinated to 
arrangements or stipulations previously effected. Contracts and arrangements 
of that kind necessarily are entered into with knowledge of the paramount au- 
thority of Congress to regulate commerce among the states.” (p. 953) 

Also, in Mississippi River Fuel Corp. v. Federal Power Commission (121 F. 2d 
159 (8th Cir. 1941) ), the court held that even though a gas contract was made 
prior to the enactment of the Natural Gas Act, it was subject to regulatory 
jurisdiction. 

“It is argued that petitioner’s contracts were entered into some years before 
the legislative enactment, and hence, they must be held inviolate against statu- 
tory regulation. Having held the statute a constitutional regulation of ‘an 
industry * * * subject to control for the public good’ (Nebbia v. New York, 
supra), it logically follows that contracts made by petitioner, even though prior 
to its enactment, are also subject to regulation in the public interest * * * 
(Citations) * * * In Union Dry Goods Co. v. Georgia Public Service Corp., 
supra (248 U. S. 372, 39 S. Ct. 118, 63 L. Ed. 309, 9 A. L. R. 1420), it is said: 

“Thus it will be seen that the case of the plaintiff in error is narrowed to the 
claim that reasonable rates, fixed by a state in an appropriate exercise of its 
police power, are invalid for the reason that if given effect they will supersede 
the rates designated in the private contract between the parties to the suit, 
entered into prior to the making of the order by the Railroad Commission, 

“Except for the seriousness with which this claim has been asserted and is 
now pursued into this court, the law with respect to it would be regarded as so 
settled as not to merit further discussion. 

“That private contract rights must yield to the public welfare, where the latter 
is appropriately declared and defined and the two conflict, has been often 
decided by this court” (p. 163). 

To the same effect in other situations see: Midland Realty Co. v. Kansas City 
P. & L. Co. (300 U. S. 109, 113 (1987) ) ; Sutter Butte Canal Co. v. R. R. Commis- 
sion (279 U. S. 125, 187-138 (1929) ) ; Ft. Smith Spelter Co. vy. Clear Creek Oil € 
Gas Co. (267 U. 8. 231 (1925) ) ; Niagara Lockport & Ontario R. R. v. Seneca Iron 
Works (128 Mise. 335 (Sup. Ct. N. Y. 1926) : aff’d 219 A. D. 858 (4th Dept. 1927) ). 


Mr. Harris. Mr. LeBoeuf, are you an officer of the Consolidated 
Edison Co.? 

Mr. LeBorur. No, sir; lam in private practice. 

Mr. Harris. Do you have anything to do with the operation or 
administration of the company ? 

Mr. LeBorur. No, sir, I do not; except in the course of 20 or 25 
years of trying cases for them before courts and regulatory bodies I 
naturally become familiar with some phases. 

Mr. Harris. I appreciate that. In other words, your activity in 
connection with the company has been in the nature of an attorney, 
counsel for the company ? 

Mr. LeBorvr. That is right. I am in entirely independent prac- 
tice. We represent many other clients of all kinds. 
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Mr. Harris. Consequently, you may not be able to answer some of 
the questions that. I might ask. If you are not familiar with the 
information you may freely state so. If we can be supplied with 
data at a later date, that will be perfectly all right. 

Mr. LeBorur. We will be very glad to do so. 

Mr. Harris. How long has your company been serving New York 
and the metropolitan area? 

Mr. LeBorur. It is substantially over a century. I forget the date 
of the first company, but it is more than a century. Those, of course, 
were gas companies. Then the electric era came along later. 

Mr. Harris. You serve the Borough of Manhattan, the Bronx, and 
the first and third wards of Queens, do you not? 

Mr. Leborvr. That is correct on the gas service. 

Mr. Harris. And parts of Westchester County ? 

Mr. LeBorvur. That is correct, on the gas service. The electric serv- 
ice covers 

Mr. Harris. I am talking about gas service now. I think you stated 
this a moment ago, but in case it was overlooked your company serves 
the public of that area not only gas, but electricity ? 

Mr. LeBorur. And in some areas steam. 

Mr. Harris. And in some areas steam. Of course, here we are inter- 
ested in your activities regarding the business of serving the public in 
that area with gas. 

When was natural gas first introduced into your system ? 

Mr. LeBorur. 1951. 

Mr. Harris. Prior to that time, what kind of fuel did you use? 

Mr. LeBorur. Mostly coal. 

Mr. Harris. Did you manufacture gas from coal? 

Mr. LeBorur. Manufactured gas; yes. Coal and oil was used, both. 

Mr. Harris. Could you tell the committee about the supply of gas 
that you had for the consuming public, manufactured gas, prior to 
1951 ¢ 

Mr. LeBorur. I don’t quite understand what you want me to tell. 

Mr. Harris. How much gas did you have for the consuming public 
onan annual basis prior to 1951 when natural gas was introduced into 
your system ¢ 

Mr. LeBorur. I will have to look that up. There has been a growth 
in load over the last number of years, since World War LI. 

Mr. Harris. I appreciate that. You have very freely given a great 
deal of information about the enormous costs piling up on your con- 
sumers in the New York area. I think in order to have a complete 
picture we ought to try to make some comparisons. 

Mr. LeBorur. I will be glad to supply the figures. 

Mr. Harris. Then we can see how your consumers have been affected 
by the introduction of this gas that you referred to, involving millions 
and hundreds of millions of dollars. I think it would be of some in- 
terest to us to find out just what they did pay before they had the privi- 
lege of this great natural resource. 

Mr. LeBorur. I will give you the exact figures you desire. I think, 
though, that it is a fair statement that there were factors working to 
increase the cost of manufactured gas supply in New York City, and 
that the introduction of natural gas as mixed gas, and in a few of the 
smaller areas as straight natural, has tended to retard that trend. I 
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can tell you that over the last 17 years the gas department of the Con- 
solidated Edison has earned an average return of 2.2 percent. 

Mr. Harris. I know, and, of course, that is getting off into a different 
field that I do not think we need to go into here. It isa matter for your 
Public Service Commission up there. You have such tremendous ac- 
tivity, and such a large business that depreciation and taxes are quite 
an item in themselves. But what we are talking about now is the 
emphasis you have placed in your statement on the effect on the con- 
suming public. You talk about the public interest, and I agree that 
that is what we should be interested in. 

Tn 1953, you had about 28 percent of your gas supply to consumers in 
the form of straight natural gas, did you not ? 

Mr. LeBorvur. I think that is about right. 

Mr. Harris. You have in your appendix I, pertinent statistics of 
companies generally supporting the position of the Consolidated Edi- 
son Co. I want to join our chairman in expressing gratitude to you 
and the entire group in that area for consolidating your presentation. 
I think we can get a great deal more out of discussing it together than 
taking a long period of time and each one coming in and reciting the 
same information over and over. 

You state so far as your own company, and we will just use this as 
an example, because you have been connected with that company as 
an attorney—I believe you said for 27 years? 

Mr. LeBorvr. I have forgotten, really, how long. 

Mr. Harris. Anyway, it is certainly a compliment to you that you 
and your law firm are doing a splendid job for them, or you would not 
have been retained by such an outstanding company over this long 
period of time. 

Mr. LeBorvr. Thank you. 

Mr. Harrts. You state here that you serve 1,343,000 consumers / 

Mr. LeBorvr. That is right. 

Mr. Harris. There is a population of 4.5 million. Annual sales are 
31,729,000 Mc. f. Is that your total sales? 

Mr. LeBoevr. That is correct. 

Mr. Harrts. All sales? 

Mr. LeBorvr. That is right. All classes of consumers. 

Mr. Harris. What were your total sales in 1954? 

Mr. LeBoervr. I can give you the statistics on a 537 B. t. u—— 

Mr. Harris. I wanted to ask you that. Was that 31,729,000 M c. f. 
1,000 B. t. u., or was it 537% 

Mr. LeBorvr. One thousand. We converted it in order to make the 
figures of the different companies comparable. 

Mr. Harris. That is a little bit misleading from the facts showing 
what you serve your consumers, is it not ? 

Mr. LeBorvr. No; we serve them with straight natural gas in part 
and with mixed gas in part, or use natural gas as fuel, and we have to 
put the figure on some comparable basis. 

For the purpose of this presentation we have attempted to put the 
figure on the basis that this committee has been discussing so that it 
could visaualize it more clearly. 

Mr. Harrts. I hope our committee will get the idea that we are trans- 
posing it. It is a pretty highly technical proposition. We are trans- 
posing and dealing with all of these millions in numbers from about 
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half of what the recognized content of B. t. u. is to the 1,000. When 
you are mentioning, of course, 31 million M ec. f. in your report that 
actually means, according to your sales to the consuming public, that 
that is about 63 million Mc. f.; is that not right? 

Mr. LeBorur. Yes; that is correct. I will give you the exact figure 
if you wish. 

Mr. Harris. I will be glad to have it. 

Well, that is all right. We will just go on with 1954. 

Mr. LeBovnr. I think 63. million is approximately correct; yes, sir. 

Mr. Harris. All right. What was your gas supply in 1954? 

Mr. LeBorur. On a 537 B. t. u. basis it is 64,894,000 M..c. £. I think 
that.is the better way. 

Mr. Harris. All right. M. c. f. of 1,000 B. t. u. gas? 

Mr. LeBorur. No, 537 B. t. u. gas. 

Mr. Harris. That would make it, then, on a basis of 1,000 B. t. u. 
about 32.million A 

Mr. LeBorur. We figure approximately 33. million. Approxi- 
mately that. 

Mr. Harris. What did that cost you? Can you break that. down? 
What part of it is natural gas and what. part. of it is. manufactured ? 

Mr. LeBorvr. I think we better supply that. We have. the data 
here. 

Mr. Harris. I have information here that, manufactured gas is 
6,334,000 M. ¢. f. 

Mr. LeBorur. That sounds about right. 

Mr. Harris. And that is about. what. percent of your total ? 

Mr. LeBorur. This is in the year of 1954? 

Mr. Harris. 1954. 

Mr. LeBorvr. And your figure:is on.a 537 basis? 

Mr. Harris. Yes. I am sorry to take so much time. You can 
supply it for the record, if you. like. 

Mr. LeBorvr. We will get those figures. Perhaps it: will be more 
helpful 

Mr. Harris. Well, that is according to the figure you gave a mo- 
ment ago. Do you have available there the total cest of your natural 
gas for 1954 and your total cost of manufactured gas? 

I get my information from your annual report. Certainly you 
should have that available with you. 

Well, I have a figure here. I will ask you if it is correct, and 
if not you can correct it later on. Natural gas, 17,934,000, and your 
manufactured gas, 8,292,000 ? 

Mr. LeBorur. We will check that. We will assume it to be 
correct, unless we advise you. 

Mr. Harris. All right. Now, I have from this annual report, which 
you filed with the Public Service Commission of the State of New 
York, where you paid for your natural gas 15.9 cents. Would you say 
that is about right on a 537 B. t. u. equivalent? 

_ Mr. LeBorvr. During the year 1954 we paid 32 cents per thousand, 
in the 1,000 B. t. u. gas. 

Mr. Harris. Which would be approximately 15.9, would it not? 

Mr. LeBorvr. That is ight. 

Mr. Harris. Is it not true that it cost you $1.309 cents per 537 


B. t u. equivalent, whieh would be about "$2.61 or 62 cents on the 
basis of 1,000 B. t. u.? 
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Mr. LeBorvur. Could the reporter read the question again? Mr, 
Thomas, who has the data, is beside me. We are trying to find it 
quickly. , 

(Reporter read the question. ) 

Mr. LeBorvr. Our figure for total production expense on a 537 
B. t. u. basis is 82.79 cents for the year 1954. 

Mr. Harris. 32.7? 

Mr. LeBorvr. That is right, sir. 

Mr. Harris. Which would mean, of course, the mixture of natural 
gas with what you manufactured ? 

Mr. LeBorvr. Yes, sir. 

Mr. Harris. What do you say that your manufactured gas costs! 
Mr. LeBoeuf, with me and it may not be with others, it 1s highly 
important because you have talked to us here in your statement 
about the enormous increased cost to your consuming public of this 
fuel. What I am trying to do is to show how much the consumers 
of New York are being saved by the introduction of natural gas which 
is being made available to you by the pipelines and the producers of 
America. 

Mr. LeBorevr. Accepting that, Congressman Harris, I do come back 
to the significance of the fact that the company is not and has not for 
17 years made what is deemed to be a fair return on its gas business. 

Mr. Harris. I grant you that may be true, but we are talking about 
your statement on how the consuming public is being atiected. That 
is what I am trying to get clear here. Tt is just to show how the con- 
suming public in New York and the surrounding area has been 
affected by the introduction of this great natural resource for their 
utilization. 

Mr. LeBorvr. Your point would be much more valid if Con-Edison 
passed on to its consumers all of its costs to an extent that it received a 
fair return, say 6 poco, on the original cost less depreciation of its 
property. But when it has never earned in 17 years more than 3.5 
— return, I do not see how you can carry your analogy quite 
so far. 

Mr. Harris. I know. Here is the reason I carry it this far. It is 
because your manufactured gas which you utilized prior to 1951 was 
costing you approximately $1.30 on a 537 B. t. u. equivalent, and your 
natural gas, on its introduction since 1951, is costing you only 15.9 
— _ the same basis. Is that not quite a saving to your consuming 
public 

Mr. LeBoerovr. There is no question about it. I think that the effect 
of natural gas, the introduction of natural gas, has been to prevent rate 
increases which otherwise would have occurred. 

Mr. Harris. It would have had to occur, would it not, because of 
the enormous increase in the additional costs of coal and the manv- 
facture of this gas? 

Mr. LeBorvr. I have difficulty with the “had to occur,” because we 
have not asked the Public Service Commission for an increase in rates 
to the standard which they normally allow. 

Mr. Harris. That is commendable. 

Mr. LeBorvr. No, it is not commendable, it is a facing of realities 
of economic conditions that we are faced with in New York City, 
Tidewater, and with low-cost competitive oil. 
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Mr. Harris. You are talking about what a 1-cent inerease would 
do to your consuming public> I believe you mentioned $1 million. 

Mr. LeBorvur. That is to the six New York City and Long Island 
companies that, together, take—— 

Mfr. Harris. Not just your own? 

Mr. LeBogur. That is right. 

Mr. Harris. Is it not a fact that if you would substitute the equiva- 
lent of natural gas which you are presently manufacturing at this high 
cost, that you could save the consumers of New York, on an annual 
basis, $7,283,000? If you could substitute this cheap natural gas—— 

Mr. LeBorevr. And still earn for our investors—— 

Mr. Harris. On the same basis that you are operating on today. 

Mr. LeBorvur (continuing). Less then a fair return! I suppose 
arithmetically that would be true. 

Mr. Harris. In other words, then, you say it is not in the interest 
of your consumers of New York to have a program whereby you can 
possibly get more natural gas in order that you can substitute it for 
this high-cost manufactured gas at a cost, probably, of 7 times what 
you say even 1 cent would cost the entire 6 distributing companies in 
the area, when your own company could save them over $7 million? 

Mr. LeBorur. Mr. Harris, we are at the point where we are so dis- 
turbed with this increase in cost that we are seriously considering not 
seeking the additional natural gas, and going to other fuels, or making 
other arrangements. 

Mr. Harris. Even when you can get it at one-seventh the cost that 
you are now giving the consuming public ? 

Mr. LeBorvr. Then you get into engineering questions of how you 
can peak shave and do various operations that are beyond my skill 
as a lawyer to explain. But I am perfectly sure that Con-Edison is 
going to buy gas or manufacture gas at the lowest possible rate. 

Mr. Harris. Sure, and I do not blame you, and I have that confi- 
dence that you will do that. 

Mr. LeBorvur. That is whether it is natural gas or whatever it is. 

Mr. Harris. I do not believe I care to pursue this line any further at 
this particular point, except to show this: Is it not true that you dis- 
tributed to your household consumers in 1954, 23 percent of their total 
supplies ? 

Mr. LeBorur. Householders ? 

Mr. Harris. Yes. To save time, you may supply it later for the 
record if you like. Is it not also true that you have used as boiler fuel 
to generate electricity, 43 percent of your total supply ? 

Mr. LeBorur. That is approximately correct. What has the effect 
of lowering the rates that every distributing company taking from 
Transco pays from ‘Texas to New York, all through the South and all 
through the Northeast. 

Mr. Harris. Is it not true that you mixed with manufactured gas for 
sale to your consumers 29 percent of your total supply ? 

Mr. LeBorur. I will accept that, and if there is any correetion we 
will supply it. 

Mr. Harris. I get this out of your annual report as filed. 

How much more does it cost you to produce electricity with coal 


wh than it does to produce electricity with this natural gas as 
aumel ¢ 
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Mr. LeBorvr. I think I can get.an answer to your fundamental ques- 
tion. Con-Edison’s production of Epony is almost 90 percent by 
coal, and the small saving that is arrived at by the use of natural gas 
boiler fuel is not a very powerful factor for that reason. And if we 
could get storage and a different rate structure we would love to get 
rid of boiler fuel. We don’t like it. 

Mr. Harris. Do you operate on therms or thousand cubic feet? 

Mr. LeBorvur. Thousand cubie feet, sir. The New York commis- 
sion would not.let us have therms, 

Mr. Hate. It is thousand cubic feet. 

Mr. Harris. Thousand cubic. feet, yes. I do not blame them for 
that. I understand thousand cubie feet a lot. better than this therm 
business, anyway. How much on the basis of one M c. f. used by 
a household consumer does it cost that. consumer in New York? 

Mr. LeBorvr. I think the correct figure, not that given. by the. oil 
companies presentation, is $2.89 in the first block ; $2.43. is the average 
residential, including house heating, and the total average. is $2.20. 

Mr. Harris. The first block includes up to how many thousand 
cubie feet ? 

Mr. LeBorvr. One thousand, sir. 

Mr. Harrts. And that is $2.80 ? 

Mr. LeBorvr. $2.89. It is higher than the, oil boys testified to. 

Mr. Harris. Well, we were going on the basis of the information 
received at that time, some chart that was filed before the Federal 
Power Commission, and I do not know whether it was the oil boys or 
who. Itshowed, I think, $2.37 on an average. 

Mr. LeBorur. That is right. That was the figure testified to. 

Mr. Harris. Is it not true that that same gas that you sell to your 
residential customer at $2.37 is costing you, for an average today, I 
believe you said 15.9 cents on a 537 B. t. u. basis? Would you know 
what it would cost at the wellhead ¢ 

Mr. LeBorur. No; I do not. It costs us, I believe, at the present 
time, about 32 cents. It changes, of course, all the time. It is hard 
to know. 

Mr. Harris. I had a figure that was supplied by the Federal Power 
Commission. In 1953 it was 7.7 cents at the wellhead. 

Mr. LeBorur. I have heard that figure before. I don’t know 
whether it is accurate or not. 

Mr. Harris. You mentioned it in your statement a little while ago, 
I understood trying to refute the idea that it was such an insignificant 
matter. 

Mr. LeBoervr. I didn’t mention any specific figure as to the Con- 
Edison gas. 

Mr. Harrts. That is the reason I wanted to mention a specific figure. 

Mr. LeBorvr. I have heard that figure, sir. 

Mr. Harrts. I have a great deal of admiration for your position 
here today. I do have some difficulty in following it all the way 
through. I want to express to you my appreciation for the compli- 
ment that you paid me in trying to provide a bill, originally, that 
would carry out the objectives and purposes which we thought were 
desirable in the public interest. 

Do I understand from your statement of principles here and your 
explanation of them that you do not have any objection to the ap- 
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proach of this bill to future contracts? That is, new and renegotiated 
contracts 

Mr. LeBorvur. That is, to your bill? 

Mr. Harris. Yes. 

Mr. LeBoreur. No; I can’t agree with that, because, as I stated 

Mr. Harris. It gives the Federal Power Commission the authority 
to determine whether they are reasonable. 

Mr. LeBorvr. In the first place, your bill might, for all practical 
purposes, just as well say this shall take effect 12 or 15 years later. 

Mr. Harris. You mean by that you are not interested in increasing 
your supplies until 12 or 15 years from now, when what you have 
under contract is all gone. That seems to be the infalible position of 
the distributing companies. 

Mr. LeBorvr. No; I don’t mean that at all. I mean that most of 
these contracts are 20-year contracts. Most of them have been en- 
tered into in the last few years. I have indulged in a lawyer’s horse- 
back estimate that the average of the contracts have 12 to 15 years to 
run. Since your bill has no effect on existing contracts, no direct 
effect, I 

Mr. Harris. That is what I am asking you about. For future con- 
tracts you are in general accord with what we are trying to do in the 
bill ? 

Mr. LeBorur. I am in accord, sir, with the objectives. I am not in 
accord with the language at all. 

Mr. Harris. Do you mean as to future contracts ? 

Mr. LeBoeur. That is correct. I am afraid that your language 
builds into the statute third party favored nation clauses for the 
future. I am taking your question as to the future. Your language 
about fair-market price gives us a great deal of concern because of 
the use that has been made of that term, reasonable market price. We 
would be very concerned that that term is used with what certain 
history that is behind it might mean. To the limited extent there was 
any regulation here it would be based on the 2 or 3 highest prices 
in the field, not the average, not the trend, but great weight or conclu- 
sive weight would be given only to the peak of prices. 

Mr. Harris. Of course, we are getting into speculation as to what 
a regulatory body would do, when we take that position. 

Mr. LeBorvr. I think that words could be used. You were asking 
me about 12 to 15 years from now. I think words could be used which 
would be far more appropriate, than the words that you have used. 

Mr. Harris. What words would you suggest ? 

Mr. LeBorur. I would suggest some very rough language to present 
athought. I want to say by way of preface that, speaking for myself, 
I do not believe that the original cost technique is appropriate to 
producer prices. 
ame Harris. I recall your saying that. That is the reason I asked 

is. 

Mr. LeBorvur. I have understood that the producers have been 
alarmed that such conventional words as “just and reasonable rates” 
would be interpreted to mean original cost. 

Mr. Harris. Utility. 

Mr. LeBorur. That is right. I don’t hold with their alarm, but 
I have tried to think of words which would incorporate the standard 
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of just and reasonable, and would point out considerations which we 
think would be fair, and which include the considerations which the 
producers, in part, have suggested, and certain others. It seems to me 
that some language carrying this thought would be responsive to your 
question : 

The Commission shall fix just and reasonable rates which shall be 
determined by giving due consideration to all factors properly appli- 
cable, including the range of prices of gas in the field where purchased, 
whether the proposed contract price has been arrived at by arms’ 
length bargaining, the effect of the contract upon the assurance of 
supply, the reasonableness of the provisions of the contract, and the 
effect of such price upon rates to the ultimate consumers of such gas 
including the competitive effect of such rates compared with the cost 
of other fuels available to such ultimate consumers. 

And let me add that if a principle of that sort or a series of stand- 
ards of that sort were adopted, I personally—and I can’t speak for 
all these companies on this type of question—would favor giving the 
same privileges to a pipeline company which also produces its own 
gas. I see no reason for discrimination. 

Mr. Harris. That is included in this bill that I introduced. 

Mr. LeBoevur. Yes. 

Mr. Harris. I have some difficulty distinguishing between what you 
have said in your rough draft and what I have proposed as criteria 
for a reasonable market price. Of course, if the Federal Power Com- 
mission uses its authority as the regulatory agency, naturally anyone 
could appeal the action. There is this one question that I was trying 
to finally resolve: The basic difference which you have presented to 
us here today, and which is at least intended to be presented in H. R. 
4560, is these special clauses; is that right ? 

Mr. LeBorur. The escalator 

Mr. Harris. Yes, and the favored nations and so forth. 

Mr. LeBorur., What we call in our private conversation the malig- 
nant type of escalation. 

Mr. Harris. If that type of contract, together with the criteria we 
set for new and renegotiated contracts could be given to the jurisdic- 
tion of the Federal fees Commission, would it substantially meet 
with your viewpoint regarding this whole program, giving the regu- 
latory body the authority to make a determination ? 

Mr. O’Hara. Would the gentleman yield? Do you mean as to exist- 
ing contracts ? 

r. Harris. Existing and future. 

Mr. LeBorur. Let me repeat to be sure I have absorbed your fu! 
question. If the bad type of escalation is eliminated from existing — 

Mr. Harris. Favored nation clauses, spiral escalation clauses, esca- 
lation clauses other than the type you mentioned with fixed amounts: 
if all of those were subject to the regulatory agency on existing con- 
tracts as well as future contracts, then would it substantially meet with 
your viewpoint on this program ? 

Mr. LeBorvr. If you eliminated the bad type of escalation, you 
permitted the type that we would go along with but made as a price 
of the producers insisting on that an opportunity for the pipeline and 
the producer to submit their increases to a judgment of the Federal 
Power Commission related to fair and reasonable rates, I personally 
would endorse that. 
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I make one possible legal distinction that I tried to make earlier, 
that I would still favor retaining the producers under the status of 
being natural-gas companies even though they would be otherwise 
relieved from all the burdens. That is, to my mind, an essential point. 

Let me pursue that a minute. I think, Congressman Harris, you 
shake your head very doubtfully. 

Mr. Harris. You cannot do one thing and turn around and not do it. 

Mr. LeBorur. You know as an experienced lawyer that if you and 
I as private contractors make a contract and one of us is put in a posi- 
tion where we cannot perform an important part, through no fault 
of his own, we are both excused. You and I know that if two com- 
panies having the status of an operation affected with the public in- 
terest make a contract, and our contract contains clauses found by com- 
mission, court, or Congress to be contrary to the public interest, those 
clauses go out. We may not, in that event, be excused from the per- 
formance of the other terms of our contracts, such as when people in 
the distributing end are paying far more for our gas than we con- 
tracted for. We are still taking the gas. 

I think if you are going to outlaw the malignant type of escalation 
clauses it is desirable from a legal and constitutional standpoint to 
be dealing with companies, both of which are affected with the public 
interest. I fear that your proposal, while it gets, perhaps, to the same 
practical end as what we are talking about, might be subject to attack. 

I come to the second point and that is that no company which has 
dedicated its service to a particular public supply should be allowed 
to cancel that contract without the approval of the Federal Power 
Commission for good cause shown. Again, the validity of that re- 
quirement is enhanced if the status of the parties is continued. That 
is purely lawyer’s argument. 

Mr. Harris. I appreciate it. I do not follow on it all the way, or, 
I might say, respecting your views, of course, I do not agree with 
you all the way. 

Mr. Chairman, I have used entirely too much time. 

Mr. Dies, I wanted to yield to you for a question. 

Mr. Dies. Did I gather from his testimony what he would like to 
do is to get rid of all the escalator clauses but keep the long-time 
contracts intact ? 

Would you be willing, Mr. LeBoeuf, to abrogate the contracts en- 
tirely and start over again and make the new contracts with the 
producers ? 

Mr. LeBorur. I want to make it rather clear, Congressman Dies, 
we have studied very carefully, and our impulse at the start was to 
eliminate all escalation. I think there may be good legal grounds 
for doing it, but that is not our proposal. We have definitely, in our 
proposal, divided escalation clauses into three types: What I call the 
malignant or bad type—— 

Mr. Dres. I followed that. 

Mr. LeBorur. And the second type are those that are expressly 
permitted without really putting any burdens of regulation on the 
parties, and the third type which would be particularly between 
affiliated interests, nonarm’s length transactions, where there would 
be regulation. 

_ Mr. Drs. But the point is you made long-term contracts know- 
ing that they had certain clauses. You knew when you made the 
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contract that it had clauses. Do I understand that you are willing, 
if we outlaw those clauses, to abrogate the entire contract, your long. 
term contract, and start over on a competitive basis and negotiate new 
contracts? That would be fair to the producer, fair to you, and 
everyone else. 

Mr. LeBorvur. I want to go right to the heart of your premise, I 
specifically speak for the knowledge and lack of knowledge of the 
lawyers and management of Con-Edison. We didn’t know until we 
were long into this ball game about these escalation clauses. Maybe 
we are charged with constructive notice, but we did not know about 
them. One reason is that as far as we are concerned, I think they 
first began to take effect only last August, and then we began to be 
concerned. But we were faced with going into a new field. We had 
hearings for months. It was so long that the price went up during 
the course of the hearings from 25 to 28 cents. We just didn’t know 
of those contract provisions. 

Mr. Dries. I understand your position. But I am asking you again: 
Do you propose to keep all your contracts intact and outlaw those 
special clauses or do you propose that we can give everybody relief? 

Mr. LeBogcr. I propose to do exactly the same thing that has hap- 
pened to the distribution companies, keep the contracts in effect. We 
have paid a higher price than we have contracted for, throw out the 
bad clauses. 

Mr. Dies. And keep what you want? 

Mr. LeBorur. Keep what we both want. 

Mr. Dries. That is in the public interest ? 

Mr. LeBorur. It goes both ways. 

Mr. Dries. That is all, Mr. Chairman. 

Mr. Harris. Thank you very much, Mr. LeBoeuf. 

The Cuatrman. The hour is noon, and the House has convened. 
The committee will adjourn until 2 o’clock this afternoon. 

(Whereupon, at 12 noon the hearing was recessed to reconvene at 
2 p. m. the same day.) 

AFTER RECESS 


The Cuarrman. The committee will come to order. 


STATEMENT OF RANDALL J. LeBOEUF, JR., ON BEHALF OF CON- 
SOLIDATED EDISON CO., OF NEW YORK, INC., NEW YORK, N. Y.— 
Resumed 


The CHatrmMan. Mr. Staggers, do you have a question ? 

Mr. Straceers. I do not believe I do, Mr. Chairman. 

The Cuatrman. Mr. Harris wanted one further clarification. Mr. 
Harris? 

Mr. Harris. Mr. LeBoeuf, when I was asking you about your total 
gas supply this morning, referring to your statement and the ap- 
pendix, it was noted that 31,729 million cubic feet was your annual 
sales for 1953. 

Mr. LrBorvr. That is right. 

Mr. Harris. That is based on 1,000 B. t. u.? 

Mr. LeBorvur. That is correct, sir. 

Mr. Harris. Under the 537 B. t. u. that would be about 60 billion! 

Mr. LeBorvr. Sixty-three, I think the figure was. 
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Mr. Harris. Was that your total supply or just what you sold to 
the public ? 

Mr. LeBorur. That is what we sold to the public. 

Mr. Harris. In 1954 we developed this morning that about 62 or 
63 billion cubic feet was your total sales? 

Mr. LeBoervr. I think it was 64,894 million. 

Mr. Harris. That was what you sold to the public; is that not right? 

Mr. LeBoevr. Yes, sir. 

Mr. Harris. I asked you what your total gas supply was, and I got 
the impression—and I think the record will show—that it was indi- 
cated that that was your total gas supply. 

Mr. LeBorur. Then the record should stand corrected. 

Mr. Harris. That is the reason I brought it up now. 

Mr. LeBorvur. That is the total sale to the public. 

Mr. Harris. What is your total supply ¢ 

Mr. LeBorvur. For the year 1954 it is 57,237 million cubic feet. 

Mr. Harrts. That is at 1,000 B. t. u.? 

Mr. LeBorvur. That is correct. 

Mr. Harris. But you sell it on the basis of 537 and use it on the 
basis; do you not? 

Mr. LeBorvr. Part is and part is not. There are certain areas 
where straight natural gas issold. That is Westchester and the north- 
ern part of New York City. The rest of it is 537 B. t. u. 

Mr. Harris. Then that would make, on the basis of the 537, a total 
of approximately 112 billion cubic feet, then, according to your annual 
report to the Public Service Commission of New York? 

Mr. LeBoevr. I think that is right, sir. 

Mr. Harris. According to that same report, we mentioned the 6 
billion cubic feet this morning, and I do this to show that of your total 
gas supply manufactured it is not approximately 20 percent as we 
indicated this morning, but it-is a much smaller percent. It is 6 to 112. 

Mr. LeBoevr. I think that is correct. I think that 20 percent came 
from some other source. 

Mr. Harrts. On the basis of that, then, you were paying the 32 
cents ? 

Mr. LeBoreur. That is correct. 

Mr. Harris. That is for your natural gas. And your cost of your 
manufactured gas, then, was on the basis of approximately $2.31 or 32 
cents? Well, I have from your report—and I do not want to inter- 
rupt you—$1.309 for 537 B. t. u. equivalent which at 1,000 would be 
a little less than twice that. 

Mr. LeBoevr. I think that is approximately right, Mr. Harris. 
The point that I am not quite clear about is whether there has been 
an adjustment there for line losses and so forth. 

Mr. Harris. About 5 percent, according to your report, for other 
uses and losses. 

Mr. LeBorvr. I would think that would be about right. 

_ Mr. Harris. I think it important to have the record show that there 
1s a whole lot more to this than about the 52 or 53 percent that is 
going into the consuming homes. You are utilizing 43 percent or 
more of your total supply in boiler fuel, in the production of your 
electricity which is competitive with coal and fuel oil. 

Mr. LeBorvr. I would like to say two things. One, to the extent 
gas is used for boiler fuel there is a fuel adjustment clause which 
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passes on any benefit, if there is any. The other thing, and the more 
significant thing to this committee, is that if we did not use it for 
boiler fuel purposes, the rates which we would have to pay for gas 
for distribution for gas purposes, and every other company on the 
Transcontinental pipeline would have to pay, would go up very sub- 
stantially. You see, that results from the fact that the Federal Power 
Commission has prescribed a two-part rate, a demand and energy rate, 
and under that formal rate only by maintaining the load factor 
through using gas for boiler fuel, which we and Long Island Lighting 
Co. do on our end of the line, can we keep down the rates for gas for 
gas consumer use. That, as I say, not only benefits the consumers of 
Consolidated Edison, but each and every company all down the line. 

Mr. Harris. I just wanted the record to show that there is a lot 
more to this than just the part that went into the homes of the con- 
sumers themselves. I just wanted to clear that up. 

Thank you very much. 

The Carman. Mr. Dolliver? 

Mr. Dottiver. Mr. LeBoeuf, I have been extremely interested in 
your presentation here because, unlike Mr. Harris, I do not represent 
a producing area of natural gas but we are in the consuming cate- 
gory. The constituents whom I represent have access to the northern 
natural gas supply. It is a very important source of energy. 

There are several matters in your statement that I would like to 
clarify a bit. 

In the first instance, you refer to a favored-nation clause which 
smacks to me of international relations. It has something to do with 
the reciprocal trade business almost. There is nothing involved here 
about that, is there? 

Mr. LeBorvur. No. 

Mr. Dottiver. Why do you use that phrase? 

Mr. LeBorvur. It has become a shorthand word of art in the regu- 
latory process in the Federal Power Commission. 

Mr. Dotiiver. What does it mean? 

Mr. LeBorvuFr. It means in essence that even though a producer 
and a pipeline have negotiated a contract and arrived at a price, that 
price may be altered by some extraneous circumstance. In the two- 
party favored nation, as we use the term, it would mean that if the 
pipeline company pays more to someone else, sometimes in the same 
field and sometimes in another field, for gas, then the original con- 
tract is altered so the price goes up to the amount the panos sa om 
was agreed on. If it is a three-party favored nation, then it worked 
that if producers in the field—maybe 99 percent of the producers—and 
pipelines have agreed on a price for gas, and someone else, not one of 
the pipelines involved, pays a higher price in that field, if the con- 
tract is so drawn, maybe for a trifling amount of gas, it can, as we 
again use the colloquial term, trigger the rates for all the other con- 
tracts that have been negotiated up to the second price. 

Mr. Doutiver. Then in the use of that term “favored nation” you 
simply have borrowed a phrase that has come into use in connection 
with the reciprocal trade agreements where the most favored nation 
entitles other nations to receive the same treatment in trade matters! 

Mr. LeBoevr. I think you are right, that that is the origin of it. 
But similar terms have been used in other fields than natural gas for 
some years. 
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Mr. Dottiver. When you are using the term “favored nation” you 
really are referring to favored company or favored producer, are you 
not ¢ 

Mr. LeBorvr. That is right, and to that extent I think the term is 
appropriate here. 

Mr. Doxxiver. Of course that leads me into a discussion of the 
question which you have outlined so well here, and which I have not 
had time to read, about these various escalator clauses. I suppose 
those are as varied as the contracting parties care to make them, are 
they not ? 

Mr. LeBorur. I think you could get a pretty good size book of 
escalator clauses without complete duplication of any two. At the 
same time, it is quite noteworthy in many of our pipeline companies 
contracts that a similar clause appears even on a similar page of printed 
contract, so that we do get into a statement, for example, that I have 
looked at the contract between Transcontinental and the X YZ pro- 
ducer, and on page 18 it has a 2-party or 3-party favored-nation 
clause, and then they go through the other producers in that field and 
find identical provisions. They are common and have been common 
since the period when the gas started moving to the North and to 
the Northeast. 

Mr. Dotiiver. Of course those escalator clauses are not only tied to 
the so-called favored-nation clause but they are tied to other consid- 
erations, are they not, with respect to the production of natural gas? 

Mr. LeBorur. Yes, some of them are, although most of them are re- 
lated to prices paid by either other parties or the pipeline in that field 
or other fields. That is the more common type. There is the clause 
we call the spiral clause, that I mentioned before. 

Mr. Dotiiver. Explain that, would you, or develop it for me? 

Mr. LeBorur. The spiral clause, which the Federal Power Commi»- 
sion for certain purposes has now outlawed, provides that if the pipe- 
line gets an increase in its price for gas, its rates, part of that increase 
goes back to the producer. When that happens, since the pipeline is 
regulated on the basis of its investment and its out of pocket expense, 
it, in turn, is in a position to come back to the Federal Power Com- 
mission for an increase in rates, because they are paying more for gas. 
Then that process keeps on. I think I was gramatically in error when 
I said it kept on to infinity, because as the purists tell me infinity is 
never reached, but it keeps on to the diminishing point. 

Mr. Dotiiver. That is the type of contract which in your proposal 
would be outlawed ? 

Mr. LeBorur. That is right. , 

_ Mr. Dottiver. That is, both these escalator clauses which are spiral- 
ing in character and also the favored-nation clause and perhaps some 
others that you specified in your statement. 

Mr. LeBorur. We tried to analyze as best we knew how from our 
actual experience, first to get the clauses that we considered truly to 
be contrary to the public interest. We would like all escalation out, 
aa see legitimate arguments by the producers for retaining some 
ot them. 

Mr. Dottiver. What type of escalation do you think is legitimate? 

Mr. LeBorur. I think an escalation clause, based on a definite 
out-of-pocked tax increase, on a gathering tax or a process tax, is a 
perfectly proper clause to retain, without any regulatory burdens 
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being added because of its retention. We have also felt that where a 
contract was entered into on the basis of, say, starting with 10 cents 
per thousand cubic feet and then at the end of 5 years it goes to 11, 
and in 10 years going to 12, and so on, that is what we considered a 
fixed price escalation. We have not, in our statement of principles, 
tried to outlaw that. In the first place, we can know in advance about 
that clause, and understand its effect. Of course, you understand the 
distributing companies are not parties to any of these contracts. I am 
afraid in answer to Mr. Dies this morning, 1 didn’t make that as plain 
as I should. These clauses are all in the contracts between the pro- 
ducers and the pipelines. But that kind of a clause permits the 
management of a distribution company to plan its future. He knows 
what is going to happen. It may even be advantageous both ways. 

If it is applied in the case of a new pipeline reaching a new area 
of the United States, for example. It may be a means of: encouraging 
low rates at the start while the gas is being absorbed into the market, 
even though it is a higher price at the end. 

In my explanation of that, of course we would not want legisla- 
tion that permitted the cancellation of these present contracts, 
Neither do we want contracts with escalation clauses which instead of 
substituting moderate definite amounts start with 20 cents and go 
up 5 cents each year, or anything of that sort. That is why I used the 
word “reasonable.” Those two types, according to our proposal, 
would be expressly permitted, and producers having those two types 
would only have the burden of having the contracts filed by the pipe- 
line in their behalf, and they would be subject to challenge only if 
they were made between affiliated interests or not at arms’ length. 
The burden of proof would be on the challenger. So as a erm 
proposition, that type of contract, if a producer had just that type 
of contract, either one of those two, he would be relieved from any 
of the practical burdens of regulation. 

Lastly, there are other types which we have not recommended to 
be forbidden as contrary to the public interest nor approved, of the 
nature of these two that I have just mentioned. Those, if a producer 
insisted on them, or if they were between affiliated companies, or 
they were entered into not at arms’ length, would be the subject of 
normal regulation. By that means, we believe that we have reduced 
the area of practical regulation upon the producers to a very narrow 
scope, and at the same time have given the producers who might have 
contracts of the third category a chance to bow out and be free from 
even that type of regulation. 

Mr. Dotiiver. You did not go in very deeply into the question of 
these contracts which you deem objectionable that are now in exist- 
ence, and the question of whether the Congress has the authority to 
violate the obligation of those contracts by passing the kind of law 
which you suggest. Here are some contracts in effect at the present 
time which, under your proposal, would be deemed objectionable, 
and if your proposal is passed they would be outlawed. 

Mr. LeBorvr. That is right. 

Mr. Dotutver. Do we not run into a constitutional limitation there 
about the obligation of contracts? 

Mr. LeBoeur. No, sir. 

Mr. Dotitver. What comments do you have about that ? 
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Mr. LeBoeur. I touched on that this morning, and I have cited in 
appendix 3 to our statement certain citations. But basically I think 
there can be no question of the power of Congress to legislate out of 
existing contracts clauses and practices which are contrary to the 
public interest in the opinion of Congress. Let me point out_you 
have in the antitrust laws, you have in the Interstate Commerce Com- 
mission Act, you have in the Public Utility Holding Company Act, 
and a number of other Federal statutes, instances beyond number 
which, as far as I know, have all been sustained as to their consti- 
tutionality, where Congress has deemed a particular practice to be 
contrary to the public interest. If there could be a doubt in any of 
those fields, there can be none here. The act was passed in 1938, 
the Natural Gas Act, which expressed in a finding in the preamble, by 
Congress, that it was in the public interest necessary because of certain 
conditions which had been revealed by congressional investigation to 
protect the consumer. 

The question arose in certain cases where the regulation followed, 
and the Federal Power Commission said certain contractual provi- 
sions, perfectly valid when they were entered into, are no longer en- 
forceable. And under this very act, those questions went up to the Su- 
preme Court, and I have cited a number of cases in that appendix, and 
in each instance it was held that where a business was affected with the 
yublic interest, Congress could legislate as to contracts which had 
an lawfully entered into prior to the passage of the act. So I think 
there is no question about it. I know Mr. Searls, for whom I have 
very high regard, suggested that there was some out because the 
producers are not public utilities, because they did not have a monop- 
oly. I think those were the two arguments, both of which were made, 
I believe, in the Supreme Court in the Phillips case and turned down. 
But the Supreme Court has applied the doctrine which I am advancing 
here in response to your question, in fields that are clearly not 
public utilities and not monopolistic. That was the very question in 
the Vebbia case, which I have cited. That was a control by New 
York State of the marketing of milk. The Supreme Court said the 
milk business is not a public utility, and Lord knows it is not a monop- 
oly. Any farmer can produce milk. Yet they said that the public 
interest was involved, and the contracts that were then entered into 
were void. The Sutter case was a water case and not a public utility 
and not a monopoly. 

Mr. Dotiiver. Would you go to the extent to say that all of these 
producer contracts could be set aside and start al] over again ? 

Mr. LeBorur. No, I do not think that would be in the public interest. 

Mr. Dotiiver. Do you think that kind of.a law could be passed 
constitutionally, by Congress? That is the extreme case. 

Mr. LeBorvr. Yes, that is the extreme. It seems to me that the 
power of Congress extends first to finding, competently and in good 
faith, that a certain practice is contrary to the public interest, and 
then to excluding that practice. I do not see why it necessarily fol- 
lows that any contract that has an improper provision should be can- 
celed just because of the existence of the one clause that is against the 
public interest. 

Mr. Dottiver. You suggested a moment ago that the company 
Which you represent, Consolidated Edison of New York, has no privity 
of contract with any producer of natural gas; is that correct ? 
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Mr. LeBorvur. That is right. 

Mr. Dotuiver. Yet, when you entered into a contract with the pipe- 
line companies which introduced natural gas into your system, dis- 
tributing in New York and environs, you undoubtedly knew what the 
contract was between the pipeline company and the producer, did 
you not? 

Mr. LeBorur. I have to confess, as I did to Congressman Dies, that 
we did not know. There may be some argument that we should have. 
Maybe we are even, talking lawyer talk, charged with constructive 
notice. But the fact is, when the pipeline companies came to us and 
they said, “We have gas in the South and we would love to get it to 
New York, will you buy it?” We looked into it and we said, “What 
price can you sell it to us for?” We considered all kinds of elements, 
cost of conversion, but frankly, whether we should have or not, we 
did not know of the existence of these favored-nation clauses, that 
type, what I call the evil clause. 

Mr. Doutiver. In any further contracts that the public-utility dis- 
tributing companies enter into with gas pipeline companies, I hope 
this hearing will put them on notice. They ought to find out what 
kind of a contract they have with the producers. 

Mr. LeBorvur. That is why we are in such a mess regulatorywise 

in the Federal Power Commission today. For example, the first time 
Consolidated Edison was met with the increase of costs resulting 
from these escalation clauses was last year, 1954, sometime. Since 
that time, just our company alone, and just dealing to date with 
Transcontinental Pipeline Co., is continuously appearing in, I do 
not know, 25 to 35 proceedings in the Federal Power Commission, just 
trying to deal with that problem. We run into this situation: It has 
been argued here before your committee, and it has been argued before 
the Federal Power Commission in the so-called R-142 proceedings, 
that when the Commission approved a certificate to a pipeline to 
engage in business, it had received contracts in evidence showing 
adequate gas supplies, and it has been argued that by approving the 
certificate, even though it was in the certificate case and not a rate 
case, the Federal Power Commission approved all the terms of those 
contracts on into the future, for 20 years, including changes by escala- 
tion. That is why we have been seeking in the Federal Power Com- 
mission to get some clarification. It is only last week or this week 
that I received a letter signed by the Secretary of the Federal Power 
Commission resulting from some of the inquiries, which now makes 
the flat statement that— 
There is no basis for interpreting the issuance of a certificate of public con- 
venience and necessity under the Natural Gas Act as rate approval of the particu- 
lar rates involved. The standard language used in the certificate orders makes 
this clear. 

Then they quote their standard language. But that is something 
that has been clarified fairly recently. We hope very earnestly that 
we can get out from under this intolerable burden of regulation by 
having the Commission take that position so that both the producer 
and pipeline companies and the distributing companies knows the 
scope of a proceeding there. We donot now. 

Mr. Dotttver. The fact is, then, that you have found yourself at 
the mercy of the pipeline companies, and they, in turn, at the mercy 
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of the producers as far as the cost of gas coming out of the well is 
concerned. 

Mr. LeBogvr. I do not think the producers would like to hear you 
say that. 

Mr. Dotiiver. I want to know whether you agree with that. 

Mr. LeBorvr. That sounds like an antitrust question. I am afraid 
there has not been the freedom of bargaining in negotiations in this 
field that there should be. I believe that the prime deterrent to free 
negotiation is these favored-nation clauses. If you and I agree on 
the terms of a contract, we negotiate it, for a long time, fight it out hard, 
and if then that rate can be changed by Congressman Bennett’s action, 
I say the forces of competition are not working in negotiation. 

Mr. Dotxiver. I do not know whether Congressman Bennett would 
be on your side or mine. 

Mr. LeBorvr. His action was well intended. 

Mr. Dotiiver. Let me turn now to another question which is of 
very great importance. 

You made the statement in answer, I think, to Mr. Harris’ question 
that a considerable bulk of the gas which is used in the area which 
you represent is used for industrial purposes and power production 


pur poses. 
Mr. LeBorur. I would like to repeat that, because apparently I 


haven’t expressed myself clearly. 

As far as Con-Edison is concerned, there is not a heavy use of gas 
for industrial purposes. What I said to Congressman Harris is that 
Con-Edison uses a good deal of gas for boiler fuel purposes in its 
steam electric plants to make electric energy. 


Mr. Dottaver. That is use by your own company ? 

Mr. LeBorvr. That is right. 

Mr. Dotiiver. What percentage is used for the production of elec- 
tric power, approximately ? 

Mr. LeBorvr. I thing Congressman Harris had a figure of about 
42.5 percent last year, 1954. 

Mr. Dotitver. In addition to that, there will be some further per- 
centage which goes to industrial use. I am trying to distinguish be- 
tween home use and industrial use. 

Mr. LeBorur. That would be more true in many other areas than 
it would be in New York City. 

Mr. Doturver. Would it be fair to say that more than 50 percent of 
the gas, the natural gas, used by Consolidated Edison is for nonhome 
use or nonhome heating purposes ? 

Mr. LeBoegvr. I think about 37 million M ec. f. out of 64 million 
went tohomes. That includes apartment houses. And then, in addi- 
tion, in our breakdown, we have general of 26 million, and that in- 
cludes also a certain amount of what you would call general home 
service but whatever industrial would have to be in that. 

bi is not a factor. It is in other parts of the country, but it is not 
with us. 

_ Mr. Dotxtver. One of the very serious problems, I assume, not only 
Inmy area but also in other consuming areas, is the various contracts 
that have been entered into by the distributors of natural gas with 
industrial users. When a distributor finds himself confronted with a 
large or even a small increase in the price that he must charge he finds 
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it necessary to charge all that increase against the home user. Why 
is that? 

Mr. LeBorevr. Well, as I say, that is not a problem in our territory, 
If I answer it, and I will try to, I am really paraphrasing what Mr, 
French Robinson said in his testimony. 

Where you have industrial customers, they are perhaps more sensi- 
tive to competitive fuels than a householder would be. ‘The capital 
cost of switching equipment to take oil or coal is not so much of a prob- 
lem with an industry, and they look at the costs over a long term of 
years. So when you reach a point in a company that is selling a large 
amount of industrial gas as well as commercial and home gas, where 
the industrial rate goes up so that the factory says, “We don’t want 
it any more,” then the distribution company has that gas on its hands, 

It has generally contracted to pay for it and on a load factor 
whether it uses it or not, in some contracts, with a minimum charge, 
So it either has to absorb that loss or increase the rates to the house- 
holders. That is the process. 

But as I say, in the particular area that I speak for, that does not 
happen to be as serious a problem as it is elsewhere. 

Mr. Dottiver. Do you have such a load factor in your operations, 
in your relationships with the pipelines ? 

Mr. LeBorur. We maintain the load factor and we are a large ele- 
ment in maintaining the load factor for every distributing company on 
the Transcontinental line, including small municipalities, by using the 
gas that we and they cannot use in the gas end of the business as boiler 
fuel. We are a very peculiar area, as you well realize, in New York 
City. I think we have something like 3 million monthly bills in the 
course of a year that are for less than it would cost to run a pilot light 
and not take any other gas. That means that we have millions of bills, 
3 million, of that category. Fifty percent of our bills are for less ora 
little over 500 cubic feet. It means that small apartment dwellers are 
having gas piped to them as a convenience but not really as a con- 
modity. They may cook with it, or they may go out for dinner. 
They do not heat with it, and they do not use it for any other purpose. 
That is our peculiar problem. 

Mr. Do.uiver. The producers of natural gas tell us who live ina 
nonproducing gas State that if they are not freed from the kind of 
regulation which is foreshadowed by the Phillips decision that they 
will use their gas at home and they will not ship it in interstate com- 
merce. Would you comment on that? 

Mr. LeBorvr. I would like to comment on that. I think the posi- 
tion, the fundamental position, of the group of companies that joined 
in my statement is that; one, that is probably somewhat exaggerated, 
and; two, we favor—and I want to make this crystal clear—fair rates 
for the producer. By that, we do not mean original cost less straight 
line depreciation, such as we are subject to. We want the producer, not 
only in its interest, but in our interest, to get an adequate rate. To 
my mind, that can be accomplished by regulation, or, under the pro- 
posal that we have made, by trying to free competition in large areas 
that can be occupied by competition. It is a means of getting the end. 
I do not think it is an answer to say “Exempt them from the status of 
natural-gas companies.” Either give them the kind of regulation that 
is just and reasonable for their peculiar kind of business or free con- 
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petition from the strangling effect of the favored-nation clauses and 
let the free enterprise sy ystem work. But one or the other is the solu- 
tion. Wetried to give a combination of the two. 

Mr. Dotutver. That is all, Mr. Chairman, thank you. 

The CHatrMan. Mr. Rogers? 

Mr. Rogers. Mr LeBoeuf, did you say that 50 percent of your cus- 
tomers have bills for less than 500 cubic feet of gas? 

Mr. LeBoevr. Fifty percent of the bills—I am talking of bills—in 
the course of a year are for slightly over 500 cubic feet. That is a 
monthly bill, not an annual bill. 

Mr. Rogers. How do they pay for that? I mean, what price did 
they pay per cubic foot for it 4 

Mr. LeBorur. Well, they paid a dollar minimum charge, and if 
they do not take any gas they pay that, and if they take up to 250 
cubic feet they still pay the dollar. The next thousand is 24.6 cents 
per hundred cubic feet. That means that it cost Con-Edison, just to 
be ready to serve a customer by providing local mains, billing, meter 

reading, emergency service, but not including any major distribution 
cotpeanla and standby facilities, about the same amount that it gets for 
the 500 cubic feet which represent about half of the bills rendered in 
the course of a year, w ithout a penny for gas. 

Mr. Rogers. What you are doing, though, is you are collecting on 
a rate of $2.89 a thousand cubic feet for that gas, are you not, “Mr. 
LeBoeuf ? 

Mr. LeBorur. Taking the first block, we corrected the figure that 
had been testified to here before. 

Mr. Rogers. I remember that, yes. 

Mr. LeBorvr. Taking the first block, it is $2.89. I can give it to 
you in other averages, but that is the first block. 

Mr. Rogers. In other words, if they used less than 1,000 cubic feet, 
they would pay on the basis of $2.89 a thousand cubic feet? 

Mr. LeBorvur. If they used up to 1,250 cubic feet they would pay 
on that basis. 

Mr. Rogers. They would pay on that basis? 

Mr. LeBorvr. Yes. 

Mr. Rogers. Mr. LeBoeuf, what is the average amount of gas used 
by a householder in those territories that Con-Edison serves ? 

Mr. LeBorur. We do not have that. I can tell you the average 
price that the householder, including the house heating householder, 
pays. 

Mr. Rogers. What is that? 

Mr. LeBorvur. $2.43. 

Mr. Rogers. $2.43 ? 

Mr. LeBorvr. Yes, sir. The total average for all sales is $2.20. 

Mr. Rogers. $2.20? 

Mr. LeBoeur. Yes. 

Mr. Rogers. Mr. LeBoeuf, the point I am making is that one reason 
your average is high insofar as your cost is concerned, is because a 
tremendous amount of your gas is sold in small units. That is, 
your amounts would be smaller where the people are paying in the 
high brackets, is that right ? 

Mr. LeBorvr. I think it is a fair generalization to say that the 
two reasons why our costs are higher in New York City than in some 
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other areas, but not all, is, one, the fact that we have so many people, 
as I have mentioned, who just take gas in teaspoonfuls. The other js 
the tremendous cost of doing business in the congested area of New 
York City. I was admiring your picture over the dias there this 
morning, and just thinking. If you are building a pipeline across 
those nice, green and brown fields, it would be pretty inexpensive, 
When you get into that lovely dream city in the center of the picture, 
where all the buildings are high, and perhaps there are subways, and 
underground electric lines, telephone and telegraph circuits, then you 
get into tremendous costs. Those are the two prime factors, sir. 

Mr. Rogers. But the utilities do pretty well, do they not, Mr, 
LeBoeuf, as far as return is concerned ? 

Mr. LeBorur. The New York utilities can only do up to about 6 
percent return on original cost. Con-Edison does not achieve any- 
thing like that and never has for 17 years in the gas end of its business, 
and it is worse off in the steam business. 

Mr. Roeers. Getting into another point, you said this morning, I 
believe, that you were engaged in private law practice? 

Mr. LeBogvr. That is right. 

Mr. Rogers. Is most of that confined to utility practice? 

Mr. LeBoevr. No, we represent industrials. 

Mr. Rocers. Do you ever represent any oil and gas people? 

Mr. LeBoevr. I do not recall any directly, sir, but one or two of our 
industrial clients have been fortunate enough to find some gas. 

Mr. Roeers. The thing that I am talking about is this: I was just 
wondering if you are familiar with the leases and contracts that are 
usually drawn insofar as the sale of oil and gas is concerned. 

Mr. LeBorvr. I am not as familiar as I would like to be, sir. I have 
tried to learn, but it takes time to absorb a new field. I feel the pro- 
ducers do not know very much about our business, and I confess to a 
like ignorance of theirs. 

Mr. Rocers. Do you think that is probably one reason you over- 
looked the escalation clauses? 

Mr. LeBoevr. It could be. Also the fact that we were not a party 
to the contract. If we had been putting our signature on the con- 
tracts that had these clauses, we would have known plenty about them. 

Mr. Rocers. That is one of the questions that I wanted to ask you 
about. Did I understand that at the time the people from the pipe- 
line company talked to you about gas, your people merely said, “What 
will you sell us the gas for?” And then they told you a price and you 
made no inquiry about whether or not they could continue to serve 
you, or what price it would come at at a later date? 

Mr. LeBorvur. I suppose we went into various matters. But, actu- 
ally, as far as the pipeline is concerned, I think that this was a contract 
in an area affected with the public interest, and if the rates were unfair 
one way or the other, that the Federal Power Commission had the 
— to alter them. So we were running a risk of the change of rates 

y the Federal Power Commission because they had ceased to be ade- 
quate to one party or the other. But we did not realize that we were 
going to have increases based on extraneous circumstances. 

Mr. Rogers. Mr. LeBoeuf, did you not have people present when 
this matter was heard before the Federal Power Commission, whet 
Transco got its certificate of convenience? Were not all of thos 
matters put into the record, the contracts that they had? 
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Mr. LeBorur. I was there most of the time, and my partners and 
associates were there all of the time. Those proceedings went on, I 
think, about 9 or 10 months. It took so long that the gas went u 
3 cents because the pipeline lost certain options. I cannot recall, o 
my own recollection, ever hearing of these clauses at that time or for 
a year or so afterwards, or any discussion of them. I may be terribly 
at fault that I did not. 

Mr. Rocers. Is this the first time you have made that known, that 
you did not know anything about the escalation clause? It seems odd 
to me, Mr. LeBoeuf. Of course I do not challenge your testimony. 
But it does seem odd to me that a man of your outstanding ability 
as a lawyer would overlook a clause in a contract regarding the sale of 
gas where you were going to buy it and were investing millions upon 
millions of dollars in assets to provide gas service to the people in this 
section up there, but srasinalall the price you were going to have to pay 
for it. 

Mr. LeBorur. We were looking to the pipeline company, and we 
were looking to the Federal Power Commission to protect us in our 
naying no more than was fair and reasonable. We did not look 
to extraneous circumstances, spiraling these prices up. Some of them 
can be ere out by me, showing substantial areas of the country 
where the field price of natural gas that is going into this public serv- 
ice has either doubled in 2 years or doubled in just the last year, gone 
from, say 6 cents to 13 cents. 

Mr. Rogers. I want to touch on that in just a minute, about the 
doubling part in percentages. 

The thing that is in my mind is simply this: Is it not a fact that it 
is your companies, the distribution companies, that did not worry too 
much about the contracts between the pipeline company and the pro- 
ducer because they did not feel that the situation could get out of hand 
because the pipeline companies had very favorable contracts with most 
of the producers in the field, and there was not a great deal of chance 
for it to go up very much to where it could affect your cost? 

Mr. LeBorur. We relied on, first, the representations of the pipe- 
line companies, with whom we alone had dealings, and then we relied 
on the Federal Power Commission. It may be along the line that 
you are suggesting, that we will have to go to the courts and seek a 
determination that these clauses, wholly apart from any legislation 
of the kind we seek, are illegal and unconstitutional. 

Mr. Rogers. Mr. LeBoeuf, I have known you by reputation, and 
your firm, for a long time. Your firm has done a great job in the 
legal field. But do you not believe that a man should have the right 
to contract in a commodity that he has, which belongs to him, without 
interference by a regulatory body? 

Mr. LeBorur. I do. But the courts have held otherwise when the 
business is affected with the public interest. 

Mr. Rogers. Do you know, that is the thing that worries me about 
America, that word “but.” Everybody is for free enterprise, but when 
it affects them they do not want to have anything to do with it. 

Mr. LeBorur. If you go further with your principle, which has 
great appeal, and then it goes all the way down the line, we do not get 
regulated on the receiving end and the producers do not get regulated 
on the starting end, with no difference between the two. 
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Mr. Rogers. Is not what you are advocating, Mr. LeBoeuf, the first 
step toward a complete centralization of Government ? 

Mr. LeBorur. In my judgment, not. I think you have put your 
finger on why a good many producers are worried. When I answered 
Congressman Harris’ question this morning about language for rate- 
making, I said that I personally would be “satisfied as a lawyer with 
the term “just and reasonable” but that we recognized that the pro- 
ducers were concerned that this was an opening wedge, and, therefore, 
speaking personally, and without authority from the group, I would go 
to putting up some criteria in the language of the statute so that the 
producers would be assured of fair prices, provided we free them so 
that those prices are arrived at competitively. 

Mr. Rogers. What you are advocating is simply this: As you said 
this morning, you are advocating a grez at thing, but you get the words 
put in there, “as long as these “producers remain in the status of a 
natural-gas company,” which puts them under the Natural Gas Act. 
In other words, you do not want them exempt. 

Mr. LeBorvr. I know what you have in mind. What you really are 
saying is that if the bill cures the evils, but says that the producers are 
not ni atural-gas companies, that is fine. Then that will not be a step 
to amending it, to add to the burdens of regulation which would be 
very light under our scheme. But, actually, I do not think that is ver Vv 
sound because, if Congress did that, the next year it could change it and 
put them back and regulate them to the hilt, and the Supreme Court 
has so held. Congress in the act which is in force at the present mo- 
ment, said as a result of an investigation this regulation is necessary to 
protect the consumers. I cannot see any practical difference or prac- 
tical danger to the producers between keeping the status so that the 
2 or 3 minor features of control are effective, and exempting them and 
then collaterally trying to get the same results. I do not care what 
status somebody gives meas long as I do not have to be bothered with it. 

Mr. Rocers. The only trouble with that is that it is a two-edged 
sword, it can work both ways. Whenever you bring it in under Fed- 
eral control, that is. 

Mr. LeBorvr. That is not the proper public policy. If it is two- 
edged, equally balanced, then you should put the consumer interest and 
the general public ahead of the oil companies. 

Mr. Rocers. What about the interest of those people that own that 
gas down there, that own the land under which the gas was found? 
Are we to cast that aside and forget all about it? Are we talking 
about the man who lives in the apartment house? Is he the only 
consumer ? 

Mr. LeBorvr. We are talking about the whole national economy. 
We are favoring in our proposal fair rates, and I mean really fair 
rates for the producer. 

Mr. Rocers. Do you not think you are getting them now ? 

Mr. LeBorvr. I cannot believe, when a large section of the country 
sells gas at 6 cents in the year 1953 and at 13 cents in the year 1954, 
that that is a result of any process of regulation or fairness or just- 
ness. It is some arbitrary, artificial stimuli that has functioned there. 

Mr. Rogers. Going from 6 cents to 13 cents in the field, do you 


mean ? 
Mr. LeBoevr. Yes. 
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Mr. Rocers. That is one thing that I am coming to. How much did 
it cost Consolidated Edison for gas before you switched over to 
natural gas ¢ 

Mr. LeBorur. That was a question that Mr. Harris asked this 
morning. We will have to look it up. I do not have the data. 

Mr. Rocers. To refresh your memory, was it not shown to be around 
$8 cents in your report, in your annual report to the New York Public 
Service Commission ? 

Mr. LeBorur. Of what year are you speaking ? 

Mr. Rogers. 1950. 

Mr. LeBorur. And what items are included ? 

Mr. Rogers. Or prior to 1950. I do not know the items. Did you 
not have it broken down, Mr. LeBoeuf, into a thousand-cubic-foot cost ? 

Mr. LeBoervur. I do not know. Iama lawyer. 

Mr. Rogers. I understand that. But I thought you would know 
about that. 

Mr. LeBorur. No, I cannot tell you except as I answered this morn- 
ing. The general effect of introducing natural gas into Con-Edison 
territory has been to prevent rate increases to some extent. 

Mr. Rogers. Let me ask you this about that: The information that 
I have, and it came from the report, from the report filed by Con- 
Edison, was that the cost of gas declined from 88 to 31.3 cents. That 
was the gate rate cost of natural gas, and it resulted in a saving in gas 
cost of 56.7 cents per thousand cubic feet over manufactured gas. 

Mr. LeBorevr. Those figures do not sound familiar. If you wish 
me, I will obtain them from the companies. 

Mr. Rocrrs. I wish you would, because I think it is very important. 

Mr. LeBorvr. I will be very glad to have them supplied. 

Mr. Rocers. Has there been a reduction in the rate to the residential 
users since you switched over to natural gas ? 

Mr. LeBorur. No. I don’t think you can say there has been. There 
have been adjustments of rates to some extent; but I would say not. 

Mr. Rogers. Do these figures 

Mr. LeBorur. Excuse me. It might well be in the year that you are 
referring to—I think there was 1 ‘year—when Con-Edison did not 
make ae money in its gas business to pay the expenses, maybe the 
next year. AsI say, we have earned about 2.2 percent return on origi- 
nal cost over the last 17 years. 

Mr. Rogers. Con-Edison is still in business, is it not ? 

Mr. LeBorur. Not asa result of the gas department. 

Mr. Roerrs. Do these figures sound familiar to you, that in 1950, 
your net operating revenue of your gas department was $5,189,000, 
and it increased in 1951 to $8,112,000? 

Mr. LeBoevr. I think that is correct, sir. 

Mr. Rogers. What would account for that increase in revenue, Mr. 
LeBoeuf? Do you know? 

Mr. LeBorur. There would we a composite of a certain amount of 
growth of load, although I notice that the next year it declined. 

Mr. Rocers. To how much ? 

Mr. LeBorur. $7,761,000. Next year it went to $7,062,000, and 
in 1954 it went up to $7, 918 ,000. 

Mr. Rogers. In that time, how much did your average field prices 
of natural gas that was supplied to you by Transco increase? 

Mr. LeBorur. We have no knowledge of that. 


61557—55—pt. 1-46 
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Mr. Rogers. You have no knowledge of how much the field price 
increased? How much has the _— to you increased insofar as the 
pipeline corporation is concerned ? 

r. LeBorvr. In that period, as I say, when we negotiated with 
Transco, we were talking about 25-cent gas. By the time the Com- 
mission had passed on it, it was 28 cents. That, I believe, continued 
until 1953. Then we began getting—— 

Mr. Rogers. What is that now? 32? 

Mr. LeBorur. I have not looked. It is kind of like the stock 
market. It changes. Only it is always going up, unlike the stock 
market. It is about 32. 

If the current proceedings in the Federal Power Commission go 
through as threatened, it will soon be 36 cents. 

Mr. Rocers. Mr. LeBoeuf, as a point of that, I believe you testified 
that your average bill was $2.43; is that correct, per month? 

aoe LeBorvur. The average residential customer pays $2.43; that is 
right, sir. 

Mr Rocrrs. If you increased that average residential user’s bill 
by the full amount of the increase in cost of gas to you, which would 
be around 7 cents, his bill would increase from $2.43 to $2.50; would 
it not? 

Mr. LeBorvr. It has reached the point where it is having a very 
drastic effect right now. We had some figures that were very inter- 
esting. They showed the cost of gas in each year. That is, gas to 
the consumer. 

They showed the cost of fuel oil of the type that a consumer 
could use in his home. When we started at this 28-cent rate, we 
anticipated and received, of new homes, about 90 percent house 
heating jobs with gas. The minute this rate got up to the present 
amount, that 90 percent dropped to about 40 percent. That showed 
the sensitiveness of it. 

When you see that in the best year in 17 years we have earned 
a 3.5 percent return, you are facing a situation where somebody is 
thinking that you just do not go to the Public Service Commission 
and say, “Under your practice we are entitled to 6 percent, let’s 
boost the rates,” because we are afraid of destroying the poor busi- 
ness that we have. And remember, after all, the stockholders are 
people, too. 

Mr. Rogers. I understand that. Most of them burn gas, and we 
appreciate that. 

Mr. LeBorvr. I don’t know. I can’t get the Long Island Light- 
ing Co. to give me gas in my house. 

Mr. Rocers. They can have all these indirect comparisons and 
figures on these things, but we cannot get the cost of that gas that was 
manufactured before you changed over to natural. I think this, I 
think when that figure comes in, it is going to show that there was a 
tremendous reduction in the cost per thousand cubic feet of gas and 
I do not think that the records will show that was passed on to the 
consumer. 

So I cannot have much sympathy for the crocodile tears that have 
been shed for the consumer. 

Mr. LeBorur. The record will show that the introduction in natu- 
ral gas has not produced, in the Con-Edison territory, any substantial 
rate decrease to the consumer or any substantial profit to the investor. 
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Mr. Rogers. If it was reduced by 56 cents a thousand cubic feet it 
would mean about $17 million profit in 1954 in your operation, would 
it not? 

Mr. LeBoevr. As I said this morning, you raise the price of gas in 
the fields 1 cent, and that is an increase in valuation of admitted re- 
serves of $2 billion. 

Mr. Rogrrs. Yes, sir; I understand. 

Mr. LeBogvr. I think that is the figure that is really the one that 
our friends among the producers have theireyeon. They say, “Divide 
up our $2 billion among a lot of common ordinary citizens, and it is 
only a few cents. That is not very important.” I do not hold with 
that. 

Mr. Rogers. Mr. LeBoeuf, there has been a lot of talk about millions 
of dollars and billions of dollars, and I imagine we will get into the 
trillions about it. But the fellow I am talking about is the $2.43 
customer you are serving, and if you increase the field price 1 cent and 
take it clear along through the pipelines and clear through your dis- 
tribution system, and charge it to his bank account, it is 1 cent, is it 
not? 

Mr. LeBorvur. It may be, but it is $2 billion to the boys at the other 
end. 

Mr. Rogers. Now we get to the boys at the other end. I am one 
of those boys. I had a letter the day before yesterday. I had even 
forgotten that I did own any gas. If I said to the committee that I 
did not own any, I confess that I do. 

I do not know, but it is some infinitesimal interest that I got a num- 
ber of years ago and did not know it was under lease. The letter said, 


“Your interest is so infinitesimal that we don’t care whether you sign 
a division order or not.” — 
It seems that I did not sign a division order, evidently because it had 


some of the small print. “So we are going to send you a check.” And 


| imagine it will be about 25 cents. Those are the fellows I am talking 
about on the other end of the line, the little fellows. 

Mr. LeBorvur. Well, if confession is good for the soul, let me join 
with you. I have a few of my small pennies in the stocks of these pro- 
ducers and I think it is a very good place to have it the way they are 
doing business. 

a me I want to find out whose yours are. Mine have not 
paid off. 

Mr. Harris. That is not what that cent increase would amount to 
in the consumer’s home. Let the record show that you said a while 
ago that 36,728 million cubic feet went for residential purposes out 
of your total of approximately 112, which means that about 80 million 
cubic feet of that gas goes into your industrial, commercial, and boiler 
service, which means a tremendous amount with reference to the total 
price that you pay for the fuel for those industrial and boiler purposes. 

There is where the big money comes in. 

Mr. Rocers. Mr. LeBoeuf, on that particular point, you are, at 
the present time, getting natural gas at a price that is in conformity 
with the general economy, are you not? 

Mr. LeBorur. No; it is at very close to the breaking point. You see, 
New York being a seaport, and being favored in certain respects, gets 
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oil for rather a low price. We are not with a secure margin at the 
present time. 

With the escalations, favored nations, price redeterminations, and 
the rest of the tribe of clauses, we are in great and sincere concern that 
we are going to be priced out of the market. What we are going to 
do at that time, we do not know. 

Mr. Rocers. Let me ask this question in that regard: Do you think 
it is fair for a man to enter into a contract to sell his gas for 6 cents 
a thousand cubic feet for a period of 20 years, and in an effort to pro- 
tect himself put a clause in there where he can get more for his gas 
if it becomes more valuable, that he ought to have the clause to protect. 
him taken out and still be held for the 6 cents and the 20 years? 

Mr. LeBorevr. There are 2 or 3 answers to that. One, you are talk- 
ing about fairness. If he is to have a change in the price, it seems to 
me that in fairness that change ought to be one that is justified by 
some kind of a standard. That either means, to my simple mind, 
some neutral agency determining that he is justified to have some in- 
crease, or it means some freedom of negotiation; whereas the way 
these escalation clauses have functioned, he gets an increase not because 
he has greater expeftises, but because something else has happened to 
one of his neighbors or somebody out in the Gulf of Mexico. 

I do not think that is fair. 

Mr. Rogers. It is his property, is it not, in the first instance? 

Mr. LeBorur. He has dedicated it to a public service, and he has 
taken the risk of regulation, just like we thought we were buying gas 
for 25 cents and we are buying it now for 32. We took that chance 
and he took the same chance. 

Mr. Rocers. Mr. LeBoeuf, you say he has dedicated it to a public 
purpose. When did he dedicate that to the public purpose; when he 
made a trade to sell it to the pipeline? 

Mr. LeBorvr. Yes, sir. 

Mr. Rogers. He did not dedicate it to a public service insofar as 
the producers are concerned. He did not say it was going into a resi- 
dential place, did he? 

Mr. LeBorvur. He was selling it for that purpose. Let him sell it 
to a local industry and he would not have that problem. 

Mr. Rogers. Suppose he sold it to the pipeline company and thought 
at the time that it was going to Louisville, Ky., to make whisky out of. 
That would not be a public purpose, would it? 

Mr. LeBorur. Well, I do not know! 

Mr. Rocers. I mean, it would not be sufficient to warrant the inter- 
ference of regulations. It isn’t regulated now. 

Mr. LeBorvur. You completely distracted my mind with your 
charming example. 

Mr. Rocers. The thing I am thinking about is this: That I do not 
think it is fair to undertake to regulate the cost of a commodity with- 
out giving the man at least the election of deciding whether or not he 
is going to sell it for that purpose. 

Under the interpretations of the Natural Gas Act, a producer and 
gatherer who was selling his gas into the pipeline had not dedicated 
it to anything so far as he was concerned, because he was exempt. 

Mr. LeBorvr. You are rearguing the Phillips case. 

Mr. Rocers. I understand. But I mean it is very dear to my heart 

Mr. LeBorvr. I realize that. 
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Mr. Rogers. I do not want to bore you. 

Mr. LeBoevur. I have often felt the Supreme Court was wrong, but 
I have always had to eccept its decision. é 

Mr. Rogers. But, Mr. LeBoeuf, that man was taken into something 
by a decision of the Supreme Court in which he had no election what- 
ever; was he not? 

Mr. LeBorvur. And perhaps the distribution companies have been 
taken into a situation equally. 

Mr. Rogers. Well, I feel sorry for them, and some of those, but let 
us talk about the producer right now. 

That fellow cannot get out of that. He was caught in the web and 
he cannot get out of that unless the Federal Power Commission lets 
him out. 

Mr. LeBorur. All right. Is he hurt? If he is hurt, can’t he go to 
the Federal Power Commission and get fair rates? 

Mr. Rogers. Now you are pointing up, I think, what your argument 
boils down to. It is that the man, the producer, must do 1 of 2 things. 
He must subject himself to Federal control, or he must give up his 
escalation clauses. 

Mr. LeBorur. I think that choice is in the public interest, sir. 

Mr. Rocers. But he has no choice as to whether or not he continues 
to sell his gas to the people he contracted with. 

Mr. LeBorvur. I think that is true as a matter of law. Once they 
have entered into a business affected with the public interest, whether 
it is utility, whether it is monopoly is immaterial. I think they can- 
not get out of that business without just cause shown. That has been 
held in a great many fields. 

Sometimes bus lines and railroads have operated at a loss and have 
wanted to get out of the business but they have been told no. 

Mr. Rogers. Yes, sir; but when they got into that business, they 
knew what they were getting into; did they not? 

Well, there 1s one other thing. The reason I say that is this: that 
that fellow, the producer, was under the impression that he was not 
under the jurisdiction of the Federal Power Commission, and he was 
caught in the web by the Phillips decision. 

I take the position that if we are going to follow that line of think- 
ing as evidenced by the Phillips decision, which I think is very danger- 
ous to this country, because I think it is going to centralize the Gov- 
ernment, and I think the quickest way to socialism that we all hear 
about is through a central government in Washington—well, I think 
We are going to find that out in a few years. 

Mr. LeBorur. Mr. Rogers, would not a logical conclusion from the 
philosophy you have just stated, and one which might appeal to your 
sense of fairness, be to cut out the malignant type of escalation clauses 
as of June 7, 1954? 

Mr. Rocers. I do not like the use of this term. They call it malig- 
nant. Why didn’t you call them communistic ? 

Mr. LeBorur. No; because there is no sharing even under that type! 

Mr. Rogers. Everybody has gotten scared of cancer and communism, 
£0 it has become popular to associate one or both with anything you 
might be against. 

I do not think you ought to do away with it. I do not think you 
ought to infringe on a man’s contract, and I think when you do you 
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are begging the question, and you are getting clear away from the 
Constitution when you do that. 

Mr. LeBorvr. Read the decisions I have cited attached to my 
memorandum and you will find that the courts have done the opposite. 

Mr. Rogers. Yes, sir. But sometimes, like you, I differ with the 
courts, 

There is one more thing that I want to point out, and that is this: 
I am sure you did not intend to mislead the committee or anyone else 
with your reference to these so-called third party favored-nation 
clauses, but I believe that you made reference to a situation where you 
said that a single well increase could trigger favored-nation clauses 
throughout the entire field, and then you referred to these favored- 
nation clauses that you have in your statement. 

That would not be literally true, would it, Mr. LeBoeuf, that one 
well owner could trigger favored-nation clauses in the entire field ¢ 

Mr. LeBorvur. I don’t know whether it is 1 well or 1 contract, but I 
certainly can give you examples that I believe would shock you. 

Mr. Rogers. Well, would not these examples that you refer to re- 
quire that the same daily quantities over the same period of time be 
made? In other words, one sale at a higher price of a large quantity 
would not trigger those so-called favored-nation clauses. 

Mr. LeBorvr. The clauses are drawn in various ways. ‘There is one 
that we run into where in February 1954, Transco signed a contract 
with the Dixie Co. for gas in the Gwinnville field of Mississippi at an 
initial price of 18 cents. The contract contained a favored-nation 
clause keyed to Transco’s purchases in the Pistol Ridge Maxie field. 
live months later Transco entered into a contract with Sun Oil for 
the purchase of gas in the latter field at 20 cents. That triggered the 


— in the Dixie contract before service had ever started in Dixie and 
before Dixie had secured the approval of the Federal Power Com- 
mission. 

Then the contract contained a third party price redetermination 
clause, which is keyed to purchases in a 24,000-square-mile area in the 


States of Mississippi and Louisiana and the Gulf of Mexico. The 
Pistol Ridge area is about 20 square miles. 

I have a map here which shows the area of gas production which 
can be affected by that 1 operation, that 1 contract. Whether it was 
a single well or not, I cannot tell you. But it seems to me shocking 
that the sales in 24,000 square miles, the Gulf of Mexico, Louisiana, 
and Mississippi, can be affected by a small field such as the one in- 
volved here. 

I would like, Mr. Chairman, to have the permission to file con- 
tract provisions that I have just referred to, and the map that I have 
just referred to as part of the record. 

The CuarrmMan. Without objection they will be received. 

(Documents referred to follow :) 
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PRICE PROVISIONS OF A NATURAL GAS CONTRACT BETWEEN A PRODUCER AND A 
PIPELINE COMPANY CONTAINING PERIODIC FIxED PRICE INCREASE ESCALATION, 
PRICE RENEGOTIATION CLAUSE, PRICE REDETERMINATION AGREEMENT BASED ON 
Prices Pap spy THIRD PARTIES, TAX INCREASE ADJUSTMENT CLAUSE, T'WO-PARTY 
FavorED NATION CLAUSE, AND EsCAape CLAUSE * 


ARTICLE XI 


PRICE 


1. Buyer shall pay seller not less than the following prices: 

(a) For gas hereunder delivered, or required to be paid for if tendered and not 
taken, during the first 5 years of this agreement buyer shall pay seller 20 cents per 
thousand cubic feet ; 


ee 


18un Oil-Transcontinental contract, Pistol Ridge and Maxie Fields, Miss., July 7, 1954 
(FPC Docket No. G—2367, Application Section O, Contract No. 990). 
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(b) For gas hereunder delivered, or required to be paid for if tendered and 
not taken, during the next 5 years, buyer shall pay seller 22 cents per thousand 
cubic feet; all on the measurement basis set forth in article VII. 

2. Within 6 months prior to the end of each 5-year period of the term of this 
agreement, buyer and seller shall endeavor to agree upon the price to be paid for 
gas delivered hereunder during the following 5-year period (or such lesser period 
as shall remain in the unexpired term hereof), which in no event shall be less 
than the price paid by buyer for the preceding period. In the event the parties 
hereto are unable to reach an agreement upon such prices within 30 days prior 
to the beginning of such period, then the same shall be referred to arbitration 
in accordance with article XVIII. 

3. In order to determine the new price, the parties or the arbitrators shall 
determine the 3 highest prices, each of which is the weighted average price 
(weighted for time only) provided to be paid during such period by each of 
8 different purchasers of gas for resale in interstate commerce in arm’s-length 
agreements paying the highest prices to producers for gas being produced from 
a field or fields lying within that portion of the States of Mississippi and Louisiana 
and the Gulf of Mexico described as follows: 

South of a line drawn across the north boundary of Adams, Franklin, 
Lincoln, Lawrence, Jefferson Davis, Covington, Jones, and Wayne Counties, 
Miss., and east of the Mississippi River, south of said line, including 
those parishes in the State of Louisiana lying each of the Mississippi River, 
and north of the 29th parallel as it extends from the South Pass of the 
Mississippi River Delta to a point of intersection of a projection of the 
Mississippi and Alabama State boundary. 

which agreements are in existence at least 60 days prior to the expiration of said 
6 months’ period. Each of such agreements must be for a term of not less than 
the unexpired term of this agreement. The prices so determined shall be fixed 
to the nearest one one-hundredth of 1 cent per cubic foot for each of the 
respective periods based upon the determinable prices in such agreements. In 
the event the contracts considered in determining the average price hereunder 
contain provisions varying from the corresponding provisions of this agreement 
with respect to tax allowance, methods of computation of quantities, differences 
in minimum take or pay for obligations and other differences in pressure base or 
payment for gathering, compression, quality, dehydration, or any other matters 
having a direct bearing on price, then the variation in such provisions, 
and actual differences in cost to buyer for gathering, compression and dehydra- 
tion, shall be taken into account and appropriate adjustment in the stipulated 
prices set out in such agreements shall be made to compensate for such variation 
to arrive at an average price which shall cover the deliveries and receipts of 
gas under conditions comparable to those set out herein. The price to be paid 
for the said period shall be the average of such three highest prices as calculated 
above, but not less than the price paid by buyer for the preceding period. 

4. If at any time during the term of this agreement any new or additional 
occupation, production, gathering, severance, or sales tax, or taxes of similar 
nature or equivalent in effect, in excess of the rate prevailing as of the date 
hereof, shall be validly imposed by any lawful authority on the gas delivered to 
buyer pursuant to this agreement or on the production or gathering thereof, or 
on the sale thereof, or be otherwise directly measured by the volume or value 
of such gas, so that seller shall be required to pay such increase either directly 
or through reimbursing others, buyer shall, subject to the conditions hereinafter 
set forth, pay to seller three-fourths of any such increase in taxes or three- 
fourths of such new taxes: Provided, however, That in computing such increases 
in taxes there shall not be included increases in income taxes, capital-stock taxes, 
franchise taxes, general-property taxes, or such other taxes of like nature as 
may hereafter be imposed. In case any such adjustment in taxes is to be made, 
seller shall notify buyer immediately and shall within 90 days prepare and submit 
to buyer a statement setting forth the amount of such new or excess taxes that 
it has paid, and within 30 days after submission of such statement an adjustment 
between parties hereto shall be made by buyer reimbursing seller to the extent 
of three-fourths of such new or excess taxes as herein defined which seller shall 
have so paid. 

5. (a) Buyer agrees that if, during the term of this contract, it purchases 
from any producer (same being nonaffiliated producer), in arms-length agree- 
ments, gas being produced from a field or fields lying within that portion of the 
States of Louisiana and Mississippi and the Gulf of Mexico described as follows, 
to wit: South of a line drawn across the north boundary of Adams, Franklin, 
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Lincoln, Lawrence, Jefferson Davis, Covington, Jones, and Wayne Counties, 
Miss., and east of the Mississippi River, south of said line, including those par- 
ishes in the State of Louisiana lying east of the Mississippi River and north 
of the 29th parallel as it extends from the South Pass of the Mississippi River 
Delta to a point of intersection of a projection of the Mississippi and Alabama 
State boundary, for a firm term of not more than 20 years and not less than the 
unexpired portion of the term of this agreement, with a daily contract minimum 
of not less than 80 percent of the daily contract quantity as such terms are 
herein defined, at a price or under other provisions bearing on price more favor- 
able to seller than the price and provisions bearing upon price in this agreement, 
buyer shall thereupon notify seller in writing of such other purchase, submitting 
to seller a copy of the new gas-purchase contract under which buyer is so pur- 
chasing such additional gas, and buyer shall elect and advise seller at such time 
whether it is willing to buy gas hereunder during the remaining life of this 
contract at the price and subject to the same terms and conditions, having a 
bearing on price, of the said purchase contract. In the event the contract con- 
sidered to determine the new price hereunder contains provisions varying from 
the corresponding provisions of this agreement with respect to tax allowances, 
methods of computation of quantities, difference in minimum take or pay for 
obligations and other differences in pressure base or payment for gathering, 
compression, quality, dehydration, or any other matters having a direct bearing 
on prices, then the variation in such provisions and actual differences in cost to 
buyer in gathering, compression, and dehydration shall be taken into account 
and appropriate adjustment in the stipulated prices set out in such agreement 
shall be made to compensate for such variation to arrive at a new price hereunder. 

(b) Seller shall have the right to elect, upon written notice to buyer within 
30 days after the receipt of buyer’s new gas-purchase contract, to make deliveries 
of gas covered hereby during the remainder of the term of this contract in 
accordance with the provisions of paragraph (a) of this article. 

(c) If buyer elects, pursuant to subparagraph (a) of this paragraph, not to 
purchase the remainder of the gas under such terms more favorable to seller, 
for the remaining term of this contract, seller shall have the right, upon 30 days’ 
written notice to buyer to terminate this contract. 

6. If, however, the price for gas which seller is obligated to receive hereunder 
or which buyer is obligated to pay hereunder is reduced by order of any court 
or governmental regulatory authority, Federal or State, or should the Federal 
Power Commission or any successor board or commission which takes over the 
functions of said Federal Power Commission, by reason of this contract extend 
its jurisdiction in any manner to the production and gathering of gas for 
delivery under this contract or to the purchase and sale of gas or to any such 
acts, then at any time thereafter seller shall have the right, by written notice 
to buyer, to terminate this agreement. 

In the event of termination of this contract under the provisions of the imme- 
diately preceding paragraph, seller shall nevertheless not enter into any other 
agreement as to the subject matter hereof, the effective result of which would 
place seller under the jurisdiction of the Federal Power Commission, or any 
successor body thereto, without first giving to buyer the right and option to 
reinstate this agreement for the remaining term thereof. Buyer shall exercise 
such option within 30 days after written notice from seller of its intention to 
enter into such other rea 


Mr. Rocers. But as I said a minute ago, it would be more or less 
an oddity if the increase in price in one single well triggered off 
a favored-nation clause. That is sort of a strange business. 

Mr. LEBorvr. Unless it happened; it would be an oddity generally, 
but the danger of that also has an adverse effect, Mr. Rogers. Some- 
times you have a field and a given pipeline would like to get some addi- 
tional gas in that field. It is afraid of triggering the effect on its exist- 
ing larger contracts. It just needs a small amount of additional gas. 
Rather than trigger many contracts in that existing field, it may go 
on an uneconomic extension of lines to a different field where ha ypily 
they are not under the effect of that kind of a favored-nation cldbe, 
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Mr. Rocers. What do you mean by “uneconomic extension” ? 

Mr. LeBorvur. From the standpoint of serving the public. The 
pipeline’s pipe in the first field may be adequate to buy the small 
amount of additional gas, but it goes to the expense of building a 
new pipeline to another field. The lateral, call it what you will, 
just to avoid triggering the gas prices in the first field. 

Mr. Rocrrs. You mean by “uneconomic” that it would require this 
company then to go in and ask for an increase in price that would 
have to assed on to the consumer ? 

Mr. LeBorur. That is right, and get a 6-percent return on that 
additional pipeline which was unnecessary for the purpose of getting 


as. 
7 Mr. Rocers. You mean that that would be less than the additional 
amount they would have to pay because they triggered these other 
contracts ? 

Mr. LeBorvr. Presumably if the pipeline management is compe- 
tent, that may be true. 

Mr. Rocers. You admit that prior to the time that they had these 
pipelines in the East there were many favorable contracts made for 
gas, favorable to the purchasers of the gas ? 

Mr. LeBorur. We came in late. I have not heard so much about 
them. 

Mr. Rocers. You mean your company came in late? 

Mr. LeBorvur. Yes. We only commenced receiving gas in 1951. 

Mr. Rogers. But you are buying from the pipeline company ? 

Mr. LeBorvr. Yes. 

Mr. Rogers. You testified this morning that you had no direct pur- 
chases from gas producers. 

Mr. LeBorvur. That is right. The history with us is that the pipe- 
line company sought us out as a market in order to get rid of gas which 
was seeking a market in Texas and Louisiana. It was not the other 
way around. 

Mr. Rocers. You understand that the 20-year contracts that you are 
talking about; that is, insofar as the producers are concerned, might 
be at a very low rate and insofar as the owner of gas is concerned, 
what he receives for his gas is very small. 

Mr. LeBorvur. Maybe. 

Mr. Rogers. Do you think it would be fair to hold him to that small 
price if the value of gas has itself increased measurably ? 

Mr. LeBoevr. If the price is unfair, then let them go to a regulatory 
body and get a fair price. 

Mr. Rogers. You scare me when you keep talking about everybody 
going to these regulatory bodies. What I am trying to do is to get 
away from them. 

Mr. LeBorur. So are we. We are trying to seek the minimum area 
of regulation. We may be awfully wrong in our ideas, but we have 
tried to think it through practically with the judgment of a great many 
executives in a number of companies with a great many years of ex- 
perience and a few years of very unhappy exeperience in the Federal 
Power Commission. 

Mr. Rogers. Just one more question, Mr. LeBoeuf. You said that 
this was getting very close, from an economic standpoint, to the break- 
ing point insofar as price is concerned on gas; that is, the price you 
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are paying for gas. However, at the price you are paying presently 
you can compete with fuel oil, and you can compete with coal, can you 
not? 

Mr. LeBoevr. It fluctuates as far as fuel oil is concerned. I am 
talking about our prices to our customers as compared with fuel oil. 

Mr. Rocers. Yes. 

Mr. LeBoevr. It is very close. Gas has two factors: One, certain 
convenience of handling which the average householder will pay a 
little bit more for; the other thing is that when we talk about the 
little fellows, we have tens of thousands of little fellows who build a 
$10,000 house and maybe $1,000 of it is the furnace and the gas stove, 
and he relied on us for fair rates. 

We relied on the pipeline and the pipeline presumably relied on the 
producers. When that little fellow gets a boost, it may be more 
than he could buy oil for, but he has not got the capital to go out and 
replace his equipment. 

Mr. Rogers. Mr. LeBoeuf, if that gas was given to you by the pro- 
ducer and carted to New York by the pipeline company and handed 
to you free of charge in your distribution system, the cost to the con- 
sumer would still be over $2 a thousand cubic feet, would it not? 

Mr. LeBorur. I do not know. That is something for a rate en- 
gineer to figure. 

Mr. Rogers. If you are only paying 32 cents, and your average is 
$2.43, or what was it you said this morning ? 

Mr. LeBorur. Average of all customers, $2.20. 

Mr. Rocers. It would be about $1.90 a thousand cubic feet, if you 
got the gas free ? 

Mr. LeBorvr. I do not know. You have questions of peak shaving 
and other factors in there that are very capa I am not competent 
to answer them. 

Mr. Rocers. These complex things are things that disturb me. It 
is always John Doe the consumer that gets caught in those com- 
plexities, and the price always goes up to him, and the producer is 
getting a very short end of this business and being criticized. 

Mr. LeBorvr. When you get all through and the cost of gas goes 
UP» it’s the consumer who is worse off whatever the situation was be- 

ore. 

Mr. Rogers. When you were manufacturing gas, how did you man- 
ufacture it, out of coal ? 

Mr. LeBorvr. Coal and oil. 

Mr. Rogers. Did you have any 20-year contracts at that time for 
coal and oil to manufacture? 

Mr. LeBorvr. Oh, no. We have free competition in the coal busi- 
ness. We goeach year, and I suppose we are one of the largest, if not 
the largest, purchaser of coal in the country. 

Mr. Rocers. Why could not you do that in the gas business? 

Mr. LeBorcr. Because of the intervention of the pipeline company. 
We cannot deal with the producer the way we can the coal company. 
We can go out and deal with a lot of coal companies, and there is com- 
mtg and they can ship it, and the railroad gets the transportation 
charge. 

I said this morning, and will say again, perhaps at the risk of re- 
peating, because I doubt if you were here, the fair analogy would be if 
we had to buy our coal from the railroads and leave it to the railroads to 
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deal with the coal-mine producers and we had to pay whatever the two 
of them agreed on without any say. That is the difference. 

Mr. Rocers. W hy could not you go out and buy your gas reserves 
and then foster legislation to make these pipelines common carriers 
and transport it up ) there ? 

Mr. LeBorvr. That has been thought of, but I think that one of the 
considerations is that when you are running a local utility company, 
you kind of like to stay in your own bailiwick. 

Mr. Rogers. Thank you, sir. That is all. 

Mr. LeBorvr. Thank you. 

The Cuarrman. Mr. Bennett. 

Mr. Bennett. I am sorry I was not here this morning to hear all of 
your statement. I only have a few questions, but if you have an- 
swered them, just say so, and I will not pursue the matter any further, 

Is it your opinion, Mr. LeBoeuf, that the Phillips decision had the 
legal effect of giving the Federal Power Commission the right to reg- 
ulate all contracts for the sale of natural gas from producers to pipe- 
line companies ? 

Mr. LeBoevr. I think that is true, and I think, if I understand the 
rather cryptic per curiam that was handed down this Monday by the 
Supreme Court, that indicates that to be true even more so. 

Mr. Bennett. So that if Congress took no action, is it your belief 
that the Federal Power Commission under the Phillips case would 
have the right to change or nullify or modify any existing contracts for 
the sale of natural gas regardless of when they were entered into? 

Mr. LeBorvur. Yes. I think they do have that right, and it is sig- 
nificant that in a small way they have already provided i in one of their 
orders that hereafter they will not accept in a certificate case as proof 
of adequacy of gas reserves any contract having a spiral or third- 
party favored- nation clause. I believe some of the producers are re- 
viewing that in the courts. 

Mr. Bennerr. Could the Commission if they wanted to, under the 
Phillips case, completely ignore any contract? I mean not necessarily 
the escalator clauses and the favored-nation clauses, but could they 
under the Phillips case completely ignore the contract itself and fix a 
price? 

Mr. LeBorur. You get into a field, Mr. Bennett, that is not so clear. 
We on the distribution end have heretofore accepted the contracts we 
entered into for long-term periods even though our rates had been 
increased. I would think that the Federal Power Commission could 
regulate so as to either strike out improper clauses in producers’ con- 
tracts, or if the rates were unfair to producers, to give them fair rates, 
without destroying the obligation to serve for the period set forth in 
the contract. 

Mr. Bennett. Do you think the Phillips case had the effect of mak- 
ing public utilities out of oil and gas producers who sell their gas? 

Mr. LeBoervr. I do not believe so, but you know we use the words 

“public utility” very freely. I think you and I understand what we 
mean by it, but actually it is a word of art. For example. the com- 
panies that serve the public with gas and electricity in New York State 
are defined by statute as either “gas corporations” or “electric corpora- 
tions.” Companies that are regulated under the Natural Gas Act are 
defined as natural-gas companies, so they are not described as public 
utilities. 
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Mr. Bennett. But the Phillips case would make natural-gas com- 
panies out of producers ¢ 

Mr. LeBoeur. That is correct, sir. 

Mr. Bennett. Is your position in respect to amendments to the 
Harris bill the same as Mr. Robinson’s? 

Mr. LeBorur. No. I think there is some difference. I think we 
have perhaps spelled our program out in greater detail. We would 
ban a certain type of escalation clause. ‘We would permit others. 
Then we would prescribe full regulation of rates only as to the remain- 
ing and rather exceptional clauses, and we would also as a matter of 
legal policy in order to protect the public interest maintain the status 
of the producers as natural-gas companies under the act, even though 
for most practical purposes they would be relieved from the burdens 
of regulation and could be relieved more so if they eliminated certain 
types of clauses. 

Mr. Bennett. In other words, you would make the producers nat- 
ural-gas companies subject to the act with certain exceptions which 
you have enumerated ¢ 

Mr. LeBorur. We do not change what the present situation is. 
They are today and they have been since 1938, even though in good 

faith they did not anticipate the Phillips decision last June. 

Mr. Bennerr. Do you favor the provisions of the Harris bill insofar 
as the reasonable market price is concerned ? 

Mr. LeBoeur. No, sir. Of course, in the first place, as I tried to 
explain this morning, those provisions in the Harris bill would not be 
operative for 10 to 12 years, because these contracts have recently been 
entered into. They are generally 20 years, and the Harris bill applies 
to only certain future-type contracts. 

However, we have been concerned that the language which Mr. 
Harris used would require a market price which would be the peak of 
the market, and consequently, in answer to a question by Mr. Harris 
in speaking kind of away from my prepared text, only my own per- 
sonal views, I suggested certain standards or criteria which were de- 
signed to do two things: One, to reassure the gas producer a fair price 
and an incentive price; and, two, to be sure that in any fixing of rates 
in the limited area that rates would be fixed under our plan, the com- 
petitive effect on the consumer end of the line would also be taken 
into account. Those were the two prime thoughts. 

Actually, as a lawyer, I think the words “just and reasonable” are 
adequate. But I know that our friends among the producers fear 
that that means original cost, and we do not think original cost is 
appropriate to the gas-production business. 

Mr. Bennerr. Have you prepared a definition which would be 
written into the law that you feel would be adequate ? 

Mr. LeBorur. We have been working on it, and in response to a 
question to Mr. Harris of the chairman, we agreed to submit concrete 
amendments within a few days. Actually, on account of the Easter 
holidays, and trying to get a large group crystallized on this one pres- 
entation, we could not put the work in on it, and certain drafts have 
been made which I personally have not had a chance to study. 

Mr. Bennett. Do you think the term “reasonable market price” is 
susceptible to a pr: actical and workable interpretation by the Com- 
mission ? 
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Mr. LeBoervr. No, sir; I do not. I do not know what it means. 
Therefore I fear it. 

Mr. Bennerr. Would it be your opinion that it would mean or 
could mean about anything the Commission wanted it to mean? 

Mr. LeBoevr. It could, yes. There is no standard, no indication, 
or no criteria to guide the Commission. 

Mr. Bennett. You think in giving the Commission the right to fix 
the price in the areas where it is felt they ought to have that authority, 
that as a practical matter they have to have the right to look at the 
cost picture of the producer ? 

Mr. LeBorvur. Well, I think that the language I suggested would 
not prevent them looking at it, but we do not advocate as a controlling 
standard the original cost test for producer rates. 

Mr. Bennett. You do not approve market price. You approve 
something between market price and cost and a fair return? Is that it? 

Mr. LeBorvur. Yes, sir. The things that we have considered we 
would consider it proper to take into account, the range of prices in 
the field in question. That has some evidentiary value. I do not 
know, but I fear that under Mr. Harris’ language, it would only be 
the top prices that would be considered. 

Mr. Harris. Would the gentleman yield there? 

Mr. Bennett. Yes. 

Mr. Harris. How do you consider that under the language it would 
only be the top 2 or 3 prices? 

Mr. LeBorur. Because of the argument, Mr. Harris, that some of 
the producers have made here and before the Federal Power Commis- 
sion. That is why. 

Mr. Harris. It could be argued just as well that the three low 
prices be used, could it not ? 

Mr. LeBoevr. Yes, sir. 

Mr. Harris. If you are going to trust the Federal Power Com- 
mission to do a job which the Congress has said that it should do, 
do you not have to yield that Commission at least some flexibility? 

Mr. LeBoevr. I am all for giving that Commission some flexibility. 
It seems to me that you either have to use the words “just and reason- 
able” and stop there or you have to give in addition some criteria; 
and, as I said in answer to Mr. Bennett, I do not think we have 
departed in our suggestion from the criteria which I would think 
would be proper under your language, except that we have added—— 

Mr. Harris. I used practically the same language as the criteria 
in this bill which you read to us this morning. 

Mr. LeBorvur. That is right. When I worked that language up, 
I tried to stick to your language as closely as I could. The chief 
thing we have added is consideration of the competitive effect of 
other fuels at the consumer level. 

Mr. Bennett. What do you mean by that? 

Mr. LeBorur. I mean by that very practically, Mr. Bennett, if 
gas is reaching such a high price in Boston or New York or Detroit 
that it is going out of the homes, and the stores, and the factories, it 
is something that should be taken into account in the rate-making 

rocess. 
F Mr. Bennett. It is something the Commission should be required 
to take into account in reducing the price? 

Mr. LeBogvr. Yes, sir. 
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Mr. Bennett. You mean you should be able to use that situation 
as an argument with the Commission that they ought to reduce the 
price in a given case? Is that it? 

Mr. LeBorvr. For example, in the field of the streetcars, as a matter 
of strict legal logic, the regulatory commission should have allowed 
the trolley rates to go up and up and up, when automobile competition 
came along; but what have they done? They said, “Well, we will 
let it go up this far, but it will destroy the whole business and there 
will not be any riders if we let it go any further.” That is all I am 
suggesting. 

Mr. Bennett. It seems to me that one of the crucial parts of this 
problem is the rule or formula that is set out in law by which the Com- 
mission shall fix rates or fix prices of gas. Under Mr. Harris’ bill, he 
has used language which I think is a considerable departure from long- 
established criteria that are used in rate-making authority; and for 
that reason, as one member of the committee, I am interested in know- 
ing what is your position in respect to the kind of authority that the 
Commission ought to be given. 

Where they are given authority to regulate, how should it be given 
tothem? Should it be fair and renseeleRts price? Should it be a fair 
market price? Should it be a reasonable market price? Should it be 
market price, or just what should it be? Why? 

Mr. LeBoevr. I agree with Mr. Harris that the language should 
make it plain that to the extent the Commission has the power to regu- 
late rates, it should be flexible and adaptable to the circumstances in- 
volved in each case. 

Really what I did with his language was to start out with saying, 
“just and reasonable rates,” and then add “criteria.” 

Mr. Bennett. “Just and reasonable rates” is not what he uses at all. 

Mr. LeBoevr. That is right. I put that in because that is the clas- 
sic standard. Then to put in the criteria which would govern what 
was just and reasonable. I think the chief change that I made in the 
language that I read this morning was instead of saying “reasonable 
market price” to say “the range of prices in the field where produced.” 
So it was clear that the Commission would consider the whole picture 
and not a limited part. 

Perhaps we have been so affected by these price redetermination 
clauses which are triggered on the three high prices in the area that 
we read more into the language than we should. 

Mr. Bennett. What you are saying about the range of prices is, 
in effect, the average price, is it? 

Mr. LeBorur. Na. I think it is broader than that. You can con- 
sider that the prices are 9 of them high and 1 low. That includes the 
range. The average would be something different. 

Mr. BenneEtTrT. Would it be your idea that the Commission could take 
any one or should take any one of those? 

Mr. LeBoevr. I think to the extent you have regulation, you have 
to leave it to competent, intelligent men to exercise their judgment in 
the circumstances of each case. 

Mr. Bennett. You are not satisfied with the fair-market price, 
and you are not satisfied with the cost plus a reasonable return formula. 

Mr. LeBorur. The latter we worry about because we would be 
afraid it would remove the incentive. 
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Mr. Bennetr. What I would like to know is just what you are satis- 
fied with, and I just wonder if you would submit to the committee some 
language that you would favor in the bill on this particular definition. 

Mr. LeBorvr. I said this morning and suggested “just and reason- 
able rates which shall be determined by giving due concern to all fac- 
tors properly applicable, including the range of market prices of gas 
in the field where produced, whether a proposed contract price has 
been arrived at by arm’s length bargaining, the effect of the contract 
upon the assurance of supply, the reasonableness of the provisions 
of the contract, and the effect of such price upon rates to the ultimate 
consumers of such gas, including the competitive effect of such rates 
compared with the cost of other fuels available to such ultimate con- 
sumers.” 

That does not go contrary to anything that is said in Mr. Harris’ 
language. It does add to it. 

Mr. Bennerr. Does it give the Commission more power or less 
power than his bill? 

Mr. LeBorvr. It would give more factors to be considered in the 
specification. I think it is fair to say that all of those factors could 
be considered under Mr. Harris’ language. 

Mr. Harris. Will the gentleman yield again? 

I hate to interrupt. 

Mr. Bennett. Yes. This is very confusing to me. 

Mr. Harris. Is it not a fact that you require them to consider the 
competitive angle with other fuels in that the price of coal is higher 
than the price of gas, the price of fuel oil is higher than the price of gas. 
The Commission would have to take into consideration those higher 
competitive fuels and thereby might add to the increase in the price 
of the gas? 

Mr. LeBorvur. We think if you are going to have free competition, 
vou have to consider it from the effect at the market place. Mr. 
Bennett indicated that I had not made myself clear. Of course, [ 
am looking at this, Mr. Bennett, in the light of our five principles 
that we proposed, which, if adopted, would mean that there would be 
very little rate regulation by the Federal Power Commission necessary. 
Forces of competition would operate on most charges. 

Mr. Bennerr. You would be satisfied to leave it to competition if 
you felt that there was competition among the producers? Is that 
what you are saying? 

Mr. LeBorur. I would modify that. My statement would be that 
we would leave it to free competition to the extent that you can get that 
by getting rid of the favored-nation and similar clauses and maintain- 
ing regulation as to the few cases where it is, in our judgment, neces- 
sary to protect the consumer and public interest. It is a combination 
of the two that weare proposing. It is rather unusual. 

It is neither the freedom of complete competition nor is it 100 
percent regulation. 

Mr. Bennett. And very difficult to understand. 

Mr. LeBorur. Well, I sympathize with you, Mr. Bennett. It has 
been pretty difficult for us to understand what we have been facing 
in this field in the last couple of years in the Federal Power Com- 
mission. I am not criticizing that Commission. I do not want any 
word that I say to be taken as a criticism. They have not got the 
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funds and personnel to handle the job that they are faced with. I 
wish they did. 

Mr. Bennett. Are not we faced with this general proposition: 
Here you have a commodity that, aside from the language of the 
Phillips case, is regulated from the time it gets in the pipeline until 
it gets to the consumer, but not regulated insofar as the price the 
producer gets? 

Mr. LeBorur. As a matter of law it is supposed to be. 

Mr. Bennetr. Under the Phillips case it is? 

Mr. LeBoevr. Yes. 

Mr. Bennerr. However, are we not faced with the problem of, 
No. 1, Are the forces of competition keen enough to produce a fair 
price for this commodity, a reasonable price for this commodity, to 
the pipeline? If not, then is it not clear that some kind of regulation 
has to be had ? 

Mr. LeBorvur. May I ask, Mr. Bennett, is your question directed 
under our proposals or under existing conditions? 

Mr. Bennett. I mean aside from the Phillips case, leaving the 
Phillips case decision out of the picture. 

Mr. LeBorur. The reason I asked the question is we do not believe 
that the force of competition is operating effectively to control pro- 
ducer prices in the natural-gas field today. The Federal Power 
Commission, has had a number of rate proceedings before it. Some 
they allowed to go through without hearing, others they have sus- 
pended. I believe they have not had a single hearing on any one of 
them in 10 months. 

We are faced with the situation that really ex'sted before the Phil- 
lips Case, and we believe that with these favored-nation, spiral, and 
so forth clauses, there is no real competition in producer rates. We 
would like to provide that competition. 

Mr. Bennett. Before you leave that. Therefore, if there is no 
competition, then some form of regulation is in order. Is that your 
position ? 

Mr. LeBorur. Either that or by striking out these artificial clauses 
which stultify competition; let competition exist. 

Mr. Bennett. Do you think that in itself will cure the situation, 
getting rid of the escalator clauses? 

Mr. LeBorur. I think there is a chance. 

Mr. Bennetr. Then all you need to do would be to adopt the Harris 
bill with that one amendment ? 

Mr. LeBorur. Adopt the Harris bill and outlaw by statute escala- 
tion clauses ? 

Mr. Bennett. And let the market price prevail ? 

Mr. LeBorvur. That was the question Mr. Harris and I discussed 
somewhat this morning. There are several other features. Those are 
the two important things, but the Harris bill will not operate for many 
years, and we think that there are some other features. We believe 
as a matter of law that these bad clauses should be outlawed. 

We believe that to do that effectively, the existing status of the pro- 
ducer should be maintained, and we also want to be clear that contracts 
which have been entered into to supply this gas cannot be broken ex- 
cept for good cause shown to the Federal Power Commission. 

Mr. Bennetr. Thank you, Mr. Chairman. 

61557—55—pt. 147 
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The Cuarrman. Mr. Dies, do you have any questions ? 

Mr. Dies. Mr. LeBoeuf, from your testimony I gather that you 
feel that the producer should be, if not exempt—I will not say exempt 
from the ]aw—should be exempt from the burdens of regulation ? 

Mr. LeBoeur. That is one of our primary points, to the extent it 
can be done without injurying the consumers. 

Mr. Drrs. Yes, I understand. Your principal complaint is that 
there are certain clauses in contracts that you and other distributors 
have made that ought to now be outlawed ? 

Mr. LeBorur. No, sir. That is the thing that I want to correct, 
because I think that was a misunderstanding that I perhaps permitted 
this morning. We did not enter into a single one of these contracts. 

Mr. Dries. I understand that. 

Mr. LeBoevur. That is the trouble with this whole situation. 

Mr. Dres. I understand, but you arealawyer. You are begging the 
question. You know perfectly well that when you made these con- 
tracts you were bound by them. 

Mr. LeBorur. We did not enter into those contracts. 

Mr. Drs. Have you any of those contracts that you made with 
the pipeline company ¢ 

Mr. LeBorvur. No, sir. They have no escalation clauses. 

Mr. Dries. No; but the contracts were so worded that you were 
bound by increases provided in the original contract ? 

Mr. LeBorur. No, sir. 

Mr. Dies. What were they? Just tell this committee briefly. 

Mr. LeBoerur. In very simple language, those contracts when you 
finally get to the point of making them, are written by the Federal 
Power Commission. 

Mr. Dries. What was it your company signed ? 

Mr. LeBorvur. We signed a contract with Transcontinental to take 
gas at the rates prescribed in a certain attached tariff for a certain 
period of years. There was not any reference to any of these other 
contracts whereby Transcontinental got that gas; not a reference. 

Mr. Dres. All right. You signed it with certain tariffs set forth 
and attached to the contract ; did you not? 

Mr. LeBorvr. That is right. 

Mr. Dries. As the pipeline company had to pay more you had to 
pay more? 

Mr. LeBorur. No. As the Federal Power Commission increased 
the rates that the pipeline company could charge us we had to pay 
more, which might come from field price increases or might come 
from building a new pipeline, or other things, or greater expenses. 

Mr. Dres. And you feel, therefore, that these special clauses should 
be stricken and should be outlawed ? 

Mr. LeBoevr. That is right. 

Mr. Dries. And you want to make it retroactive as well as including 
future contracts ? 

Mr. LeBorur. That is right. As I suggested from the line of 
thought that Congressman Rogers was indicating—he was talking 
about certain equitable considerations—it might be considered equita- 
ble to make the retroactive feature go back to June 7, 1954, and no 
more. 





NATURAL GAS 733 


Mr. Des. Would you accept that modification that you would put 
a definite limit on the period that those contracts were to be rescinded ? 
Would you accept that? You said 1954. Would you accept that? 

Mr. LeBorur. Personally, I would. 

Mr. Dies. On the principle that you do not like the idea of abro- 
gating an existing contract ; do you? 

Mr. LeBorvur. I don’t like the idea of abrogating it. I do like 
the idea of striking out clauses which are working contrary to the 
ublic interest and I believe, sir, contrary to the producer interest. 

Mr. Dries. If it is working against the public interest then it invali- 
dates the entire contract ; does it not ? 

Mr. LeBorvr. I am not sure that that is sound law. 

Mr. Dries. Is that not substantive law ? 

Mr. LeBorur. No, sir. 

Mr. Dries. When a contract is against public interest? 

Mr. LeBoeur. No, sir. 

Mr. Dries. And you relieve one party of the burdens of the contract ? 

Mr. LeBorur. That is not true in the field of contracts where the 
public interest is involved. For example, take the railroads. 

Mr. Dres. I am not talking about public interest now. I am not 
talking about where it is affected with a public interest, but where the 
material parts of the contract that go to the very heart of the con- 
sideration are against public policy; then the entire contract falls. 

Mr. LeBoevur. That is not true always. It may be true in a wholly 
private contract. 

Mr. Dries. I do not want to argue with you about the law. The 
point is you now concede—— 

Mr. LeBorvur. Mr. Chairman, may I finish the answer? 

Mr. Dies. Go ahead. 

Mr. LeBorur. I would like to answer that question. In purely 
private contracts I think your statement is correct. In contracts 
in areas Which have been deemed to be affected with the public interest 
your statement is contrary to the decisions. 

Mr. Dres. I understand the distinction that you make there, but 
the point of it is that you now concede that there are some equitable 
reasons for not making this retroactive prior to June 1954? 

Mr. LeBogvur. Partly that, sir, and partly I—I am trying to seek 
a practical solution here, and as far as I am concerned I would be 
willing to give in a practical way if the producers would give in an 
equally practical way. 

Mr. Dries. You first introduced gas in your system in 1950, is that 
correct ? 

Mr. LeBoevr. 1951. 

Mr. Dries. And you, of course, file each year an annual report with 
the Public Service Commission of the State of New York. That is 
true, is it not? 

Mr. LeBorur. The statute so requires. 

Mr. Dies. I have here what purports to be certain facts and figures 
submitted by your company to that Commission, and I want to ask 
you if this is correct. If you do not know will you supply the com- 
mitee with the facts? This purports to show that for 1954 your suppl 
of natural gas was 112,449,000 Mc. f. at a cost of $17,934,000, 537 
B. t. u. equivalent or, in other words, 15.9 cents. Your supply of 
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manufactured gas during that year was 6,334,000 at a cost of $8.- 
292,000 or $1.30. If you are not prepared to answer that will you 
furnish that if that is not correct ? 

Mr. LeBorur. We will furnish that. 

Mr. Dies. In other words, natural gas constituted 95 percent of the 
total supply and cost 15.9 cents per M c. f., whereas your manufac- 
tured gas cost was $1.31. 

_ Mr. LeBorur. We will have to give you the correct figures. The 
latter figures are obviously wrong. 

Mr. Dies. I think it is important because I want to see what effect 
these escalation clauses have had upon your company. I think in 
order to determine whether they are against public interest we ought 
to know what effect they have had since they have been in operation. 
I am not here to defend them. I know very little about them. 

However, I do know this: That your company has made a record 
which you filed with the Commission and from those reports submitted 
for the years 1950 to 1954 with the introduction of natural gas in 1950 
Consolidated’s cost of gas declined from 88 cents to 31.3 cents. The 
gate rate cost of natural gas resulted in a savings in gas cost of 56.7 
cents per Mc. f. of 1,055 B. t. u. gas. This is a saving of $17 million in 
the cost of gas supply for 1954. ‘ 

Cost of gas to residential consumers, according to your report, de- 
clined from $2.62 in 1950 for manufactured gas to $2.20 for natural 
gas in 1951 and further declined to $2.08 in 1954. 

Net operating revenue of the gas department increased from 
$5,189,000 in 1950 to $8,112,000 in 1951 as a consequence of the intro- 
duction of natural gas. 

Mr. LeBorvr. In the latter statement you are not quoting from the 
report of the company to the Public Service Commission? That is 
your interpretation ? 

Mr. Dies. I am saying that it is the interpretation based upon those 
reports and I want you to furnish for the record, if this is not correct, 
the correct interpretation. 

Mr. LeBorur. We will be very glad to do so. May I correct one 
statement that you made? The effect of the escalation clauses on 
Transco’s rates which have so far been allowed to be passed on to Con- 
Edison did not take effect during the year 1954 or prior and therefore 
these figures will not show 

Mr. Dies. So you have not been hurt in the past ? 

Mr. LeBoevr. It is right here with us. 

Mr. Dies. It is what is going to happen in the future that is bother- 
ing you? 

Mr. LeBoeuvr. It is what is happening now and will not be reflected 
in the 1954 dollars because some of those are still before the Federal 
Power Commission. 

Mr. Dies. Also for Transcontinental Pipeline—that is the company 
you contract with, is it not ? 

Mr. LeBorvur. Yes. 

Mr. Dies. —the average field prices of natural gas supplied Trans- 
continental rose from 7.1 cents in 1951 to 7.8 in 1954. For the year 
1954 only 24 percent of the natural gas purchased was distributed as 
natural gas; 42 percent was used as boiler fuel for generating elec- 
tricity, and 29 percent was used in producing mixed gas. This is all 
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an interpretation of your own reports and I want you, if they are not 
correct, to furnish us the correct figures. 

Mr. LeBorur. We will be very glad to do so. 

Mr. Dies. The amount of manufactured gas was about one-tenth of 
the amount of natural gas used and distributed to the consumers. Yet 
the cost of that one-tenth of manufactured gas was $2.36 per M c. f. as 
against 31.3 cents per M c. f. for the natural gas. In other words, the 
cost of the manufactured gas per M c. f. was 8 times the cost of the 
natural gas. If those figures furnished by you to the Commission 
are correct—and I am sure they are—and if this interpretation of 
those reports is correct, then there are certain conclusions that follow 
inevitably. 

One is that the total increase in producer prices has been inconse- 
quential, despite special clauses or what not. 

Mr. LeBoevr. I would not say $5 million increase since the start of 
negotiations, even for a company the size of Con-Edison, is inconse- 
quential. 

Mr. Dres. And that consumer prices have actually been reduced. 

Mr. LeBoevr. What do you mean by that? 

Mr. Dres. Is that correct ? 

Mr. LeBoeur. I don’t understand the last statement. 

Mr. Dies. And that the net revenues of the gas department increased 
substantially as the result of the introduction of natural gas? 

Mr. LeBorur. We have been through that with Mr. Rogers. 

Mr. Dies. The point I am getting to is simply this: So far as your 
experiences are concerned to date under the contract that you made 
with Transcontinental you have not been hurt, have you? 

Mr. LeBorvr. We are not getting the minimum return which the 
Public Service Commission allows. 

Mr. Dres. I do not think you are, either. 

Mr. LeBorvr. Maybe we would have been worse hurt if we 
hadn’t 

Mr. Dres. I sympathize with your position. I think any company 
that only gets—— 

Mr. LeBorvr. We have averaged 2.2 percent for the 17 years. 

Mr. Dres. I certainly do not believe in that. I do not know what 
the cause of it is. 

Mr. LeBorvr. Economics. 

Mr. Dies. Probably economics, but it certainly is not as a result of 
the contracts which you made with Transcontinental. 

Mr. LeBorur. We are getting the effect of, not the contracts we 
made, but the contracts that Transcontinental made. 

Mr. Dres. I understand that. 

Mr. LeBoevr. I could give you plenty of examples. Take the case 
where there was gas supplied by Southern Natural and the producers 
were selling at 8 cents. They had laterals through the field. Trans- 
continental last year goes into that field, duplicates the laterals at a 
cost in excess of $800,000, a completely uneconomic waste, and offers 
18 cents for the gas. 

Mr. Dres. I will not argue with you about that. I am taking your 
own statement now that up to date your company has not been hurt 
as a result of these contracts. It is what you fear is about to happen? 

Mr. LeBorur. No. Iam trying to be accurate with you. Our com- 
pany had a $2 million increase in the year 1954. That is $2 million 
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a year ey for every year from now on out. The additional 
rates which Transcontinental has filed at the present time is $1,700,000, 
The first one, the $2 million increase, probably resulted from costs 
of the pipeline company that were not the result of these favored- 
nation contracts. The second one has been influenced, the one that 
we are facing now, by that. 

Mr. Dres. I think you and I are about to make an agreement here. 
You agree that in the past or up to date you have not been hurt by 
these contracts ? 

Mr. LeBoevr. No. 

Mr. Dies. That is all I am getting at. 

Mr. LeBorur. No, we are hurt now. If you are going to be that 
technical; February 1, 1955. 

Mr. Dries. Then prior to February 1 you have not been hurt by 
these contracts? 

Mr. LeBorvur. Thanks to the regulatory lag. 

Mr. Dies. Do you think that your experience is the experience of 
other distributing companies? 

Mr. LeBorvr. No. They vary. Many companies have actually 
sustained the effect of these favored-nation clauses long before and 
you say, “Oh, we haven’t been hurt, but wait and wait.” However, 
the thing is when you get a $5 million increase per year that you 
have to pass on to your customers or take out of your stockholders’ 
pockets when you are not getting an adequate return, and that is 
going on for 10 years; that is $50 million. You say we are not hurt. 
We are hurt. 

Mr. Dies. The point I want to make is this: What astonishes me 
about your testimony is, as a representative of private enterprise and 
an outstanding lawyer you propose that contracts made in the past 
in good faith by producers who had to protect themselves should be 
voided. The producers could not enter into a long-term contract 
unless they had some sort of saving clause or some provision to take 
care of them because they would be giving their gas away under the 
inflationary market we have lived under, and with the tremendous 
increase in the price of coal and all other competitive forms of 
energy—you agree they would have to have some saving clause in 
their contracts. If they make a 20-year contract, they have to have 
something in there to protect them; do they not? 

Mr. LEBoevr. No. 

Mr. Dries. You do not think so? 

Mr. LeBoevr. If they are regulated companies they can go to the 
Federal Power Commission just the same as we have to go to our 
Commission. We get rates. We have to go and prove a change is 
justified. 

Mr. Dies. Are you quite sure you are not in the position of a fox 
who lost his tail and wanted everybody else to lose it, too? 

Mr. LeBorur. No. No; as a matter of fact, Congressman, we 
are taking a position on behalf of these companies that is more along 
the lines of the producer interest than anybody, and we do not want 
one iota of regulation that is not necessary imposed on the producers. 
Just because we are under original cost we don’t want them to have it. 

Mr. Dies. Would you be willing then to outlaw what you say are 
the malignant types of escalator clauses as to future contracts, set 
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a date, say February 1 or some date, and then outlaw them in the 
future without impairing these existing contracts? 

Mr. LeBoevr. No, sir. Those clauses in my opinion should be 
outlawed as to existing contracts as well as to future contracts. I 
followed Mr. Rogers’ possibility of equity, or a practical horse-trading 
approach to going back to the time when the poor producer, ignorant 
of the meaning of the statute, learned it from the Supreme Court 
in the Phillips decision. 

Mr. Dies, All right. When you strike from the producer’s contract 
these various clauses you still want him to carry out the rest of the 
contract; do you not? You want him to be bound by every part of 
the contract except the clauses that you do not like? 

Mr. LeBorvur. Except if he was entitled to an increase in rates, 
if he happened to have the kind of a contract that was subject to 
regulation, then I would want him to get the rate he was entitled to. 
You know actually the producers could not have been taken wholly 
by surprise by the Phillips decision when you consider that the Kerr 
and the Moore-Rizeley bills were designed to prevent the Phillips 
decision. 

Mr. Dies. Did you testify on either one of these bills? 

Mr. LEBoevr. No, sir. 

Mr. Dries. Your statement that these clauses are against public in- 
terest is based upon your fear that the consumer may have to pay 
unreasonable prices for gas ? 

Mr. LeBorur. More than that. 

Mr. Dies. What is it next ? 

Mr. LeBoevr. I think they are absolutely illegal. 

Mr. Dies. At the present time? 

Mr. LeBoeur. Yes, sir. 

Mr. Dies. Why can’t aggrieved parties go into the courts? 

Mr. LeBorvur. I have been trying to find a case to do that. I have 
been trying to find a case. They are very contrary to the public in- 
terest, Congressman, in that it is impossible for any competent utility 
executive in a distribution company to know what he is going to pay 
for gas a few months from now and he can’t run his business that way. 
It is the sporadic, the unpredictable character, that is as bad as the 
constantly increasing prices. 

Mr. Dies. And you would depend upon the Federal Power Commis- 
sion to see that the producer who has made a long-time contract re- 
ceives equitable adjustment in case of increases in the price of differ- 
ent factors that enter into the price and so on and so forth? You 
would strip his contract of the provisions that he and the pipeline 
company made, the protection which he has and leave him to the mercy 
of a commission ¢ 

Mr. LeBoevr. It is no different from what has happened to the con- 
tract that the pipeline and the distribution company has made. 

Mr. Dres. I am not drawing differences. That is what you really 
propose to do? 

Mr. LeBoeur. I would strike out clauses which I think have been 
proven to be contrary to the public interest. 

Mr. Rogers. Would the gentleman yield? 

Mr. Dregs. Yes. 

Mr. Rogers. Is it not true that the regulatory commission in consid- 
ering whether or not you are entitled to an increase takes into con- 
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sideration your cost of operation? In this case it would be the cost of 
production. They never consider the fact that the particular com- 
modity might have increased in value, do they ? 

Mr. LeBorur. Not in a State like New York State. In some States 
so-called reproduction values are considered. 

Mr. Rogers. The chance of a producer of getting any increase be- 
cause the value of gas increased if the cost of production didn’t in- 
crease, would be very remote, would it not ? 

Mr. LeBorur. No. I think that if the wording of the statute is 
appropriately drawn it can be indicated that the Federal Power Com- 
mission must give a fair price, and I think that there is a public policy 
in favor of that, because, as has been testified so often here, if the price 
does not contain some incentive to further exploration, then the pro- 
ducer may go out of business. That is why we from our group stand- 
point favor the assurance of a fair price to the producer. 

Mr. Rogers. Thank you, sir. 

Thank you, Mr. Dies. 

Mr. Dies. Mr. Chairman, I am not going to consume any more time 
now. 

The Cuarrman. Mr, Derounian ? 

Mr. Derountan. Mr. LeBoeuf, can you tell this committee whether 
or not your distributing companies have gone to some extent in trying 
to meet the problems of the gas producer ¢ 

Mr . LeBorur. It seems to me we have gone a long way. I know 
that there are some of our sister or brother companies—I never know 
the sex—that feel we have gone too far. Some of them say, “We have 
been subjected to this kind of a regulation for years. We have lived 
through it. Why shouldn’t the producer?” 

We have tried to take truly a middle ground and we are gambling 
in this approach that if these malignant escalation clauses are stricken 
out competition will work. We may be wrong in that gamble. 

Mr. Drerountan. What do you think would be the practical effect 
of leaving these companies under the technical term “natural-gas 
companies” under the act in accordance with your suggestions this 
morning ¢ 

Mr. LeBorur. If they are left with that status, but not have any 
substantial burdens, I can’t see that they have any practical objection, 
and then there is no question as to the legal validity of Congress out- 
lawing the malignant type of escalation clause or of continuing the 
philosophy of the present act that when gas is once sent to the public 
service it can’t be cut off without some good cause being shown to the 
Federal Power Commission. It helps in those two things. 

Mr. Derountan. With respect to these escalation clauses, do I under- 
stand you to feel that should they be outlawed and for all practical 
purposes the producer would be free of most regulation ? 

Mr. LeBorur. Yes. Under the scheme we have set up, as a sug- 
gestion for the consideration of this Commission, I think that prac- 
tically all of the producers would be out of any real burdens of regu- 
lation. 

Mr. Derrountan. Thank you very much. I have no further 
questions. 

The Cuarrman. Mr. MacDonald? 

Mr. MacDonaxp. I just have one. What makes your clients and 
yourself feel that the forces of competition at the wellhead would go 
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into effect if the single fault that you find, the escalator clauses, were 
knocked out? 

Mr. LeBorvur. That is a question of economic philosophy that has 
been discussed by people for whom I am speaking and who know much 
more than I do. I think their basic reasoning, Mr. MacDonald, is 
that the force of competition is going to operate eventually over a 
period of years under any system; that under the present system it 
may be 12 to 15 years before the oil companies down in Texas and 
Louisiana know that the people in Boston are being asked to pay so 
much for gas that they are changing to other fuels, whereas—— 

Mr. MacDonatp. May I interrupt just at that point? Were you 
here at the testimony given by the proponents of the Harris bill? 

Mr. LeBoevr. I have read most of it. I was not here. 

Mr. MacDonap. Did you hear General Thompson’s testimony in 
answer to my questions! I asked him just that question: What 
would happen when the price of gas gets so high in my Eighth Con- 

ressional District of Massachusetts that the people just could not 
afford it? I wonder if you would like to comment on his remark to 
my question which was “Well, they can always go back to burning 
wood or coal.” 

Is the gentleman aware of the feeling of the general who repre- 
sents the Texas oil people? 

Mr. LeBoeur. I don’t think that remark is desirable approach and 
I hope that General Thompson didn’t mean it seriously. 

Mr. MacDona.p. For your information he went a step further 
and said, when I asked him what would happen to the investors of 
the local public utilities such as Mystic Valley Gas Co. in my district, 
who put millions of dollars in a pipeline so that they could serve to 
connect up with the main pipeline, and his answer to that was that 
the Texas people were not interested in guaranteeing a profit for the 
public utilities and that the local public utilities could also find a more 
profitable business. I just wonder what the basis of your feeling is 
that everything is going to be turned suddenly by some metamor- 
phosis, strong competition, and so forth, by knocking out these esca- 
lator clauses ¢ 

Mr. LeBorvur. Well, it would, we believe, destroy the block that 
now exists due to the fact there is no relationship between the pro- 
ducers and the distributors, and it would accelerate the force of com- 
petition, so that if the people in your good area decide they will not 
take gas—and I know that industries there considered it and had to 
turn it down because the price was too high today—if that happens 
it will be communicated to the producer more rapidly and may be a 
deterrent to seeking exorbitant and unjustified prices. 

Mr. MacDonatp. You do not feel that the industry is taking a 
big gamble by putting all their eggs in that one particular basket ? 

Mr. LeBorvur. There is a gamble, sir, taken, and it is only being 
taken as far as our particular presentation is concerned, in an attempt 
to find a workable middle ground. It is a real gamble. We are 
taking just as much of a risk as the producers. 

Mr. MacDonatp. I mean this in a very friendly sense, believe me, 
but are you not gambling not only with your own business, but with 
these consumers, the very man that you have talked about who owns 
the $10,000 house, by your example, who puts in a thousand dollars 
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for gas and gets priced out of the market? He did not have any 
control, in my area anyway, or choice. He was told he was going 
to have natural gas. Who protects the public consumer in this 
gamble? 

Mr. LeBorur. The thing I tried to say, and not being an economist 
I am sure I said badly, is that we think those forces which you describe 
as a gamble will work inevitably over a period of years anyway, that 
if these changes, that is, the effect of competition, the effect that if 
gas gets too high people will stop using it—the point of our proposal 
is let those forces operate more freely, and we hope they will correct 
themselves. 

Mr. Macpnonatp. I hope they do, too, sir. I just have one last 
question. I think maybe I know the answer to it, but all during this 
testimony we have heard that no matter what happens to the price of 
gas at the wellhead, the consumer was not going to be affected particu- 
larly because of the costs that the public utility has in disbursing the 
gas. I was very curious. It has been indicated that even if this gas 
was given to you, the consumer would not benefit particularly, and I 
was just wondering if the producers had so indicated to your clients, 
so that they were getting in a frame of mind to give this gas if the 
Harris bill is passed ? 

Mr. LeBorvur. They have not communicated that in formal shape 
et! 
. Mr. Rogers. I think I can assure you that they are not. 

Mr. Macponatp. That was my feeling. 

The Cuarrman. If there are no further questions, Mr. LeBoeuf, 
we appreciate very much pene testimony and your patience in answer- 
ing questions, and we will appreciate as soon as possible your furnish- 
ing the committee with a draft of the proposed amendment which 
would cover your five points mentioned in your statement. 

Mr. LeBorvur. Yes, sir. Thank you very much for your courtesy, 
and we will do that. 

Mr. Harris. May I ask, Mr. LeBouef, do I understand that you 
were representing other distributing companies outside of the New 
York area? 

Mr. LeBorvr. Yes. I want to make that plain. In addition to 
Consolidated Edison, the general policy which is set forth in our 
prepared statement is approved by the 15 companies there listed. _ 

I also want to make it plain that when I was receiving interesting 
and sometimes difficult questions, I have had to answer from my own 
standpoint without those companies being responsible. 

Mr. Harris. I appreciate that. 

The CuarrmMan. Very well. Then you are excused, Mr. LeBoeuf, 
with our thanks. : 

(Mr. LeBoeuf later submitted additional information which was 
received too late to be included at this point. It was therefore in- 
serted on p. 938.) pet iC : 1 

The CuamrMan. May the Chair inquire—we will shortly adjourn— 
if Mr. Donald Luce can be present tomorrow morning ? 

Mr. Luce. Yes,sir. . V2] 

The Cuairman. It is the Chair’s understanding that it is rather 
important for Mr. Luce to finish his testimony during the mornin 
session because of another engagement, so we will expect Mr. Donal 
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Luce, who represents the Public Service Electric & Gas Co., of Newark, 
N. J., to be our witness when we reconvene at 10 o’clock tomorrow 
morning. 

Mr. Harris. Mr. Chairman, I think the record should show that 
out of the request that was made last week for copies of actual contracts 
filed with the Federal Power Commission a number of those copies 
are filed with the committee here, and have been for the last 10 days, 
and are subject to inspection by any member of the committee. 

The Cuarrman. Thank you, Mr. Harris. The committee will stand 
adjourned until 10 o’clock tomorrow morning. 

(The following information was inserted by Mr. Harris at this 
point; see p. 743. 


Consolidated Edison Co. of New York, gas operating revenues and sales 


Sales ! Operating Average 
(millions of revenues revenue per 
thousand (millions of thousand 
cubic feet) dollars) cubic feet 


$72.6 
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1 Includes natural gas sales on equivalent 537 B. t. u. basis. 
ne Above data taken from p. 32 of 1954 Report to Stockholders of Consolidated Edison Co. of New 
ork. 
(Whereupon at 4:50 p. m., the committee recessed, to reconvene at 
10a.m., Friday, April 15, 1955.) 











NATURAL GAS ACT 
(Exemption of Producers) 


FRIDAY, APRIL 15, 1955 


Hovuss or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Percy Priest (chairman), 
presiding. 

The CuarrMan. The committee will come to order. 

We resume hearings this morning on H. R. 4560 and H. R. 4675, a 
companion bill, and other related bills to amend the Natural Gas Act. 

Mr. Harris, before we call the next witness, you have something you 
wish to say? 

Mr. Harris. Yes, Mr. Chairman. 

We had Mr. LeBoeuf on the stand yesterday who testified for a 
number of distributing companies, including his own company, the 
Consolidated Edison Co. of New York. During the course of his 
testimony, we developed a lot of statistical information regarding 
operations of his company. 

I have a copy of his company’s report for 1954. On page 32 it 
gives the gas operating revenues and sales of that company from 1945 
to and including 1954. It gives sales in millions of M c. f., revenues 


in millions of dollars, and average revenue per M c. f. 


In view of the importance of the changeover from manufactured 
gas in 1951 and the difference in the cost of the manufactured gas and 
the natural gas, I ask that this table be included in the record and 
that it might go along with the testimony of Mr. LeBoeuf. 

The Cuarrman. Without objection it is so ordered. 

(The table above referred to was inserted following Mr. LeBoeuf’s 
testimony and appears on p. 741.) 

The Cuarrman. May the Chair state this morning that it is the 
expectation of the committee to close public hearings on this legisla- 
tion not later than the 29th of April. We hope to be able to hear all 
witnesses that have asked to be heard. We have made an effort to 
get certain groups to consolidate their testimony where they have 
exactly the same position to take. 

I make that announcement in order that we might, as nearly as 
possible, move along expeditiously in the hearings, with no inten- 
tion whatsoever, or desire, to shut anybody off ; but we do believe that 
we can move a little more expeditiously in view of the fact that the 
broad questions involved have been rather thoroughly developed. 


743 
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In the opinion of the Chair, there is not much new that can be said 
about nahin clauses, favored-nations contracts or clauses, or any 
other particular phases of that subject. It seems that they have been 
fairly well developed up to this point and the chairman makes this 
announcement, that the public hearings are expected to be closed on 
the 29th of April, in order that we may move hae toward that goal 
and hear as much testimony as possible. 

We are pleased to have this morning Mr. Donald Luce, who is 
president of the Public Service Electric & Gas Co. of Newark, N. J, 
as our first witness. 

May the Chair state also to those appearing as witnesses that if at 
points in a prepared statement you care to summarize, with the under- 
standing that the full statement will appear in the record, you may 
feel at liberty to do so. 

Mr. Luce, we will be glad to hear you. 


STATEMENT OF DONALD C. LUCE, PRESIDENT, PUBLIC SERVICE 
ELECTRIC & GAS CO., NEWARK, N. J. 


Mr. Luce. Thank you, sir. 

Mr. Chairman and members of the committee, my name is Donald 
C. Luce. I am president of Public Service Electric & Gas Co., which 
has its principal offices at 80 Park Place, Newark, N. J. Iam a grad- 
uate of Lehigh University, having received my degree in electrical 
engineering in 1924. I have served this company in various capaci- 
ties, having been vice president in charge of combined operations until 
my recent election as president. The area served by the gas depart- 
ment of the company extends from the Hudson River opposite New 
York City, across the State of New Jersey to an area south of Cam- 
den on the Delaware River. According to the 1950 census figures 
there resided in excess of 3.4 million persons in the area served by the 
gas department. 

Public Service Electric & Gas Co. serves gas at retail to over 1 mil- 
lion customers. Approximately 14 percent of its gas customers use 
gas for central heating. The retail price of gas is, in general, equal to 
or greater than the cost of competing fuels. The cost of gas for house 
heating is about 13 cents per therm. Domestic heating oil in Public 
Service territory costs about 10 cents per therm. The cleanliness, con- 
venience, and efficiency of gas as a fuel, however, are some of the basic 
reasons which influence a customer to select it rather than some com- 
peting type of fuel. The lowest block of our industrial rate currently 
provides for the sale of gas at approximately 9.5 cents per therm, The 


company has no interruptible rates and sells no gas for low grade 
interruptible purposes. 


Summary of natural gas purchases on long-term contracts since intial deliveries 
in 1949 


1954-55 winter | 1955-56 winter 
M ¢. f. per day | M e. f. per day 


Transcontinental Gas Pipe Line Corp. (100 percent load factor) ........_- 73, 600 99, 100 
Texas Eastern Transmission Corp. (74 percent load fac‘or) i 50, 52, 600 
Tennessee Gas Transmission Co. (100 percent load factor) 25, 5 
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In addition to the above, the company has available to it up to 67,324 
Mc. f. per day from storage, which must be replaced during the fol- 
lowing summer. Surplus gas during the summer months not required 
for return to storage is used as boiler fuel in the electric stations of 
the company, which thereby lowers the average cost of gas to the com- 
pany and results in material savings to the gas consumers of the 
company. 

The maximum day’s sendout is estimated to be 4,100,000 therms, 
which is equivalent to approximately 410,000 M c. f. of natural gas, 
in the winter of 1955-56. Sixty-four percent of the therms of the 
sendout would be from natural gas, with the remainder being locally 
manufactured peak shaving gas or base load coal gas. 

When Public Service Electric & Gas Co. was initially approached by 
Transcontinental Gas Pipe Line Co. to purchase natural gas, it was 
suggested that the cost of the gas to us would be 22 cents per thousand 
cubic feet at 100 percent load factor. However, prior to the signing 
of a precedent agreement the price had risen to 25 cents per thousand 
cubic feet. The company still felt that this was a favorable price and 
signed the precedent agreement to purchase 70,000 M c. f. per day. 
Before the company received a cubic foot of this gas, in 1950, the price 
had been. increased to 27.9 cents per thousand cubic feet and has 
climbed steadily ever since. 

During the course of the hearings before the Federal Power Com- 
mission, which resulted in the issuance of a certificate for the construc- 
tion of the Trancontinental line, the gas-purchase contracts between 
the producers and Transcontinental were received in evidence. Public 
Service then learned that these contracts provided for favored-nation 
and other types of escalation clauses. However, with the feeling that 
the Federal Power Commission would be able to hold down the price 
of gas paid by Public Service to the pipeline, we signed a 20-year 
contract to purchase gas from Transcontinental. At that time there 
was no indication, nor any evidence which the company had available, 
from which we could have known of the magnitude of the price in- 
creases which would result from the operation of these clauses. It 
was the considered opinion of the company that the Federal Power 
Commission, under the Natural Gas Act, had plenary powers to pre- 
vent unwarranted price increases to the pipelines which would result 
in relatively much higher costs to the company. 

The price of Transcontinental gas was raised from 27.9 cents per 
thousand cubic feet to 34.1 cents per thousand cubic feet since 1953, 
with the last rate increase now in effect under bond. Another increase 
has been filed which, if allowed to become effective, will further 
increase the price to 35.3 cents per thousand cubic feet. These rate 
increases are directly or indirectly largely due to the operation of 
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escalation clauses and rewriting of contracts between producers and 
pipelines. These increases may be summarized as follows: 





Total taerenne to thousand 


Date of increase amount cary, | CUbic feet at 
of increase — 7 100 percent 
load factor 


ee 


Amount of | Cost per 





| 

| 

| Cents 
-| ) 


| 

Pe ees Ty BOs cn dee vgecccqunaeeesexs ahs osnaiaine og coe 

Bee, BR BP old ik ho eb a ddwe ci dbtbdaudstendsk bide. Gia 7 $7, 327,107 | $1, 230, 488 | 

Feb. 1, 1955 ! . 3, 998, 460 585, 416 | 
Beh Bb cn cde dassn erence cage banbtgs ceca eodddogs os beepeee 2, 175, 966 | 315, 631 


1 Effective under bond. 
2 Suspended Feb. 18, 1955. 


The increases since March 18, 1953, amount to 7.4 cents per thousand 
cubic feet, or approximately 27 percent, which must be borne by the 
consumer. Based on the presently certificated volumes of gas from 
Transcontinental, the increase to Public Service will amount to ap- 
proximately $2.7 million annually. 

Our principal concern at the present moment is the adverse effect 
which the escalation clauses have on the cost of gas to the distribution 
companies. We must sign a 20-year contract in order to buy natural 
gas. The price at the time of signing may seem reasonable; however, 
the producer can obtain an increase in the price of gas he has con- 
tracted to sell because of an increase in the price of gas in the area 
caused by purchases made at a higher price level by our supplier or 
another company. So the producer gets a satisfactory price when he 
signs a contract and obtains the benefit of any increases in price that 
follow. The distribution company, on the other hand, does not have 
any guaranteed market as does the transmission company. 

When natural gas became available to us at a cost which enabled the 
company to sell it at a price reasonably competitive with other fuels, 
builders of new homes in our service area quite generally installed 
gas equipment, and we installed mains, services, meters, and peak 
shaving facilities to serve this market. This investment, amounting 
to approximately $128 million in the last 5 years by Public Service, 
along with the investment of our customers, becomes sterile or useless 
if the price of natural gas becomes so high as to make gas noncompeti- 
tive in our area. Hence it is natural that the management of the dis- 
tribution companies of the Northeast are greatly disturbed when they 
see price levels being established by escalation which may make it 
impossible to sell the gas to ultimate consumers. 

This spiraling cost of gas in the fields must be stopped. The elimi- 
nation of favored-nations clauses and renegotiation clauses in existing 
and future producer contracts is a most important step in such a pro- 
gram. Present clauses providing for reasonable periodic increases 
of a stated amount, where it can be shown after hearings that they 
are just and reasonable, should, in fairness, be allowed to stand. 

In the case of future contracts between producers and pipeline com- 
panies, the distribution companies should be given the right to express 
their approval or disapproval of such contracts during initial and sub- 
sequent proceedings before the Federal Power Commission. The 
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final decision as to the conditions in these contracts, under such a pro- 
cedure, should lie with the Commission. 

We also believe that producers and pipeline companies should be 
under the same regulation as to termination of service under gas pur- 
chase contracts for, otherwise, the pipeline companies and the distri- 
bution companies are helpless to perform their obligations to serve. 
When gas supplies run low, or the gas is needed for injection to obtain 
maximum oil recovery, some regulatory body must determine the 
equities. , 

The ever-increasing cost of natural gas which has occurred over the 
past few years, during which time there has been no Federal regula- 
tion of the producers, is of great concern to my company and its cus- 
tomers, whom I have stated number over a million. Proper regulation 
of the producers, without any attempt to make public utilities of them, 
or to fix prices based on an original cost rate base theory, would un- 
doubtedly go far to stabilize the gas industry and protect all four 
partners—the producers, pipelines, distribution companies, and con- 
sumers. Our suggestions for a basis of limited regulation of produc- 
ers were presented to the Federal Power Commission last January in 
Docket R-142. 

And, if you gentlemen would be pleased to have copies made avail- 
able for the record, I will be glad to supply them. 

The CHarrman. I do not quite understand what that docket was. 

Mr. Luce. Docket R-142. 

Mr. Harris. How long is that? 

Mr. Luce. Well, it is about 12 pages. 

Mr. Harrts. I will ask, Mr. Chairman, that we include it as a part 
of his statement. 


The CHatirmMANn. Without objection, that will be included in the 
record, 

Mr. Luce. Thank you, sir. 

(The docket above referred to is as follows :) 


UNITED STATES OF AMERICA FEDERAL POwER COMMISSION 


Docket No. R-142.—Consideration of Principles and Methods To Be Applied in 
the Fixing of Rates To Be Charged by Independent Producers for Natural 
Gas Sold in Interstate Commerce for Resale 


COMMENTS AND SUGGESTIONS OF PuBLIC SERVICE ELEctTRIC & Gas Co. 


To the Federal Power Commission: 


Pursuant to the Notice of Proposed Rule Making of the Federal Power Com- 
mission in Docket No. R—142, issued November 17, 1954, Public Service Electric 
« Gas Co. submits the following comments and suggestions with respect to 
certain principles and methods which it respectfully requests the Commission 
to consider in connection with the policy and procedure to be adopted for the 
fixing of rates to be charged by independent producers for natural gas sold in 
interstate commerce for resale. 

Public Service recommends the adoption of the following suggested principles : 

1. The gradual elimination of blanket order freezing all field prices as of 
June 7, 1954, when it can be shown before an appropriate regulatory body that 
a change is justified and in the public interest, 

Comment 


The general freezing of all field prices on June 7, 1954, was proper. How- 
ever, any arbitrary cutoff date has elements of inequity, which should be elim- 
inated. An opportunity should be given to producers to remove these inequities, 
through hearings before the Federal Power Commission. For very small pro- 
ducers, a procedure must be worked out which is not burdensome. 


61557—55—pt. 1—_—-48 
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2. The allowance of time escalation, when a part of the original purchase 
contract, and which resulted in a leveled cost of gas to the market, when bal- 
anced against a diminishing rate base. 


Comment 

At the time that a pipeline is building up to a full line capacity, it is quite 
appropriate that the cost of gas be kept at a low level, to be increased in stepg 
to a higher level as the line loads up. Under current regulatory practice, with a 
diminishing rate base, gas purchase contracts have been worked out, which pro- 
vide for a constant cost of gas to the market companies over a long period of 
years, the decrease in the return on net plant being balanced by an increase 
in natural-gas field cost. The effect of such escalation was known to all parties 
when the purchase of the natural gas was made initially, and had been antici- 
pated in its effect by the majority of the market companies. 

8. The consideration of value of the natural gas at the market as an element 
to be given weight when determining the field price. This may involve recogni- 
tion of this factor in determining zone rate differentials. The field price of gas 
from a given field destined for different markets may also vary. 


Comment 

Although the interests of the 3 parties bringing gas to the consuming public 
may at times appear to be in conflict, fundamentally the interests of the pro- 
ducers, the pipelines and the market companies are in common, and no 1 of the 
3 may be sick without that illness affecting the other 2. 

The producer must receive enough for his gas to justify a continuing search 
for gas, the pipeline company must transport enough gas at a tariff which 
enables him te prosper, and the market company must be able to sell the gas in 
competition with other fuels serving his market and earn a fair return on his 
investment. 

The whole industry is dependent on this final sale. Any regulatory pattern 
which ignores the competitive aspects of this final sale is bound to hurt the 
industry. 

The development of the pattern of sales by the market companies has been 
related to the cost of natural gas delivered to areas of consumption. Material 
changes in the cost of gas will greatly alter the pattern of sales, and may result 
in a major shift in operating practices of the market companies. The sale of 
gas for house heating may become uneconomic, which to all intents and purposes 
means that the extension of gas service to new housing ceases, and the retail 
gas industry in the area has begun to die. As the area north of the Potomac 
and east of the Alleghenies is one of the major gas markets in the country, it 
would seem that both producers and pipelines would be most interested in main- 
taining healthy market companies in that major market. Uncontrolled inflation 
in the field price of gas will hurt all partners in the enterprise by making it 
impossible for the market companies to expand their sales, and the general 
public will be the eventual major sufferer. 

When a given pipeline system serves areas with differing competitive fuel 
costs, the rate structure of the pipeline must recognize this situation. Rigorously 
developed cost of service rates may be theoretically sound, but fatal to some 
segment of the market. It has long been recognized in regulation that rate- 
making must result in rates which sell the product. Zone differentials must at 
times be geared to economic competition, or all parties will suffer. 

Public Service opposes the following principles for the reasons set forth in 
the comments: 

1. Favored-nation clauses which result in an increased field price of gas which 
are unrelated to increases in producers’ costs. 


Comment 

When Public Serivce made its initial contracts for the purchase of natural gas 
from Transcontinental it was aware of a favored-nations clause in Transcon- 
tinental gas contracts, but the long-range effect was not then apparent. Having 
seen how they work to prevent a pipeline company from purchasing additional 
gas in certain areas because of the escalation effect on all gas now being pul- 
chased in that area, and to raise the price of gas because some other buyer 
offers to pay a higher price, we are convinced that these types of contracts are 
against the public interest. If these clauses were designed to raise the price 
of gas along with that of other fuels, so that competitive relations would be 
undisturbed, there would be little cause for objection, but as they have bee? 
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operating, they have tended to destroy the competitive relationship in our market 
area. 

2. The use of historical rate base for determining the cost of gas produced as 
the sole basis for determining prices, although it may properly be considered 
as an element of cost. 


Comment 

In the regulation of the utility industry the original cost of facilities installed 
for the use of the public has been a method used on many occasions in arriving 
at a rate base, and from thence, a cost of service and a tariff. But in a highly 
speculative operation, the finding of natural gas, such an approach is obviously 
improper. In many areas, the production of gas is to a greater or less degree 
an accessory operation to the oil business. In any event, exploration has been 
largely for oil, and the oil discoveries in themselves have carried the enterprise. 
Attempting to arrive at any method of allocating costs between gas and oil 
operations in such an uncertainty of purpose is unwise. 

Overall costs must of course be recovered if an industry is to survive. The 
gas production industry must, on some average basis, make a satisfactory return 
on its investment, but individual and specific enterprises cannot be regulated on 
the basis of the investment in that particular operation. 

3. Escape clauses which become effective when regulation starts. 


Comment 

In some situations, it would be proper to give an industry the choice of whether 
to continue to operate, under regulation, or cease operations. In this particular 
situation, such a choice would permit the producers to stop further deliveries 
which would be against the public interest. The pipeline investment has been 
made on the basis of a continuing supply of gas and the market companies have 
made their contracts on the same basis. Cutting off the supply now would be 
most harmful. 

It should be noted that under this point we are only concerned with so-called 
escape clauses which permit a discontinuance of a sale or service solely because 
of the imposition of regulation. We realize that under section 157.28 as set forth 
in order 174-B that independent producers shall be permitted to abandon all or 
any portion of their facilities, or any service rendered by means of such facilities, 
with the permission and approval of the Federal Power Commission, after due 
hearing and a finding that the supply of gas is so depleted or that the present or 
future public convenience or necessity permit such abandonment. It is apparent 
from this section that the Commission recognizes that if the production and sale 
of natural gas by an independent producer should become economically unfeasible, 
it would constitute an injustice to attempt to force the said producer to continue 
to operate at a loss. Just as no thinking person would expect an independent 
producer to continue to operate at a loss, so the producers and pipeline trans- 
portation companies should also realize that distribution companies are accorded 
the same protection by virtue of their quasi-public status and would be permitted 
to terminate their long-term purchase contracts with the transportation pipeline 
companies when the price of natural gas becomes so high as to prevent the 
distribution companies from operating economically. When the price of natural 
gas to the distribution companies becomes so high that consumers turn to alterna- 
tive methods for furnishing the service, or new techniques make it possible to 
manufacture gas at a cost lower than the price of natural gas, then distribution 
companies, upon a proper showing before appropriate regulatory authority, would 
be permitted to discontinue in whole or in part their purchases of natural gas. 
We think that an affirmative recognition of this principle by the Federal Power 
Commission would serve to increase the possibility of securing arms-length 
bargaining between the transportation pipeline companies and the producers. 

The great sellers’ market in the post-World War II years, which resulted in 
the construction of many new pipelines and the expansion of many old pipelines, 
has definitely increased the competition among pipelines for the available gas 
and as a result has undoubtedly caused them to pay higher prices for gas in the 
field. When the pipeline companies realize that distribution companies will be 
permitted to cancel in whole or in part their purchase contracts, upon a proper 
showing of public convenience and necessity, we believe that it will tend to 
stabilize prices paid to producers. 

4. The principle that contracts entered into in good faith at arms length may 
not be abrogated or changed. 
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Comment 

The argument is made by some that the Federal Power Commission does not 
have the right to abrogate or change the terms contained in good faith arms- 
length contracts in existence at the time of the promulgation of the decision of 
the Supreme Court in the case of Phillips Petroleum Company vy. Wisconsin, et al, 
(347 U. S. 672). It has long been well-settled law that parties cannot by contract 
deprive or limit the power or authority of regulatory bodies under appropriate 
statutes to fully control and regulate within the authority of the statutory pro- 
visions those subject to the terms and provisions of such statutes, Contracts, 
whether made either before the enactment of such legislation or before the 
interpretation of such legislation by the courts, cannot impair or restrict the 
regulatory authority. 

In the case of Colorado Interstate Gas Co. v. Federal Power Commission (142 
Fed (2d) 943, 54 P. U. R. (N. 8.) 1, at p. 12), the authority of the Commission 
to abrogate prices fixed by contract prior to the effective date of the Natural 
Gas Act was upheld. The Court stated: 

“But at all times, the transportation and sale of natural gas in interstate com- 
merce for wholesale distribution to public service companies or municipalities 
for resale to domestic Consumers was subject to regulation by Congress” (cases 
cited). 

It also held: “And the exertion of the power of Congress in its regulation of 
interstate commerce is not fettered by preexisting contracts or arrangements, 
The exercise of power under the commerce clause cannot be subordinated to 
arrangements or stipulations previously effected. Contracts and arrangements 
of that kind necessarily are entered into with knowledge of the paramount 
authority of Congress to regulate commerce among the States” (cases cited). 

In the case of Federal Radio Commission v. Nelson Bros. B & M. C0, (289 U.S. 
266, 77 L. Ed. 1166), the United States Supreme Court, in commenting upon the 
effect of contracts and their effect upon regulatory authority stated: 

“This Court has had frequent occasion to observe that the power of Congress 
in the regulation of interstate comerce is not fettered by the necessity of main- 
taining existing arrangements which would conflict with the execution of its 
policy, as such a restriction would place the regulation in the hands of private 
individuals and withdraw from the control of Congress so much of the field as 
they might choose by prophetic discernment to bring within the range of their 
enterprises.” 

In the application by Texas Bastern in Docket No. G—880 this Commission 
held that its authority to control the disposition of pipeline capacity was not 
limited by such contracts. It was held that the Commission has an obligation 
under the terms of the Natural Gas Act to consider the public interest and apply 
conditions to certificates of convenience and necessity so that the public interest 
may be served. 

Section 7 (c) of the Natural Gas Act prohibits the construction of facilities, 
their operation and sale of gas without a certificate of public necessity and 
convenience authorizing such acts or operations. Section 7 (e) provides the 
basis upon which such certificate may issue and authorizes the making of such 
conditions as the public convenience and necessity may require. This authority 
cannot be restricted by private contract. 


Respectfully submitted. 
J. HARRY MULHERN, 


General Solicitor, Public Serviee Electric & Gas Co. 

Mr. Luce. One thing is imperative and that is that the so-called 
favored nation and renegotiation clauses must be eliminated. If this 
's accomplished, it will be a major step toward the stabilization of the 
cost of gas to our customers. 

I do not subscribe to the argument that producers will not search 
for more gas if they cannot charge even higher prices. Even if this 
argument were valid, the producers should not be permitted to auto- 
matically charge higher prices for gas which has already been dis- 
covered and sold on a 20-year contract basis at prices satisfactory to 
the producer when the contract was made. 

We, therefore, are of the opinion that H. R. 4560, the Harris bill, 
does not satisfactorily take care of the interests which we represent. 
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We recognize the difficulty in drawing legislation on such a complex 
subject, and we desire to cooperate with this committee in every way 
to secure legislation which will satisfactorily protect the producer, 
the pipeline company, the distribution company, and the ultimate con- 
sumer. We stand ready to supply any additional information which 
will aid this committee. 

Thank you, Mr. Chairman and gentlemen. 

The Cuamrman. Mr. Luce, we thank you very much. Your con- 
cluding paragraph, I am sure, summarizes also what this committee 
wants todo. We want to bring out legislation which, in the opinion 
of the committee, will do those things which you have listed in your 
concluding paragraph; that is, to satisfactorily protect the producers, 
the pipeline companies, the distributing companies, and the con- 
sumers. 

As you have indicated, it is not altogether an easy matter. It is 
somewhat complex. 

We thank you for the willingness to cooperate. 

Do you have any questions, Mr. Hayworth ? 

Mr. Haywortnu. Yes, Mr. Chairman. 

I would like to ask Mr. Luce whether or not he feels that there is 
serious competition at the present time between the people who install 
gas and the people who install fuel oil heating equipment. 

Mr. Luce. The equipment suppliers? 

Mr. Hayworru. Yes, sir. 

Mr. Luce. Well, I should say there would be quite a lot of com- 
petition on that at the present time. 

Mr. Haywortu. Do you know of any people who are installing fuel 


oil rather than gas in your area ¢ 
Mr. Luce. I could not say. I just do not have the information, sir. 
Mr. Hayworrn. There has never been sugpeses in the testimony 


offered anything along the lines of the possibility of increasing the 
price of gas, commensurate with the increase in the cost of living. 
What would you think of that suggestion ? 

Mr. Luce. You mean increase the cost to the pipeline company on 
the part of the producer, to pass that on to the ultimate consumer? 

Mr. Hayworrn. Yes. 

Mr. Luce. Well, the pipeline company, or the producer, rather, 
when they sell their gas, they are obtaining a price for the gas that 
has been discovered and at that time must seem reasonable or they 
would not have entered into such an agreement as they have, and 
they took recognition of any increased prices; at least, that is the 
evidence we had when we first. entered into a precedent agreement 
with Transcontinental. At that time we were given a long tabulation 
showing over the period of 20 years what the cost of operations they 
estimated would be. And in that tabulation they showed that the 
price of natural gas, as supplied by the producer, would be from 5 
to 9 cents in the 20-year period, which is an 80-percent increase. And, 
] think when you have a product in hand that you can offer on that, 
obtain that much for it over that period of time, it is a pretty reason- 
able increase. 

Mr. Haywortu. Do you know what that was based upon? 

Mr. Luce. No, sir. 

Mr. Hayworru. It would seem to me that it would be logical that a 
company, which has a business of producing gas and must at the 
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same time be looking for new gas supplies, would find that the eest of 
discovering new gas supplies would depend largely upon the cost of 
living. In other words, upon wages paid, materials, and all that sort 
of thing. So that after a company has discovered gas and has made 
arrangements to sell it, it not only must pay the increased costs of 

roduction and discovery which includes the higher costs of living, if 
iving costs go up. Would you think that would be a reasonable basis 
for increasing the price of gas? 

Mr. Luce. Well, if you put the price of gas on the basis of cost of 
living—lI do not think it is directly related to it. I do not know any- 
thing about the oil business or the gas business, so far as producing 
is concerned ; but I am just expressing an opinion here that when they 
drill for additional supplies of gas they have an expectation of obtain- 
ing customers for that gas that they do not already have. So that they 
are going to get whatever price the market may bring at the time. 

Mr. Haywortn. In other words, you would say that when they are 
looking for gas they are not using current income in looking for it; 
they are borrowing on future income. Is that the idea? 

Mr. Luce. Yes; to some extent. 

Mr. Haywortu. Do you have any evidence, Mr. Luce, as to any 
connection between the pipeline companies and the producers, as op- 
posed to the distributors ? 

Mr. Luce. Will you repeat that again ? 

Mr. Hayworru. Do you have any evidence as to any connection 
between the producers and the pipeline people as opposed to the dis- 
tributors and consumers? 

Mr. Luce. In what way, sir? 

Mr. Haywortn. Perhaps common investment. 

Mr. Luce. Same men on boards of directors, and things of that sort! 

Mr. Hayworrn. Yes. 

Mr. Luce. I do not know definitely that such a condition exists; but 
I should think if it did, it might have some effect upon it. 

Mr. Hayrworrtn. As far as you know, your company is not owned by 
any producing interests ? 

Mr. Luce. No, sir. 

Mr. Hayworrtn. Are there any companies that you know of in the 
United States that are distributors who might be owned partly by 
producers or pipeline companies? 

Mr. Luce. I do not know, sir. 

Mr. Hayworru. All right, sir. That is all. 

The Cuarrman. All right. Thank you, Mr. Hayworth. 

Mr. Hale, do you have any questions? 

Mr. Hate. Yes, Mr. Chairman. 

I am sorry that I did not hear all of your testimony, Mr. Luce, but 
I was struck by this language on page 8 of your statement: 

Proper regulation of the producers, without any attempt to make public utilities 
of them, nor to fix prices based. on an original cost rate base theory, would un- 
doubtedly go far to stabilize the gas industry— 
and so forth. 

What precedent is there for either the Federal Government or State 
governments regulating a business which is not a public utility # 

Mr. Luce. Well—— 





NATURAL GAS 753 


Mr. Hatz. The theory of public-utility regulation, I was always 
taught, was that the utility was a monopoly and you had to make it 
a nice monopoly. 

Mr. Luce. Well, in effect, sir, when a producer or a company has a 
customer for 20 years, he has a monopoly on that customer and he has 
a sale for his product for that period of time and if 

Mr. Hate. I do not see that he has any more of a monopoly on that— 
he certainly does not have any more of a monopoly than the General 
Motors has. We do not regulate the price at which General Motors 
sells automobiles. 

Mr. Luce. I think that is a little different than this case. 

Mr. Hatz. Well, you admit that it is not a public utility; but you 
say it ought to be regulated, and I want to know the legislative prece- 
dent for Federal regulation or State regulation of an industry which 
admittedly is not a public utility. 

Mr. Luce. Well, sir, I am not a lawyer, and I am afraid I cannot 
give a very logical story on that. 

- Mr. Hate. Is it not a fact that the whole difficulty in this situation 
arises because the contracts are made on such a long-term basis? 

Mr. Luce. That and what is included in the contracts; yes. 

Mr. Hate. Obviously, no seller of anything can afford to commit 
himself on a price structure for 20 years; and no buyer would want 
to commit himself either. Of course, the buyer is much less hurt 
than the seller, as long as you have an upward trending economy, 
which we have had in this country for a long time. 

Mr. Luce. I should think the buyer would be hurt in our case, in 
this particular instance, more than the producer. We have expended 
$128 million for a plant that would create a market for the producer 
to sell his gas. It is a help in acquiring more gas. 

Mr. Hatz. And you are upset by the fact that gas is costing more, 
and more, and more? 

Mr. Luce. That is correct. 

Mr. Haute. And everybody else in the country is upset by the fact 
that everything is costing more, and more, and more. 

Mr. Luce. Yes; but they have a 20-year contract, which is binding 
on us. 

Mr. Haue. Certainly if General Motors were to enter into a con- 
tract for the sale of, we will say Chevrolets, over a 20-year period, they 
would find it a pretty tough job to fix the price, would they not? 

Mr. Lucg. I do not think they would do it. 

Mr. Hate. I don’t either. 

Mr. Luce. The reason we have a 20-year contract is I do not think 
any of us would buy gas on a year-to-year basis. You could not get 
it that way. The pipeline companies would not build a pipeline on 
that same basis. They had to have a 20-year contract cal we had to 
sign a precedent agreement before they even went to the Federal 
Power Commission. 

Mr. Hate. Then, if you have got to have a 20-year contract, you have 
got to have some provision for what you might call a running renego- 
tiation of the price. 

Mr. Luce. Well, they had that in the original story that they showed 
to us, a tabulation that I previously mentioned, to the effect that the 
price of gas would start at 5 cents and at the end of 20 years would be 
9 cents. . That is an 80-percent increase. 
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Mr. Hate. That is in line with other prices in the same period. 

Mr. Luce. We were not complaining about that, sir. It is the 
several increases that we have had recently that we are almost to 
the point that we expect in 20 years 

Mr. Hate (interposing). The problem before this committee, which 
is a very serious one, is to prevent an industry from being created a 
public utility when it is not, and at the same time doing what can 
be done to protect the consumer against arbitrary, capricious, or 
unreasonable price increases. 

Mr. Luce. We recognize the difficulty. That is the reason we have 
said it is a hard thing to handle and we will help in any way we 
can, in the way of suggestions. It is not an easy matter to solve, 
We appreciate that. 

Mr. Hatz. It is quite a difficult job. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Friedel. 

Mr. Friepex. I have no questions, Mr. Chairman. 

The CuHarrmMan. Mr. Dies. 

Mr. Dies. Mr. Luce, I think you have a very fair and reasonable 
attitude about this. I want to ask you a few questions. 

You have made some very important statements there. No. 1, that 
you have got to have long-time contracts. You feel that that will 

i1ave to be done in the future? There is no way to handle this thing 
on a year-to-year basis, is there? 

Mr. Luce. That is right. 

Mr. Dres. And naturally if you expect the producer to make long- 
time contracts, there must be some provision in the contract for 
equitable adjustment of prices. Otherwise, if he were bound to a 
set, fixed price, he would be operating at a loss. He finanlly would 
go broke, bankrupt. Is that not a fact? If the prices all spiraled 
in the future as they have in the past and he was bound by a rigid 
rate schedule, he could not continue to operate, could he? 

Mr. Luce. Well, I do not know just how far that goes. 

Mr. Dies. You concede the unfairness of that situation ? 

Mr. Luce. It would be very troublesome, and we have been involved 
in the same thing ourselves. 

Mr. Dies. And you would discourage the exploration for new gas 
to the point that your industry would be in jeopardy? I mean, you 
have as much at stake in the discovery of new field as the producer 
has, do you not? 

Mr. Luce. If the price is going to be right. 

Mr. Dies. Well, of course—— 

Mr. Luce (interposing). We are almost at the point where it is not. 

Mr. Dries. Actually, your gas has not risen as high as competitive 
fuels, has it—particularly coal ? 

Mr. Luce. That is just the point I would like to make. 

Mr. Dres. I am talking about the field price of gas. 

Mr. Luce. I am talking about the price that it is delivered to us, 
the field price, and the delivered price. In other words, the pipe- 
line price. Just recently we were offered gas on a 12-month contract 
and on a load factor of the gas system where we would have to utilize 
the gas in the steam generating stations in the summertime, but the 
gas is around 34 cents per million B. t. u.’s, and it is more expensive 
than oil or coal and we had to turn it down. 
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Mr. Dies. Of course, under those circumstances, the public is pro- 
tected because if the price of gas gets out of line, you have these 
tremendous reserves of coal. Asa matter of fact, from a conservation 
point of view, we are safer on coal than we are on gas, if you are 
joking at it from the public’s interest. 

Mr. Luce. I do not know enough about it to pass judgment on it. 

Mr. Dies. Well, to get back to this proposition, what is disturbing 
me is the advocacy of an amendment that would outlaw all escalation 
contracts except the ones mentioned by Mr. LeBoeuf. That would 
be manifestly unfair. 

Let us assume that many of these contracts are fair. Just simply to 
outlaw them, strike them down, leaves the distributor and leaves the 
pipelines, with all of the fruits of the contract, and none of its burdens. 
lt seems to me that would be a statutory enrichment—I mean if it is 
just based on an arbitrary action of striking down all contracts except 
a limited number. 

Mr. Luce. We do not know the answer to the thing. 

Mr. Dies. I mean, if you are going to do that, would it not be far 
more equitable to say that the Commission could disallow or could 
outlaw such escalator clauses as are against the public interest; that 
are unreasonable and unfair. You would not want to include among 
the contracts to be stricken those contracts which are fair and equi- 
table, would you ¢ 

Mr. Luce. Well, you are inferring that you would leave escalator 
clauses in some and not in others? 

Mr. Dims. Why not leave them, if you are going to be protected ; 
if you are going to approach it from that angle; why not put it on the 
basis of whether the contract is in the public interest. 

Now, if a contract has been made which is manifestly a scheme to 
rob somebody, it has no justification. Then the Commission would 
have the power to disallow that contract. 

But simply to write amendments in here that would strike all es- 
calator clauses, all favored-nation clauses, irrespective of whether 
they are justified, would seem to me it would be abrogating existing 
contracts and would be a scheme to enrich the distributors and the 
pipeline companies who would have all of the benefits of the long- 
term contracts. They would get rid of the burdens of the contracts, 
and be left with what they wanted. Does that not seem to you to be 
what it is? 

Mr. Luce. You see, we have seen this thing which concerns us, 
we have seen this escalation work and it is growing pretty fast. I 
am sure the producer cannot be out-of-pocket or losing their shirts 
at this stage of the game. 

Mr. Dies. Of course, it is a much bigger problem than that. Now, 
when you get down to this question of abrogating contracts, I made 
some contracts some years ago, long-time leases, at a time when I had 
no conception of the value of gas. I was primarily concerned with oil. 
Now, I paid very little attention to the provisions in them about the gas. 
All those contracts are in effect today and I am getting, for gas, a very 
little amount, comparatively speaking, and many other people are in 
the same shape, unless they are dealing with companies that will vol- 
untarily renegotiate their contracts. 

Now, if you are going to start this busienss of abrogating contracts, 
Why, of course, I am sure there are any number of property holders, 
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little people, scattered all over the country who would like to get their 
contracts changed and would like to get some of these good prices 
that gas is now bringing. 

So, it isa far-reaching problem, and if you simply let the pipeline 
company and the distributor have the benefit of striking all these con- 
tracts, it would seem to me that you would create about as much in- 
justice and inequity as you could. 

Do you not think, therefore, that the question in dealing with this, 
what Mr. LeBoeuf advocated, and what you are advocating, should 
be an approach from a point of view of whether or not an escalation 
clause is fair and reasonable, rather than simply abolish them with 
a blanket clause outlawing them ; just strike them down ? 

Mr. Bennett. Will the gentleman yield? 

Mr. Dries. Yes; I will yield to the gentleman. 

Mr. Bennett. Do you advocate when an escalation clause is nulli- 
fied, that the Commission has no authority to fix the price? In other 
words, suppose that the escalation clause is about to go into effect. 
If I understand what has been advocated by previous witnesses who 
represent the distributors, it is that those ae are nullified; 
but the Commission may, under the formula set up in the Harris 
bill, find that the escalator price is a fair price or a fair market price. 
Is that your position, or is it your position that the escalators are 
out, period. Xnd the Commission has no authority except to follow 


the original contract price? 
Mr. Luce. With reasonable escalation and steps such as I mentioned 
before and those to be included only after proper hearings. 
Mr. Bennett. Well, Mr. Dies, if I understood him correctly, stated 
your position as being that of ee nullifying all escalator 
Oo 


clauses. What I am trying to find out is, do you advocate that they 
be nullified, period, or do you advocate that they be nullified and 
then the Commission would have the right, if it feels that an escala- 
tion price is a fair market price, using that criteria, that they could 
= let the escalation go into effect, or let a similar price go into 
effect ? 

Mr. Luce. What is troubling me, sir, is you say fair market price. 
That is pretty broad. 

Mr. Bennett. Well, that troubles me, too, but you understand the 
question. 

Mr. Luce. We are against escalation clauses. 

Mr. Bennett. What? 

Mr. Luce. We are against escalation clauses. We want them out, 
with one exception, and that is the kind that we thought we had when 
we signed our original precedent agreement that their increase in price 
over the 20 years would amount to, in this case, from 5 to 9 cents. 
That is, start at 5 cents and went up to 9 cents as the cost of gas per 
thousand cubic feet. 

Mr. Bennett. You are advocating then that the Commission have 
no jurisdiction over the operation of escalator provisions, or when 
they will go into effect, but that they become void and the Commission 
under no circumstances can say, “Well, it is true that the escalation 
clause cannot operate as such, but we find that the prices which the 
escalation clause would produce is a fair price and, therefore, we fix 
it at that price.” 
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You do not go that far, then? b 

Mr. Luce. No, sir. Our ae that the contract. for gas is made 
with the producer and the distributing company; or the contract is 
made between the producer and the pipeline company. The distrib- 
uting company ought to be in on it to know what the prices are 
and then they can decide. whether they can take these prices and 
arrive-at a contract basis on them, when all are sitting around the 
bargaining table, and it is agreeable to all of them. ; 

Mr. Bennett. Where does the Commission come into the picture? 

Mr. Luce. The Commission then looks at the whole picture and de- 
cides whether it is fair, or just and reasonable, and is willing to agree 
to it, or in a specific case, disagree. 

Mr. Bennett. Suppose that the Commission finds that increases 
brought about by changing conditions are fair and reasonable. Would 
they have a right to fix that as a price? 

Mr. Luce. Not if we did not agree to it. 

Mr. Bennett. Who does not agree? 

Mr. Luce. The distributor. 

Mr. Bennett. Should not the Commission have some authority ? 

Mr. Luce. Yes; but we should not have to sit by—let us put it that 
way—and have nothing to say about the original price which we pay 
for the gas. 

If a man comes in and says he wants 20 cents for his gas, we just 
will not buy it. And, there is no deal made. 

What you are saying is about a contract in effect. That is correct. 
If the contract is in effect and they take out the escalation clause, the 
Commission can say, “We take the clause out,” but we agree that the 
price which was in existence when the escalation clause took effect is 
fair and reasonable. 

Mr. Bennett. You would go along with that? 

Mr. Luce. No, sir. 

Mr. Bennett. You would not go along with that? 

Mr. Lucg. I do not know. 

Mr. Bennerr. Well, I am just trying to find out. I only want to 
know, just what your position is. 

Mr. Luce. Will you repeat the question, please? 

Mr. Bennett. That is all. Thank you, Mr. Dies. 

Mr. Dies. Of course, you made your contracts with the pipeline 
company, did you not? 

Mr. Lucs. That is right. 

Mr. Dies. You never made any contract with the producer at all. 

Mr. Luce. No, sir. 

Mr. Dies. But, you are now asking that the contract which the pro- 
ducer made with the pipeline company be changed by legislation. 
That is the effect of it, is it not? 

Mr. Luce. Well, really it is changed now by the Phillips case. 

_Mr. Dies. I mean, you did not ask to sit in with the producer at the 
time you made your long-term contract. 

Mr. Luce. No, sir. 

Mr. Dries. You were not concerned about the producer ? 

Mr. Luce. We were concerned about him. 

Mr. Dies. I know, but you were not concerned enough to get the 
copies of the contracts which the producers made with the pipeline. 
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Mr. Luce. The contracts were not available. 

Mr. Dies. Did you ask for them ? 

Mr. Luce. We signed a precedent agreement—— 

Mr. Dies. I know; but did you ever ask for them? Did you say, 
“Took, I am about to make a 20-year contract with you. I would 
like to know something about the contract under which you get gas,” 

Mr. Luce. I do not believe they were available at that time. 

Mr. Dies. Do you mean to say, if you are going to make a 20-year 
contract with a pipeline that you—and you knew that the pipeline was 
depending for its gas upon contracts made with producers, that 
you had so little concern about this matter, that you did not even ask 
for copies of the contract? 

Mr. Luce. The first copies of the contract were presented when they 
had the hearings before the Federal Power Commission, after we had 
signed the precedent agreement which we had to do before the case 
would start. 

Mr. Dies. I know; but you had a right to bargain at arms’ length 
with the pipeline company before you ever got into the Federal Power 
Commission. You had the right to make a precedent agreement, did 
you not? 

Mr. Luce. We had to do that. 

Mr. Dres. All right. You certainly had the right to say to the 
other parties to the contract, “Now, wait a minute. I am not going to 
tie myself up here for 20 years until I know what I am doing. Now, 
where are you getting your gas? Under what kind of contracts are 
you getting it?” 

Do you mean to tell me that your company, represented by able 
lawyers, did not say to the pipeline company, “We would like to know 
something about the contracts under which you are operating?” They 
were of record. Those contracts were of record in the courthouses 
and constructive notice was given to everybody of the contracts 

Mr. Luce. Well, my understanding of it was, sir, that the con- 
tracts were not presented; contracts were not presented for review 
until the case came up for hearing, and even at that time all of the 
gas was not available. 

Mr. Dres. I understand all that; but when the producer made a 
contract with the pipeline company that contract was duly executed 
and put of record among the public records of the county, and under 
our law, that meant that the whole world had constructive notice of 
the contents of that contract. So you were charged with knowledge 
of the contract. 

Now, before you ever entered into a contract with the pipeline 
company, which meant so much to your company and to the con- 
sumers, you were certainly entitled to say to the pipeline company, “I 
would like to see the contracts under which you are getting this gas.” 

Now, was any thought ever given by the distributors to familiar- 
izing themselves with the provisions of those contracts ? 

Mr. Luce. We felt that the pipeline company dealing with a cus- 
tomer would certainly bend every effort or make every effort to get 
a reasonable contract for the purchase of gas from the producers, 
and we always had the feeling that if that did not take place and 
the prices were not in the public interest, that the Federal Power 
Commission would probably step in and do something about it. 
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Mr. Dies. In other words, you were contracting for 20 years’ 
service on faith ¢ 

Mr. Luce. That is right. 

Mr. Dries. And you now say that you made bad contracts? 

Mr. Luce. At the rate the escalation is taking effect it looks that 
way now. 

Mr. Dres. And what you really want is what Mr. Le Boeuf advo- 
cated here, namely, that this bill be amended so as to void all of the 
contracts made between the producers and the pipelines; that is, those 
provisions in the contracts that provide for escalation. 

Mr. Luce. Well, we have stated here that we would like—we under- 
stand it is a difficult problem and we are willing to assist in obtaining 
some workable scheme—but we will take what we have at the present, 
if that is the case, as it stands now. These gas companies are all under 
the Supreme Court decision in the Phillips case. They are, in effect, 
going to have to base their rates on the value of their property. Now, 
that fs the way it is now. We do not subscribe to it, but if you are 
trying to reach something—— 

Mr. Dies (interposing). That is what I am after—to see if the 
distributors will not be fair about this thing. Of course, they have 
got to recognize that they cannot get any long-term contracts unless 
there is some adequate provision in the contract to protect the pro- 
ducer against the cost, the increasing cost of production and increased 
market price. You know that there must be such provisions in your 
long-term contracts. Is that not right? 

Mr. Luce. Well, it is so broad 

Mr. Dres. Well, suppose you are producing gas. We will say 
that you are producing gas in Texas. 

Mr. Luce. Yes, sir. 

Mr. Dies. And along comes the pipeline company and says, “Now, 
I want to buy your gas, but I have got to buy it for 20 years. We 
cannot have any provision for escalation. So we will just sit down 
here. We will pay you 9 cents for 20 years.” Do you think any 
producer, or anyone, would tie up his commodity for 20 years on a 
fixed rate like that? 

Now, it is true that many of those who owned property did it, and to 
their sadness. But, do you think the producers would enter into any 
such contract as that? 

You might reap a benefit as to existing contracts. It might help 
you temporarily, because you are getting rid of all these burdens; but 
in the future, don’t you think it would be a pretty serious thing for the 
distributing companies ? 

Mr. Luce. I do not know whether it would or not. You mean be- 
cause there would not be any gas? 

Mr. Dies. There would not be any gas. Nobody in his right mind 
would make such a contract. It seems to me and [ am sure what you 
are interested in is the public welfare; are you not? 

Mr. Luce. That is right. 

Mr. Dies. What you are interested in is the consumer. You want 
to see that the consumer gets an adequate supply at a fair competitive 
price; do you not? 

Mr. Luce. Yes, sir. 

Mr. Dies. You do not want it to be so cheap that it will drive coal 
out of the market; do you? 
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Mr. Luce. I am not going to say anything about that. 

Mr. Dres. What did you say ? 

Mr. Luce. I am not going to commit myself on that. 

Mr. Dies. It seems to me that you could have some constructive pro- 
posal that would take care of the interest of the producer. 

Mr. Luce. That is what we say here. We do not have it yet. We 
are willing to work with people. I would go back to your original 
producer, and if he offers gas at 10 cents for 5 years, 15 cents at the 
end of 10 years, 20 cents at the end of 15 years, and then that runs to 
the 20th year 

Mr. Dies. That would not necessarily be a fair contract. Suppose 
you had to gamble on a 20-year period. Suppose you did put a fixed 
clause in there of an increase every 5 years, at the rate this country 
has been inflated, with the dollar already having dropped 50 percent, 
and no one knows what the future is going to be if we keep up a lot of 
these policies we have, it may well be that the producer would be giving 
his gas away. You have to have something besides a fixed schedule 
because no one can anticipate in the world in which we live what would 
be a fair price 5 years from now or 10 years from now. You have to 
be fair to the producer if you are to get gas. You can regulate him. 
You can fix prices. But remember this: You cannot make him risk 
his money. 

Mr. Luce. No, sir. 

Mr. Dres. You cannot make him produce the gas and sell it to you. 

Mr. Luce. That is right. 

Mr. Dres. You can catch him on existing contracts. But after all, 
those contracts will expire, and you have a tremendous investment, 
and you want to encourage him in the future; do you not? 

Mr. Luce. We do not want to catch him. We have an investment 
made here. We have created a market for a lot of this gas. 

Mr. Dies. Would you be willing to make a binding contract with 
your consumers over a ve period and fix the price of the gas that 
you are going to sell them for 20 years? 

Mr. Luce. No; but that is the on\7 way we could get a gas contract ; 
that is, by committing for 20 years. 

Mr. Dies. If I were a consumer in your area, and I said I want to 
buy gas in my home for 20 years, and I want to have a fixed price, and 
we will make a binding agreement, would you be willing to:make an 
agreement with me such as that? 

‘Mr. Luce. No. 

Mr. Dies. Of course not. Then you come back to the producer who 
must have an escalation clause in his contract. The question is this: 
No one thinks that those clauses ought to be unreasonable and unfair 
to rob the distributor and the public. But simply to strike them down 
willy-nilly, as Mr. LeBoeuf proposes, or to pick out such clauses as 
he likes, the ones that look pretty good at present, seems to me to be a 
very unfair thing. Do you not think so? 

Mr. Luce. The way the escalation clauses and the favored-nations 
clauses have been working, I think it is unfair to the distributor of 
natural gas or mixed gas, I do not think there is any relation to the 
cost of this and the price that is being obtained. If the market is 
created, sir, in some otherState where they can afford a much-higher 
price for gas, there is no reason why our customers should have to pay 
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that. We would not enter the market to buy the gas. We have re- 
fused some gas now because of that. 

Mr. Dies. Mr. Luce, when you take the increase in the price of every- 
thing else, including coal, oil, and things that no one proposes to regu- 
late or fix prices, and compare them with the price of gas, you find 
that gas has not increased in proportion as much as its competitors 
have. Why does not somebody say something about the increase in 
coal, the increase in other fuel ¢ ' 

Mr. Luce. Coal has decreased recently in price. 

Mr. Dries. I am not familiar with the statistics. Some one read 
figures here showing that over a 10-year period there has actually been 
a greater increase in the cost of coal and fuel oil than in the cost of gas. 
We are only pts 9.9 on an average as a field price for gas. Many 
people in our area feel that they are not getting an adequate price and 
never have gotten it for gas. 

Mr. Luce. Our experience in the utilization of electric generating 
stations has been that we have to discontinue the use of some gas 
because its cost per million B. t. u. is higher than coal. ‘That was not 
soa few years ago. It is in the last few years that is true. 

Mr. Dies. Let us assume that condition exists; is that such a bad 
thing when you consider that you have tremendous reserves of coal, 
and a limited reserve of gas? In the public interest is it such a bad 


| thing for gas to become more competitive with other forms of fuel? 


Mr. Luce. Yes, but we have contracts with 100 percent load factor. 

Mr. Dies. I can understand your interest. I am talking about the 
public interest, and the interest of our Nation. Is it against the in- 
terest of our Nation for gas to reach a point that it has to compete 
with other forms of energy ? 

Mr. Luce. To reach a point where it has to compete? 

Mr. Dies. Yes; that it is on a more competitive basis. Would you 
rather keep gas at such a price that other competitors are driven out 
of the field ? 

Mr. Luce. It was at a low price to begin with. There was not any 
real competition. 

Mr. Dies. And you would like to keep it that way. 

Mr. Luce. It has increased so rapidly. We are concerned about 
the future, and not today exactly. 

Mr. Dres. If you are just concerned about the future would you 
be willing to just strike these escalation clauses in the future, or do 
you want to make them as to existing contracts? 

Mr. Luce. The existing contracts are the things that can give us 
real trouble in the future. 

‘ a Dies. So you want to strike it from all contracts, existing and 
uture. 

Mr. Luce. That is right. 

Mr. Dres. And you want to do it on a statutory basis and spell it 
out in such language that no one will have any discretion. The good 
falls with the bad. 

Mr. Luce. I think that is the way you have to approach it, sir. 

Mr. Dies. That is all. 

The Cuarrman. Mr. Rogers. 

Mr. Rogers. I have just 1 or 2 questions, Mr. Chairman. 
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Mr. Luce, do you believe in the dual sovereign theory of govern- 
ment, that is, the Federal Government on one level, and the State 
governments on the other ? 

Mr. Luce. I do not believe I could discuss that very well. 

Mr. Rogers. Do you believe in the rights of States to control their 
own business ? 

Mr. Luce. I think our public commissions are controlling the 
affairs in our State and protecting the interests of the public. 

Mr. Rocers. That is your State commission. 

Mr. Luce. That is right. 

Mr. Rocrrs. You then do not believe in a centralized government 
in Washington to control everything, do you ? 

Mr. Luce. I don’t think I am well qualified to get into an extensive 
discussion on this. I will say that if what is done within a State 
affects those people adversely in another State, then I think the Fed- 
eral Government has to do something about it, such as they have in 
this case. 

Mr. Rogers. Now you are saying that you are not qualified to dis- 
cuss that; yet you are here advocating that a commodity be brought 
under Federal control, and that the price-fixing powers be vested in 
the Federal Power Commission on a Federal level to control a com- 
modity that originates in a State outside of your own. If that is 
true, and that policy is followed, would it not be just as fair for the 
Federal Government to take control of your business and do away 
with snot State commissions, and let it all be handled out of Wash- 
ington ? 

Mr. Luce. No; I think the States take care of their business locally 
and the Federal Government when something goes in interstate com- 
merce feels that it must function in that province. 

Mr. Rogers. That is a situation where it is the other fellow that is 
getting involved in this Federal control that you are advocating, and 
not yourself. 

Mr. Luce. He is the one involved all right. 

Mr. Rocers. Let us boil this thing down. In connection with what 
Mr. Dies was asking you, your primary purpone and motive is to do 
away with the escalation clauses, is it not? 

Mr. Luce. Yes, sir; because of the way they have been used. 

Mr. Rogers. It is to do away with the escalation clauses whatever - 
might be the reason. In your statement on page 7 you say this spiral- 
ing cost of gas in the field must be stopped. 

Mr. Lucr. Yes. 

Mr. Rocers. In other words, it must be stopped even if it costs the 
United States of America the dual sovereign type of government. 
You are willing to sacrifice and pay the price of going into Federal 
control in order to stop the spiraling cost of gas in the field, is that 
correct ? 

Mr. Luce. I don’t know whether it is going to do that or not. 

Mr. Rocers. It subjects it to the Federal control, does it not? 

Mr. Luce. It is under Federal control now. 

Mr. Rocrrs. Yes, but we are hoping to get it out. 

Mr. Luce. We are satisfied with the way itis. We are only offering 
this as a better solution to what you have at the present time. 

Mr. Roeers. I want to find out about that. What do you sell your 
gas for? 
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Mr. Luce. To the ultimate consumer ? 

Mr. Rocers. Yes. 

Mr. Luce. For the year 1954 we obtained 89 cents per thousand cubic 
feet of 525 gas. 

Mr. Rogers. How much did you pay for that ? 

Mr. Harris. You mean 525 B. t. u. 

Mr. Luce. Yes, sir. 

Mr. Rogers. How much did you pay for that gas? 

Mr. Luce. The natural gas? 

Mr. Rogers. Yes, sir. 

Mr. Luce. Let me put it this way. Of that 89 cents per thousand 
cubic feet of 525 B. t. u. gas, our production costs were about 35 cents 
per thousand cubic feet. Of that 35 cents, the natural gas cost, or 
rather in comparison with the 35 cents, was around 18 or 19 cents. 

Mr. Roeers. You are still talking about 525 B. t. u. gas? 

Mr. Luce. Yes, sir. 

Mr. Rogers. You have not used one B. t. u. figure on the sales price, 
and another on the cost ? 

Mr. Luce. No, sir. It is all 525 B.t. u. That 35 cents includes all 
the labor that is necessary to operate the production plants to reform 
natural gas. 

Mr. Rogers. Who are you buying that from? The Tennessee or 
Texas Eastern / 

Mr. Luce. Texas Eastern and Transcontinental. 

Mr. Rogers. Do you know what they were paying for it at the well 
head ¢ 

Mr. Luce. No,sir. 

Mr. Rogers. But your contract with them ran from what—25 cents 
up to around 32 ¢ 

Mr. Luce. Now it is 34 at the present moment. Under this last 
request, they are asking for 35.3 cents. 

Mr. Rocrrs. You say that your average sales price was how much / 

Mr. Luce. 89 cents. 

Mr. Rogers. Is that the average price that you are getting for your 
gas, industrial, residential and all? 

Mr. Luce. Thatisall. That is revenue. 

Mr. Rogers. How much is going to residential users ? 

Mr. Luce. Of the total amount of gas? 

Mr. Rogers. Yes, sir. 

Mr. Luce. <A little over 70 percent. 

Mr. Rogers. It is quite a high percentage. 

Mr. Luce. Yes. I think our industrial is a little less than 10 per- 
cent now. 

Mr. Rogers. You take the position that you cannot absorb those 
costs if they contifiue to increase in the field ? 

Mr. Luce. That is correct. 

Mr. Rogers. Of course, where they are actually increasing as far 
as you are concerned is with the pipeline companies, because you do not 
have any contract with the producer at all. You have a contract with 
the pipeline company. The pipeline company raises their price be- 
cause the escalation clauses are triggered in the field. That is your 
position ? 

Mr. Luce. That is right. 


61557—55—pt. 1——-49 
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Mr. Rocers. In other words, you are advocating the change of the 
terms of contract to which you are not even a party, are you not? 

Mr. Luce. No; we are nota party to the contract. 

Mr. Rocers. But you are afraid that you might be affected by that 
and you are interested in the public interest. 

Mr. Luce. We have felt, and did from the beginning, that the pipe- 
lines should take better care of their customers than they have in this 
matter. 

Mr. Rocrers. The pipelines should take better care of their customers, 

Mr. Luce. That is right. 

Mr. Rocers. In other words, you feel that they should point out 
the small print to you. 

Mr. Luce. We did not see the small print. 

Mr. Rogers. That is what I am talking about. 

Let me say this to you, Mr. Luce: You are saying this, that the only 
solution to this problem that you see is to do away with the escala- 
tion clauses. 

Mr. Luce. Yes, sir. 

Mr. Rogers. Which would simply mean that you would go back 
to the fixed price for a period of 20 years, or the alternative to that 
would be to submit yourself to Federal control, and let the Federal 
Power Commission determine when you might be entitled to a better 
price for your gas at the wellhead. 

Mr. Luce. That is right. 

Mr. Rogers. In other words, you are willing to pay the price of 
Federal control, so long as it is the other fellow who is federally 
controlled. 

Mr. Luce. When you say escalation, I did make a statement that 
we were willing to take it in steps as we thought we were doing when 
we signed the preceding agreement, when it went from 5 cents to 
9 cents in 20 years. We think there is some justification for that. 

Mr. Rogers. I do, too. I could point it out if I had the time to do 
it. I will not take the time to do it. What you are actually saying 
is that you are willing to pay the price of Federal control to get rid 
of these escalation clauses as long as somebody else comes under that 
Federal price fixing. 

Mr. Luce. We have been under control for some time. 

Mr. Rocers. I understand that, but not under Federal control. 
We are under control in Texas and Oklahoma and other places under 
our State regulatory bodies, and we follow along with that. 

There is just one other thing I want to go into. You are talking 
about changing the terms of a contract, a solemn agreement entered 
into between two parties with their eyes open; whether they were 
dealing at arm’s length is a question that I don’t know about. You 
understand of course that in those contracts there afe also provisions 
that might be distasteful to the other party. I will give you a goo 
example of it. We have contracts entered into in many cases in my 
section of the country which is the Panhandle of Texas, where a man 
owns land under which gas has been discovered. He did not read 
the small print. Later he found out that he could raise a lot of 
crops on that land if he could irrigate, but he could not irrigate be- 

‘ause fuel was too high. If he could use his natural gas as a fuel to 
pump the water out to irrigate with, he could really do all right with 
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his farming business. He decided to do it, but he found out that the 
small print said that the company that had that lease was the one 
that decided whether he got gas or whether he got money. He can- 
not even buy the gas under his own land to pump his own well, gas 
that was originally his own property and part of which still is. 

Don’t you think those clauses should be changed if we are going 
to upset contracts ¢ 

Mr. Luce. You said he could have gas or money ? 

Mr. Rocers. He gets the value of one-eighth. We will say it is a 
one-eighth royalty contract. He gets a value of one-eighth of the 
gas at the wellhead. He cannot get that gas in kind. He has to 
take the value of it. He cannot even buy the gas from that company, 
because the company says to him we have contracts with Mr. Luce 
and fellows back here in the other end of the country to fulfill, and 
we will not even sell you the gas to pump water out to grow carrots 
and beans or wheat or whatever you want to grow. Those men whose 
land the gas is under, that you are using, cannot even buy it for their 
own use, at 20 cents a thousand cubic feet or 35 cents a thousand 
cubic feet. Don’t you think that is a little against public interest ? 

Mr. Luce. You mean they won't sell it to him, but they will sell 
it tous? 

Mr. Rocrers. They won’t sell it to him, but they will sell it to you. 
There was a fellow here yesterday who was listening to these hearings 
who said he could not find out why they would not sell it to him 
when they were selling it at $2.89 a thousand cubic feet in New York. 

The point I am making is simply this, Mr. Luce; as long as we 
are talking about distasteful provisions in the contracts, the other 
‘ide has some distasteful provisions. If we are going to be takin, 
some of these things out for public interest, and you are talking 
about the consumer that is buying gas from your company, I am 
talking about the fellow in my district who is also a consumer, 
and I am interested in his welfare and public interest. He is the 
fellow I am interested in, and public interest affects him as well as the 
man you are talking about. So if we are going to talk about remov- 
ing some distasteful provisions, let us not confine it to one side. Let 
us remove all distasteful provisions. As Mr. Dies stated, I think it 
would be well to start it all over. 

Mr. Luce. The trouble with starting all over is that we have a nice 
market and you have a high price for your gas. 

Mr. Rocrers. The reason you are worried is the fact that that gas 
was bought at a time when there was not any market. The value of 
the gas has gone up now, and Texas and Oklahoma and Louisiana 


are getting blamed for the price of it, and are not getting any of the 
money. 

That is all, Mr. Chairman. 

Mr. Hate. Mr. Chairman, may I ask one more question ? 

The Cuarrman. Very well. 

Mr. Hare. I just want to say this, Mr. Luce. When a regulatory 
body starts regulating the rates of a public utility, there are certain 
well-established rules, as you well know. You take the value of the 
utility’s property appraised in such-and-such a way, and then you 
give it a return on its investment. But if you are going to regulate 
4 company which is not a public utility, and is not domg a public- 
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utility business, I don’t know how you are going to work. I do not 
know what the rules of the game would be. If you were a member 
of the Federal Power Commission, and were told to regulate a pro- 
ducer, how would you go about it? Could you illuminate that prob- 
lem for me? 

Mr. Luce. I think I stated in here that I didn’t think we wanted 
them included as a public utility. 

Mr. Harr. What is that? 

Mr. Luce. I said in my statement we didn’t want them regulated 
as a public utility or not called a public utility. 

Mr. Hate. I want to know how you can regulate it on any other 
basis. What are the rules? 

Mr. Luce. I don’t think it is simple at all. I don’t think one person 
can say. That is one of the problems to be worked out. There must 
be a solution to these things. 

Mr. Hare. You are the president of one of the biggest public 
utilities that there is, and I think you ought to be more helpful to 
the committee in practical suggestions, because this is a terrible job 
for us. 

Mr. Luce. The contract would require the efforts of some of the 
best legal talent that we have. It is their job to do this. My back- 
ground is operating, and I would not attempt to write a contract for 
this condition. 

Mr. Hare. I am grateful to you, but I am still groping for light on 
how you regulate something that is not a public utility. If I were 
on the Federal Power Commission, and Congress told me that I would 
have to regulate a thousand producers or 10,000 producers in Texas 
and Kansas and what not, I think I would go look for another job. 

That is all, Mr. Chairman. 

The Cuatrman. May the Chair remind the committee again it is 
necessary for Mr. Luce to leave here by noon, and we hope to move 
forward. We have six other witnesses who expected to be heard 
today. So if we can consolidate our questions and make them as 
brief as possible to get the responses we seek, that will be a most desir- 
able situation. 

The Chair was about to recognize Mr. Bennett, if he desires to ask 
any questions. 

Mr. Bennett. I just want to ask one or two questions, Mr. Chair- 
man, about the effect of the escalation clauses under the suggestions 
that you have made. Did you hear Mr. Robinson’s testimony? Do 
you know him? 

Mr. Luce. I know him, but I didn’t hear or read his testimony. 

Mr. Bennett. He represents the Ohio distributors. 

Mr. Luce. Yes, sir. 

Mr. Bennett. In answer to a question that I asked him about what 
he felt should be done to the escalator clauses, he said this: 

If the producer does not trade out or eliminate the favored nation escalation 
and all of that group of clauses, then he is subject to the jurisdiction of the 
Federal Power Commission just the same as he is today. 

Is that the position you are taking? In other words, if the pro- 
ducer insists on the carrying out of his contract with the escalation 
clauses in it, then the Federal Power Commission has jurisdiction t 
fix the fair market price; is that your position ? 
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Mr. Luce. Will you state that again, sir? I am a little confused 
on that. oo —s 

Mr. Bennerr. I am trying to find out what your position Is in 
respect to the es “alation clauses. In response to questions Mr. Dies 
asked you earlier, he kept saying—and I understood that you agreed 
with him—that the effect of the amendment you propose was to nullify 
the escalation clauses in these contracts. 

Mr. Luce. Eliminate the escalation clauses. 

Mr. Bennerr. Then your position is not the same as Mr. Robinson 
who represents the Ohio distributors, because his position is that 
those clauses may remain in the contract under his amendment, but if 
they do, then they are subject to Federal Power Commission regu- 
lation. 

Mr. Lucr. I am not prepared to take a stand on that particular 
point, sir. . Ht Xe 

Mr. Bennett. Is it essentially your position that the objective you 
are trying to reach is that under the Harris bill, as far as future con- 
tracts are concerned, the Commission must fix reasonable market 
prices 

Mr. Luce. Yes. 

Mr. Bennett. Is it your position that that same rule, if it is 
adopted, should apply to existing contracts ¢ 

Mr. Luce. Apply to existing contracts? 

Mr. Bennetr. Yes. 

Mr. Luce. I don’t like the fair market value. 

Mr. Bennetrr. Whatever rule or formula is put in the bill, you feel 
that should apply to existing contracts, as well as future contracts? 

Mr. Luce. Yes, it should apply to existing contracts. 

Mr. Bennetr. In other words, you would have one price for gas, 
whether it is a fair market price, whether it is a market price, whether 
itis a fair and reasonable value, the price at which the gas was allowed 
for ratemaking purposes would be uniform as to future contracts and 
as to existing contracts. Is that essentially what you are arguing for? 

Mr. Luce. Yes, sir. 

Mr. Bennett. That is all. 

The Coatrman. Mr. Staggers. 

Mr. Sraccrrs. May I pass mine over for a minute? 

The CHatrman. Mr. Friedel asked for recognition. 

Mr. Frrepen. Mr. Luce, I would like to ask you a question. When 
did you first put in effect natural gas in your city ? 

Mr. Luce. In 1951. 

Mr. Frrepen. Did you at that time reduce the price of natural gas 
from the previous gas rates? ’ 

Mr. Luce. No. 

Mr. Frrepet. You did not? 

Mr. Luce. Mr. Friedel, when you said put natural gas in our prop- 
erty, I assumed you meant when we first purchased it, and not dis- 
tributed it as natural gas. We do not distribute natural gas to our 
customers. 

Mr. Frrepen. You do not? 

Mr. Luce. At the present moment; no. 

Mr. Frrepet. On page 5 of your schedule, the last column, when 
you say cost per thousand cubic feet at 100 percent load factor, part 
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of the March 18, 1953, at 27.9, and then February 1, 1955, you show 
35.3, then reading into the next paragraph, it shows a 27 percent in- 
crease. Was that increase to your company as a buyer ? 

Mr. Luce. Yes; that is right. We paid 27 percent more for our 
natural gas. 

Mr. Frrepex. What was the cause of that increase ? 

Mr. Luce. There were several factors. The majority of it is re- 
ported here. We believe it to be the adverse effect of the escalation 
clauses. 

Mr. Friepex. In other words, the producer received 27 percent more 
for his product? 

Mr. Luce. I don’t know how much he got, sir. I do not lrave those 
figures. 

Mr. Friepev. The point I am trying to bring out is this: That be- 
wause of the escalation clause you speak of, the producer gets more 
money for his gas. Does the pipeline make a profit on that? In 
other words, do they charge more and does the distributor charge 
more, and then the consumer, if it goes up 1 cent, is paying 2 cents? 
That is the point I am trying to bring out. 

Mr. Luce. As I understand it, some types of escalation that they 
call the spiral, the producer does get something out of it, and that in 
turn increases the price again to the pipeline company, which is 
yassed on to the distributor. That is one case. But in the others, it 
is just passed on from the producer to the pipeline company and then 
on there to the distributor. 

Mr. Friepev. And then on to the consumer ? 

Mr. Luce. And on to the consumer. 

Mr. Frrepex. I am from a consuming district, and that is what I 
am vitally interested in. 

Do you know of any instances where a pipeline in a supposedly free 
and competitive market buys gas at a cheaper price? Say they bought 
it for 9 cents and they could have bought it for 8 cents from another 
company. Does the consumer benefit when the pipelines buy cheaper?! 

Mr. Luce. I have not heard of any cases. 

Mr. Frrepet. I have some figures here from the Consolidated Gas & 
Electric Co. in Baltimore. When they first installed the natural gas, 
they gave a 25 percent reduction in rates. That save the taxpayers 
of Baltimore $714 million. The price at that time in 1950 was 28 
cents. Today it is 4314 cents. They have had 4 increases: 1 in 1952, 
1 in 1953, and 2 in 1954. They have not increased any rates. But it 
has reached the point now where they might have to pass it on to the 
consumer. 

On the one hand that looks bad for the consumer, but it looks bad 
another way, too, because from 28 to 43 is 15 cents, and the gas com- 
pany has been able to absorb it without passing anything on to the 
consumer, so there must be a big, big markup from the pipeline to the 
distributor. That is my analysis of these figures. 

I would like to know what is best for the consumer. I have been 
listening to the testimony here all the way through. ‘ 

Mr. Luce. I mentioned figures. Our production figures are 3° 
cents per thousand cubic feet of 525 B.t.u. gas. The natural gas price 
that brings about the 35-cent unit cost amounts to 18 or 19 cents. Our 
other costs include labor, peak shaving, which is most necessary— 
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as you see here, we buy our gas at 100 percent load factor. Our load 
actually runs from 100 million cubic feet a day up to as high as 625 
million in this past winter period. So that we have an extremely low 
load factor in the gas business. When we buy natural gas we have to 
be careful to get just enough to fit into our system, and then take care 
of the peak on peak shaving equipment, and that costs quite a lot of 
money and has its effect on the price of 35 cents. It is not just a differ- 
ence between 18 and 19 cents for natural gas, and 35 cents as the savings 
that you get. 

Mr. Frrepet. Do you know what Transcontinental is paying for gas 
at the wellhead on the average? 

Mr. Luce. I don’t know. I have heard the figure of 9 cents. 

Mr. Frrepe.. And you are paying what ? 

Mr. Luce. We are paying Transcontinental 34.1 cents at the present 
time. 

Mr. Friepev. Will you repeat that figure again ? 

Mr. Luce. 34.1 cents. 

Mr. Frrepet. That seems to be a tremendous amount. 

Mr. Luce. To build a pipeline all that distance costs a tremendous 
amount of money, and you have operating costs for compressors and 
other things involved. 

Mr. Frrepet. Is there more than one pipeline in your State? 

Mr. Luce. Yes, sir. The Transcontinental Gas Pipe Line, and the 
Texas Eastern. Those are the two that we purchase from at the 
moment. 

Mr. Frrepev. Can you buy from either one? 

Mr. Luce. We have contracts with both of those companies, and 
we are concluding a contract with the Tennessee Gas ‘Transmission 
Co. 

Mr. Friepev. That is all. 

The CuHatrman. Mr. Schenck. 

Mr. Scuencr. I have no questions. 

The Cuatrman. Mr. Harris. 

Mr. Harris. Mr. Luce, the statement that was included a moment 
ago presented to the Federal Power Commission by your company 
was presented by Mr. Harry Mulhern, your attorney ¢ 

Mr. Luce. Yes, sir. 

Mr. Harris. The committee also received a request from Mr. Mul- 
hern to appear and testify regarding this legislation before the com- 
mittee. You are appearing in his stead, are you not? 

Mr. Luce. That is correct. 

Mr. Harris. With reference to questions that were asked a moment 
ago, you said that you were paying 34 cents, or something like that, and 
there was a pending increase which would make it 35 cents. You also 
testified that on the basis of 525 B. t. u. you were paying 18 or 19 cents. 
That 35 cents that you refer to is on the basis of 1,000 B. t. u., is it not ? 

Mr. Luce. 1,000 or 1,040 or 1,060. 

Mr. Harris. It is around there, anyway. 

Mr. Luce. Yes, sir. 

Mr. Harris. Which would actually make the 18.7 or 19 that you 
referred to conform to the 35 cents that you mentioned a moment ago 
if it were on the same basis of around 1,000. 

Mr. Luce. I am sorry. I should have stated the exact figure. 
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Mr. Harris. That makes a lot of difference when you are dealing 
with it on one figure when you have half the heating content in your 
mixed gas that you have in your natural gas. 

Mr. Luce. When you are answering questions and you try to make 
a comparison, you found them out. 

Mr. Harris. I realize that. I did think that ought to be cleared up. 

Mr. Luce. Yes, sir. 

Mr. Harris. I have a statement here of 1954 statistics of your com- 
pany which came from the annual statistical report prepared by your 
company for the American Gas Association. You are familiar with 
that report, are you not? 

Mr. Luce. I know it was prepared, but I am not familiar with every- 
thing in it. 

Mr. Harris. In order to save your time and the committee’s time, 
I should like this tabulation to be included in the record, Mr. Chair- 
man. 

The CuatrMan. Without objection, it will be included. 

(The tabulation referred to follows:) 


1954 statistics, Public Service Electric & Gas Co. (New Jersey) 


(525 British thermal units equivalent] 


Per thousand 


Thousand 
cubic feet 


cubic fret Cost 


Gas supply 





| 
71, 965, 660 
15, 735, 441 


$13, 430, 000 
15, 050, 000 


Natural_- 
Manufactured _- 


inetd inne on te inenhnasneeed Siete 87, 701, 101 | 28, 480, 000 


Source of data: Annual Statistical Report prepared by the company for American Gas Association. 


Natural gas constituted 82 percent of the total supply and cost 18.7 cents per 
Me. f. The manufactured gas cost 95.5 cents or more than 5 times as much per 
M ec. f. as the natural gas. Stated differently, the manufactured gas supply was 
only 18 percent of the total supply but its cost was more than 53 percent of the 
supply cost without including depreciation, taxes, and return on the large in- 
vestment in manufactured gas plant. 

The substitution of an equivalent amount of natural gas for the manufactured 
gas now produced would save the company and its customers $12,085,000 and 
would reduce the average cost of the company’s present gas supply from 32.3 cents 
per M c. f. for 525 B. t. u. gas to 18.7 cents or slightly higher. 


Sales and revenues (557 B. t. u.) 





Pre er 

Volume 
thousand 
cubic feet 


Thousand 
cubic feet 
natural-gas 
equivalent 


Dollars Thousand 


cubic feet 


Residential with heating -.................-.-.-- 


Residential without heating 
Commercial 





(557 B. t. u.) | 


, 722, $22, 
28, 678, 118 . 
12, 379, 002 
12, 337, 834 

281, 578 


83, 399, 489 | 74, 053, 000 


$1.35 
2.09 
1.61 
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The average price received from house-heating residential customers on a 
natural gas equivalent basis was $1.35 per thousand cubic feet; from other resi- 
dential customers $2.09 per thousand cubic feet and the average price received 
from all customers was $1.59 per thousand cubic feet. 

Mr. Harris. You are also interested in supplies in the future; are 
you not? 

Mr. Luce. If the price is right. 

Mr. Harris. You mean that if the price is not right, you are going 
to cut off altogether? 

Mr. Luce. We are not going to buy. 

Mr. Harris. You are going to get supplies for your consumers. 

Mr. Luce. We may not buy additional natural gas if the price goes 
up. 

Mr. Harris. You are going back to the manufacture of gas? 

Mr. Luce. That is right. 

Mr. Harris. You are going to have supplies. You can buy your 
natural gas and supply your consumers cheaper on the same heating 
value than you can manufacture gas; can you not? 

Mr. Luce. At the present we can make a reformed gas with natural 
gas at a lower cost than we can make carbureted water gas. 

Mr. Harris. That is right. In fact, your natural-gas manufacturers 
gas costs about 9514 cents on a 525 B. t. u. equivalent. 

Mr. Luce. I don’t recognize that as being a figure of cost of pro- 
duction. 

Mr. Harris. As compared with 18.7 for what your natural gas costs. 

Mr. Luce. Ninety-five cents per thousand cubic feet of 525 gas? 

Mr. Harris. That is right. 

Mr. Luce. That is not our cost. 

Mr. Harris. I have your report here that was made to the American 
Gas Association. I would be glad to turn it over to you and let you 
confirm whether or not this is true. 

Mr. Lucr. We would be very happy to. 

Mr. Harris. Here it is. 

Mr. Dries. What is the cost? 

Mr. Harris. The manufactured cost. 

Mr. Dies. Ask him. 

Mr. Harris. I did just now; 95.5 cents. 

Mr. Luce. Our production costs in 1954 were 35 cents per thousand 
cubic feet for 525 B. t. u. gas. 

Mr. Harris. You mean manufactured. 

Mr. Luce. Manufactured gas. That is a reformed gas, too. It is 
all inclusive. 

Mr. Dies. What is the cost of the manufactured gas separated from 
the natural gas? 

Mr. Luce. When you talk manufactured gas, we talk about natural 
gas going in there as part of the process. 

Mr. Harris. No, I am talking about the gas that you make out of 
coal. 

Mr. Luce. Reformed gas is manufactured gas, too. It is just a dif- 
ference of expression. 

Mr. Harris. What is the cost of that? 

Mr. Luce. The cost of making water gas will run around 45 or 46 
cents per thousand cubic feet. 
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Mr. Harris. I am going to turn this over to you together with your 
own copy there that I presented to you, and I would like you to supply 
the correct figures for the record, if these figures are not correct. 

Mr. Luce. As I say, I don’t know what is in that reply. We will 
reply to it. What sometimes happens is that the water gas is the peak 
shaving, and if you set that aside at a low load factor, when it carries 
all the labor that is there throughout the year to serve the customers 
on a cold winter day, then the cost goes up. But you cannot call it a 
comparative figure, with the reformed gas or natural gas. 

Mr. Harris. It shows that your reformed gas cost is so much more. 
On the basis of that, you manufactured 15,735,441 cubic feet of gas in 
1954. According to your own report you purchased 71,965,660,000 
cubic feet in 1954, a total of 87,701,101,000. I want you to look that 
over. 

Mr. Luce. May we submit a statement on that, sir? 

Mr. Harris. Yes, sir, | wish you would, taking into consideration 
these figures I gave you because they come from your own report. 

Mr. Luce. All right, sir. 

(The information referred to follows:) 


Pus.ic SERVICE ELectric & GAs COMPANY 
Newark 1, N.J., April 271955 
Hon. J. PERcy PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Sir: On April 15, 1955, I testified before your committee concerning the 
position of Public Service Electric & Gas Co. with regard to pending legisla- 
tion seeking to amend the Natural Gas Act. I requested and received permis- 
sion to file an explanatory statement concerning an issue which was raised by 
Congressman Harris. I am, therefore, respectfully submitting the following 
statement : 

The tabulation shown on page 1753 of the hearing entitled “1954 Statistics, 
Source of Data: Annual Statistical Report Prepared by the Company for Amer- 
ican Gas Association, Public Service Electric & Gas Co., (New Jersey)” is not 
a part of any report prepared by the company either for the American Gas As- 
sociation or for any other organization or agency. The first two lines of the 
table of what purports to be a report of the company are completely erroneous 
and were obviously developed by someone not familiar with our operations. 
However, the total figures showing the thousand cubic feet of 525 B. t. u. equiv- 
alent gas, the total cost and the derived costs of 32.5 cents per thousand cubic feet 
are consistent with and were obviously taken from the annual statistical report 
for the year ended December 31, 1954, which was prepared by the company 
for the use of the American Gas Association, Edison Electric Institute, insurance 
companies, and security analysts. I believe that the figures were obtained from 
the report referred to above by taking the total natural gas reported as used 
by the gas. department, and the cost therefor, which are shown in the report, 
subtracting these totals from the total cost of gas, and then assuming that the 
difference is the cost of manufactured gas at 95.5 cents per thousand cubic feet, 
which is completely erronous. 

We make a mixed gas using many raw materials. Natural gas is only one 
of many such materials, which include coke, oil and propane, and the final gas 
includes substantial quantities of coal gas, the larger part of which we pur- 
chase on a long-term contract, expiring in 1956. The final gas is of 557 B. t. u. 
and has burning characteristics quite unlike natural gas. The only manufac- 
tured gas made today by the company is a relatively small volume of coal gas, 
which is mixed with other gases in varying amounts and in effect becomes a 
part of the mixed gas. In our water gas plants we produce thermally reformed 
natural gas which is then enriched with natural gas, catalytically reformed 
gas from natural gas or from kerosene, which is enriched with natural gas or 
propane, oil carbureted water gas made from coke and fuel oil, which gases are 
all made by the same personnel and metered in the same meters. To these 
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yarious gases we add a mixture of natural gas and air to hold the burning char- 
acteristics and the heating value of the gases constant. We also produce a 
peak-shaving gas from butane or propane and air, which we mix in during peak 
periods. All the various gases enumerated become a part of the mixed gas 
volume and the costs for making these gases, including operating and mainte- 
nance, labor and supervision, are a part of the cost of mixed gas. The coal 
gas is made in separate facilities and the costs associated with this gas can 
be definitely determined. 

We have been unable to reconcile with our studies the statement made by 
Congressman Harris that a conversion to straight natural gas would save our 
company $12,085,000. The best experts we have been able to obtain have found 
no such savings possible under present conditions of natural gas supply. Some 
of the basic reasons for this follow : 

(a) If Public Service Electric & Gas Co. took gas from the pipelines at the 
joad factor at which it actually sells gas to its customers, the average cost of 
natural gas would be very much higher than it now is. For example, if Public 
Service Electric & Gas Co. purchased natural gas in 1954 at its actual operating 
load factor, it would have paid 55 cents per thousand cubic feet for the gas pur- 
chased from Transcontinental Gas Pipe Line Corp. and 48.3 cents per thousand 
cubie feet for the gas purchased from Texas Eastern Transmission Corp. 

(b) In the alternative, if Public Service Electric & Gas Co. purchased natural 
gas at a higher load factor in sufficient quantities to meet the peak-day require- 
ments, enormous quantities of natural gas would have to be sold as an inter- 
ruptible industrial gas in a market which probably could not absorb it. At 
the present time, the price of natural gas has risen to the point where it is 
more expensive than coal in our electric stations. 

(c) This increased demand under the alternative in paragraph (b) above 
would serve to increase the cost of the additional gas required and, under pres- 
ent escalation clauses, would increase the cost of gas now under contract to 
the pipelines and to my company. 

(d) The volume of natural gas which would be required to supply the ter- 
ritory served by my company and the other companies in the northeast with 
straight natural gas, without peak shaving, is not available nor has it ever 
been available from the pipelines supplying the area. 

If the committee desires to have copies of the annual report submitted by 
my company for the year 1954 to the American Gas Association et al., and 
referred to by Congressman Harris on page 1753 of the transcript, I will be 
happy to provide them if you will so advise me. 

Respectfully submitted. 


Donatp C. LUCE. 

Mr. Harrts. The purpose of this is to show that since 1951 you are 
going more and more to natural gas because you are getting it a whole 
lot cheaper than you can manufacture it as you did before 1951. 

Mr. Luce. That is correct. 

Mr. Harris. You are talking about doing away with these clauses. 
What disturbs me about it, and I am not going into all that again, is 
that if you say by legislation we would prohibit the inclusion of these 
special clauses in contracts, then we have the problem of defining these 
clauses; have we not? 

Mr. Luce. We want the clauses out of the contract. 

Mr. Harris. I know, but in order to put them out and leave some in 
that you stated here, then we would have to define those as a matter of 
legislation, would we not ? 

Mr. Luce. All right, sir. 

Mr. Harris. How in the world can you provide legislation that is 
going to define every particular clause that some industry or the peo- 
ple have the ingenuity to create—as we have in this country, your own 
company, the long lines and the producers—define all the clauses that 
might be considered escalation clauses or some other special clause ? 
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Mr. Luce. Mr. Harris, I said it is a very difficult problem, but I am 
sure it can be solved. 

Mr. Harris. I am hoping so. You admit that the business of ex- 
ploring for and producing natural gas is a hazardous, highly specula- 
tive business ? 

Mr. Loucr. The natural-gas business ? 

Mr. Harris. Finding it and producing it. 

Mr. Luee. And profitable. 

Mr. Harris. To some. I can mention the names of a lot of people 
that wish they had never gotten into the business. 

Mr. Luce. That applies to all businesses. 

Mr. Harris. Mr. Bennett mentioned something a moment ago that 
actually what you want is the regulatory authoritiy to have the right 
to determine whether or not the gas you have to pay for is at a rea- 
sonable price; is that right ? 

Mr. Luce. I cannot answer that question. 

Mr. Harris. I will put it this way. What you want is some regula- 
tory authority to determine whether or not a certain price of gas 
should be allowed. 

Mr. Luce. Whether a certain price of gas should be allowed. 

Mr. Harris. In order to keep the thing from just going helter-skel- 
ter and away out of sight. 

Mr. Luce. That is what you will have under the present arrange- 
ment. 

Mr. Harris. That is right. 

Mr. Luce. That is, as a result of the decision in the Phillips case. 

Mr. Harris. Yes. What you want is to relieve the producers of the 
utility status which they are under now as a result of the Phillips 


case, but yet es want to have some right of review by some regulatory 


authority. Is that what you want? 

Mr. Luce. That is right. 

Mr. Harris. Over future contracts and certain existing contracts! 

Mr. Luce. Yes, sir. 

Mr. Harris. And if we can work out something to meet that 
problem, then you are satisfied; is that right? 

Mr. Luce. Yes, sir. 

Mr. Harris. I think that is all, Mr. Chairman. 

The Cuatrman. Mr. Staggers. 

Mr. Sracoers. I just had 1 or 2 observations to make. I thought 
that you covered it very well in the 2 paragraphs on page 7 of your 
statement on the spiraling cost of gas when you say that present 
clauses in all these contracts 

The Cuairman. Will the gentleman from West Virginia suspend 
just a minute for the chairman to call to the attention of the. com- 
mittee members that we will have a brief executive session for a few 
minutes after the close of the morning session, so that members may 
be on notice. Thank you for suspending. You may proceed, Mr. 
Staggers. 

Mr. Sraccers. Where it can be shown after hearings that they are 
just and reasonable should in fairness be allowed to stand. I think 
that is a good statement. 

I think the next statement about the future contracts that there 
should be fair contracts worked out, and left up to the Federal Power 
Commission to a certain degree is a fair statement. 
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I thought Mr. Dies’ statement about the public interest is interesting. 
| think he brought up a subject that has not been brought up before. 

That is the problem of the landowner. There are not only 4,500 
of those. It probably runs into hundreds of thousands or millions. 
They have never been mentioned before in all this controversy to my 
knowledge until Mr. Dies brought it up today. I think they have a 
big stake in this question, as well as the consumer. I think, just 
basing it partially on your testimony and what I have heard, that 
unless we take into consideration those men, the producers, the pipeline 
company, the distributing company, and the consumer, when we are 
taking up this legislation, we are not going to do a complete job. 

Do you think that all should be included along the line? Should we 
take it up as 1 unit, or take up 1 part of it. 

Mr. Luce. I think if you come to some satisfactory arrangement 
on this, it will do a good job for all parties involved. When you talk 
about producers, it 1s the landowner that he is dealing with, too, 

Mr. Sraccers. That is right. One producer deals with many, many 
landowners. 

Mr. Luce. Yes. 

Mr. Sraccers. As a general rule, he is not just a small person that 
has been talked about today. I will tell you that. His status is not 
compared with the small landowner at all, who is at the mercy of 
most of the producers. I believe if we are going to do a job, it should 
he done altogether at one time. 

I thought the statement Mr. Dies made about public interest and 
the conservation of our fuel in the interests of national security and 
national economy is what we should look at as an overall picture. 
Would you agree with that ? 

Mr. Luce. We are trying to get the overall answer here. That is 
what we stated. 

Mr. Sraccrrs. I am interested in one other statement you made. 
The fact that gas had now gotten to the point so that in producing 
vour electricity, if you could break that contract, you would use coal. 
Did you make that statement ? 

Mr. Luce. I said we had been offered some gas for a 12-month period 

at 100-percent load factor, and to take that gas for a period of 12 
months, we would have to burn a large percentage of it under the 
hoilers of the electric generating station. Ata cost of 1 million B. t. u. 
of that natural gas, we could not do it. So we had to turn down the 
offer of the gas. 
_ Mr. Sraccers. Mr. Chairman, I think that is one of the most signif- 
icant statements that has been made before this committee. That there 
is so much natural gas being wasted under boilers all over the Nation, 
and being forced to do it, when there are millions upon millions of 
consumers that want natural gas in residences. But some of the dis- 
tributing companies are forced to take it and use it under boilers and 
waste it actually when there is a need for conservation in the overall 
picture. 

Mr. Luce. Yes. 

Mr. Staccers. That is all I have, Mr. Chairman. 

Mr. Rogers. Mr. Chairman, may I ask just one short question? 

The Cuaran. Yes. 

Mr. Rogers. What is your B. t. u. content of the gas you are buying 
from the pipeline at 35 cents ? 
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Mr. Luce. Approximately 1,000 B. t. u. or somewhere in there. 

Mr. Rogers. What is the B. t. u. content of the gas you are selling at 
an average of 89 cents? 

Mr. Luce. 525 B. t. u. 

Mr. Rocers. Thank you, sir. 

The Cuarrman. Mr. McDonald. 

Mr. McDonatp. Sir, I have just one question. The proponents of 
this bill have characterized it as a bill that does many things. One 
of the things they say it does is to protect the consumer. We have 
had testimony about that, and I was wondering if you wanted to 
comment on your opinion as to whether the Harris bill protects the 
consumer, and if you feel it does, exactly how. 

Mr. Luce. I would not like to get a discussion of the bills. As I 
said before, I am not a lawyer. But it seems to me that we are taking 
the position we have is that we do not believe it will protect the con- 
sumer. 

Mr. McDonatp. Is your answer that your study as a businessman 
dealing in this, you see no protection for the consumer in the bill? 

Mr. Luce. That is my belief. 

Mr. McDonarp. Thank you. That is the only question I have. 

The Cuatrman. Are there any further questions? If not, Mr. Luce, 
we thank you for your appearance. I believe you will be able to make 
your connection now. 

Mr. Luce. Thank you very much. 

The Cuatrman. Mr. Frazier, how long would it take you to make 
your preliminary statement, not considering questions that might be 
asked ? 


STATEMENT OF CHARLES H. FRAZIER, EXECUTIVE ENGINEER, 
PHILADELPHIA GAS WORKS, PHILADELPHIA, PA. 


Mr. Frazier. I think if you follow the suggestion that you did, 
that I could eliminate certain sections which have been covered by 
others; 10 to 15 minutes. 

The Cramman. We will be happy to hear you and then we will 
adjourn after a brief executive session until the afternoon. 

Mr. Frazier. Mr. Chairman, I am Charles H. Frazier, executive 
engineer of the Philadelphia Gas Works. The Philadelphia Gas 
Works is a municipal plant which is operated by the United Gas Im- 
provement Co. This company also serves about 250,000 customers in 
eastern Pennsylvania in its own right. I am speaking as executive 
engineer of the Philadelphia Gas Works, but the general views which 
I will express are also those of the United Gas Improvement Co. 

UGI purchases natural gas from the Texas Eastern Transmission 
Corp. and Transcontinental Light-Gas Pipe Line Corp., and manu- 
factures light and heat to the extent of about 50 billion cubic feet a 
year. Inthe 5 years since these properties have been converted to the 
utilization of natural gas, in part at least on the basis of the prices 
quoted them by the pipeline companies, which were in the order of 3! 
cents per thousand cubic feet delivered in Philadelphia, natural gas 
then costing in the field 6 and 7 cents; in these 5 years the price has 
increased to where in 1955 it will be 39 cents delivered in Philadelphia, 
or an increase of 30 percent during this period. Prices in the field 
have increased from 6 and 7 cents per M ec. f. to our suppliers in 1948, 
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1949, 1950, to 12, 13, and 16 cents today; so that in large part this in- 
crease of 30 percent has been due to the increase in field prices. This 
is during a period when other fuel and commodity prices have risen 
very slightly, 

The stake of UGI and the consumers it serves and the reasonable- 
ness of the prices at which gas is sold in the Southwest is very clear. 
In consequence we are opposed to legislation which will curtail regula- 
tory powers of the Federal Power Commission unless it includes ade- 
quate provisions for the consumer interest. 

You have heard, Mr. Chairman—and I depart from my remarks— 
that we are concerned here with three phases of the gas industry. The 
largest part of the gas industry is the distributing end which we repre- 
sent.’ The pipelines come second in order of size, and the producing 
element third; and this producing element, as you have also heard, is 
largely a segment of the oil industry and not properly a gas interest 
at all. 

One of the key points that has been raised as to the need of legisla- 
tion or need of regulation has to do with whether competition exists in 
the field now, whether the prices at which producers sell natural gas 
to the pipelines is the result of competition. Mr. LeBoeuf has covered 
1 number of the points that relate to this, and I will not repeat those. 

Sut I would like to mention two things. 

In addition to the points raised by Mr. LeBoeuf as to the imperfec- 
tion of the competition in the field, I would like to mention this fact: 
that the study of the relationship between recoverable reserves and 
annual use shows that the number of years’ supply of natural gas is 
continuously decreasing. The Federal Power Commission has intro- 
duced figures that show that 22 years is the remaining life of the re- 
serves assuming present output of natural gas. Undoubtedly those 
can be found who with laudable optimism believe there is no limit to 
the discovery of new reserves. Sober gas geologists, including their 
dean Ralph E. Davis, however, have been pointing out for some time 
now, as they see increased drilling activity bringing in fewer new sup- 
plies, that this just is not so. 

New reserves will be discovered but they will in all likelihood hardly 
keep pace with expanding usage. We have, therefore, a natural asset 
in short and depleting supply, the owners of which may well be in a 
position to charge “what the traffic will bear.” 

We do not say this is what has been happening in the past 5 years 
when the average price of natural gas in the field has gone up, 
increasing the value of the reserves by some $8 million; but certainly 
the law of supply and demand has been working with a vengeance 
with the gas-distributing companies powerless for the most part to 
minimize its impact on the ultimate consumer. 

Then one last thought on competition. We have previously indi- 
cated it is the oil companies by and large who control the reserves 
in the field. When they increase the price of gas to pipelines, the 
price to the consumer will have to go up. The market of the gas 
(listributing companies shrinks and those who sell heating oil are 
enabled to charge more for it or to attach customers who might other- 
wise have turned to gas. 

The committee should be aware, too, that if natural gas from the 
pipelines grows too expensive, the distributing company can get little 
comfort from the realization that its only alternative is to turn to 
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the oil companies who supply the raw material for oil gas which is 
natural gas’ nearest competitor. 

Then I would like to turn to the question that Mr. Staggers has 
discussed, and that is this total-reserve picture. 

The use of gas is increasing and existing reserves are being depleted. 
Of course, it is important that drilling be encouraged in order that 
the fuel reserves of the country be adequately developed and main- 
tained. However, you should note that we are dealing here solely 
with the question of price. Gas can be made from oil and from coal; 
while the reserves of the former are more limited, the reserves of 
the latter are inexhaustible. It is certainly a specious argument to 
say that the price of natural gas should be vastly inflated at an annual 
cost to the consumer of hundreds of millions of dollars, in order to 
add only a minor element to the total fuel reserves in this country. 
It is the total of fuel reserves—and I agree with Mr. Staggers—that 
counts in the long run. 

Furthermore, the picture drawn for you of a limitless market is 
completely misleading. Only in a few western communities where 
the price has not already dampened people’s enthusiasm are there 
still these waiting lists of thousands of customers; nor are mixed- 
gas customers clamoring for far greater supplies. Ours is primarily 
2 mixed-gas operation simply because it is too expensive to buy natural 
gas just to meet the winter-peak day requirements. 

I think Mr. Harris asked a question of a number of people as to 
whether it would not be better to abandon the little amount that we 
manufacture and buy natural gas to make up that total. The answer 
in our case is that if we abandon our manufacturing plant and con- 
tracted for sufficient natural gas to supplant that gas that. we use on 
the cold days in the winter, it would cost our company $4 million 
a year extra. That is why we don’t do it. That is why we manufac- 
ture gas. 

Weare all agreed that drilling has to proceed, and the general tenor 
of all of our presentations is that we believe that a fair price should 
obtain for new gas discovered. But we do want to point out that 
most wells are drilled by oil companies in the search for oil. A sub- 
stantial fraction of the gas is found in association with oil, and the 
price of natural gas is a not too significant part of this discovery 
process, 

We also want to call attention to the fact that no figures have been 
produced which indicate that the present prices in the field, which are 
now for new gas in the order of 13 to 16 cents, are not sufliciently com- 
pensatory to producers to induce them to drill. I read the Oil and Gas 
Journal avidly each week as it comes out and I find that drilling ac- 
tivity in wildcats and in regular wells is up approximately 10 percent 
over 1954 during all the excitement, shall we say, over the Phillips 
decision. It would seem to me that those who are actually drilling 
these wells still have faith that they are going to be able to make out all 
right. 

Then I have included as exhibit 3—and I won't elaborate on it—a 
few statistics indicating the success which was achieved by drillers for 
oil and gas last year, indicating that on the basis of the prices that 
anybody could attach to the value of the diseoveries, extensions, and 
revisions, the people made out all right. 
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There has been a great deal said about this relationship of the well- 
head cost to consumers’ bills. I would like to give the figures for Phil- 
adelphia because I am sure I am going to be asked for them and we 
might as well get them on the record. 

The aver age price that is paid for gas by our pipeline suppliers is 
1) cents. 

Mr. Dies. Where does your supplier buy that gas? 

Mr. Frazier. We have two suppliers, sir. The suppliers are both 
in Mississippi, Louisiana, and Texas. 

Mr. Dies. You give the wellhead price that they pay ? 

Mr. Frazier. No, sir; the price here is the price which the pipeline 
companies included as their purchase gas cost in their report to the 
Federal Power Commission. 

I was going on, Mr. Dies, to say that probably 2 or 3 cents of that 
16 cents is the cost of gathering and in some cases transmission. For 
instance, we know that Texas Eastern Transmission Cor p. purchases 
most of its gas in Texas in the field in the order of 13 cents, and we 
know that Transcontinental Gas Pipeline Corp., now with its higher 
prices, pays on the order of 11 cents. Most of our gas is purchased 
from Texas Eastern so that the average of the w ellhead price would 
be nearer to 13 cents, the rest being g: atheri ing cost. 

Our average realization for this ¢ gas ona ‘thousand B. t. u. basis is 
$1.16. This, we say, is like comparing the cost of wheat on the farm 
with the cost of a loaf of bread. It is true that natural gas can be 
used in customers’ appliances without a great deal of processing, but 
this is to overlook completely a most significant point, namely, that 
the rate and time of use by the customer is entirely dissimilar from 
the rate and time of production. 

The customer of the gas house heater needs on the one cold day of 
the year which we must plan for, a vastly disproportionate amount 
of gas to that which he will use annualy. Instead of producing gas 
at a daily basis of one-three hundred or one-three hundred fifty “of 
the annual supply, the producers if they were to meet the house heating 
customers’ needs directly would have to produce four times as much 
on the peak day. 

If the producers sold gas in this way their price would have to be 

vastly higher than the steady load-factor price which they now receive. 

In order to avoid this, expensive facilities for the storage of gas must 
be constructed and in our case we must be and are prepared to supple- 
ment our natural-gas supply in the winter with large volumes of gas 
of our own manufacture. This means that our overall average cost 
of gas in the holders, again on a thousand B. t. u. basis, if of the order 
of 48 cents, of which only one-half is the cost of transportation from 
the fields. These are the true costs of gas to us and not the speciously 
low figures so often quoted to you. 

The assumption is then frequently made that since there is still a 
spread between this 48 cents and the average price at which we sell 
the gas, certain hidden profits must exist which easily absorb the 
higher price of purchased gas. This, of course, is nonsense. 

In the case of the Philadelphia Gas Works there are no profits at 
all since it is a service at cost operation. You have heard from our 
other distributing companies that they don’t seem to be making out 
very well either. The reason for this, of course, is that gas service 


61557—55—pt. 1——_50 





780 NATURAL GAS 


is not a monopoly. The gas that we sell in the market is in competi- 
tion with electricity, with oil, and with coal. We cannot at will 
change our prices. 

I would like to look at exhibit 2 which appeared in a Philadelphia 
paper a couple of weeks ago to indicate that we cannot very well in- 
crease our house-heating prices without certain unfavorable reper- 
cussions. 

The real problem if the price of gas goes up another 9 cents, as it 
has to us in the last 5 years, is that we will have to get 9 cents times 
about 40 million M e. f., or about $3,600,000. We don’t have to get 
any cents per Mc. f. We have to get $8,600,000. The question to us 
is how are we going to get it. You can make it sound small by calling 
it cents per M c. f., but actually it is all those dollars that we are 
worrying about. 

I don’t see any way of doing it more fairly than on a prorata basis. 
We cannot load it on industrial sales because there we are right up 
against competition. We cannot load it on house heating sales or we 
would lose business. So if you take a pro rata basis, the $3,600,000, 
and divide it by 600,000 customers in Philadelphia, you have a con- 
tribution of $6 a customer. 

I was thinking last night this might be a kind of substitute Texas 
gathering tax that we could consider. 

We say that $6 a customer is not very much and maybe most of our 
customers would be glad to contribute it, but they at least want to 
know what they are contributing it for. 

Mr. Chairman, you heard all about the favored-nations clauses and 
how we don’t like them. The only thing which we would like to 
point out in conclusion is that we don’t have a case here where the 
normal forces of competition operate at any point. There have been 
suggestions made to you that if a consumer does not like the price 
which we may be forced to charge him in the event of further sub- 
stantial increase in natural gas prices, he can convert to another fuel. 
We have 150 thousand gas house heating customers in Philadelphia 
alone, in whose homes gas is usually the sole fuel. To replace gas 
with electricity and oil would cost each customer in excess of $1,000 
and in many homes he could not even do it. It is only the wealthy 
who would have the freedom to change their appliances in the event 
that we are forced to raise our prices to the consumers. The average 
man will keep his gas appliances and pay his prorata share each year 
of the hundreds of millions of dollars which small increases in the 
field price will cost the consuming public. We say that the producers 
certainly have a right to ask for as much as they can get for what they 
produce, and if the consumer were free to buy or walk away no regu- 
lation would be needed. 

But we have seen that the gas consumer, the distributing company, 
the pipeline and the producer are all welded together in one eco- 
nomic chain, in a business truly affected by the public interest. In 
consequence, we and our colleagues in the gas distribution industry 
consider it essential that the reasonableness of the prices charged by 
those who wish to devote gas to this interstate commerce remain under 
the surveillance of an impartial regulatory body. 

Mr. Chairman, we have principles of our own here, but I think you 
will find that they are substantially in accordance with the principles 
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which Mr. LeBoeuf has outlined to you. I want to say further that 
in terms of the kind of regulation which we would advocate over these 
contracts which would remain under the regulation of the Federal 
Power Commission we have advanced certain arguments to the Fed- 
eral Power Commission in docket R-142, the comments of the Philadel- 
phia Gas Works Division of the United Gas Improvement Co. in 
which we have tried to answer some of these knotty questions which 
lave been raised by various members of the committee who naturally 
are desirious of giving some guidance to the commission as to how it 
ought to exercise this jurisdiction. 

If you would like I would offer this document as a part of pres- 
entation. 

The CHarrMan. Very well. It may be accepted as part of your 
presentation, following your prepared statement in its entirety at 
ihis point. 

Mr. Frazier. Thank you, sir. 

(Statement and report referred to follow :) 


COMMENTS OF THE UNITED GAS IMPROVEMENT Co. 


The United Gas Improvement Co. supplies gas service to some 800,000 customers 
throughout eastern Pennsylvania. The greater part of this gas is derived from 
natural gas, transported from the Southwest by the Texas Eastern Transmission 
Corp. and the Transcontinental Gas Pipe Corp. Nearly 50 billion cubic feet of 
natural gas are purchased annually. 

The larger portion of these gas customers and this gas service are in the city 
and county of Philadelphia, where UGI manages, on a service-at-cost basis, the 
municipally owned gas works. Specific references made herein to Philadelphia 
apply in general to the other communities served directly by UGI throughout 
eastern Pennsylvania. 

Some 5 years ago (in 1948 for Philadelphia), these properties were converted 
to the utilization of natural gas, in part at least on the basis of the prices then 
quoted by the pipeline companies, in the order of 30 cents per thousand for gas 
delivered in Philadelphia, with natural gas then costing in the field 6 and 
7 cents. In the past 5 years, the price of gas has risen to the point where, in 
1955, it will be 39 cents delivered in Philadelphia, or an increase of 30 percent 
in that period. Prices of gas in the field have increased from 6 cents and 7 cents 
per thousand cubic feet to 12, 13, and even 16 cents, so that, in large part, this 
increase of 30 percent has been due to higher field prices. And this in a time 
when other fuel and commodity prices have risen but slightly (see exhibit I). 

The stake of UGI and of the consumers it serves in the reasonableness of the 
prices at which gas is sold in the Southwest, is very clear. In consequence, we 
are opposed to legislation which will curtail the regulatory powers of the Federal 
Power Commission unless it includes adequate provisions to protect the con- 
sumers’ interest. 


DISTINCTION BETWEEN THE GAS INDUSTRY AND THE OIL INDUSTRY 


At the outset of this presentation, which must be in the nature of a rebuttal 
to the arguments of the proponents of this legislation, it seems important to 
identify these proponents. Reference has been made by the Chairman of the 
Federal Power Commission and others to the “gas industry” as one of the parties 
furthering this legislation. The term “gas industry” is far broader, however, 
than this would imply. Companies predominently engaged in gas distribution 
have invested some $6 billion in distribution, storage, and auxiliary production 
facilities; they are obviously interested in stabilization of natural-gas prices. 
Gas transmission companies, with investments of some $4 billion, have an equally 
great stake in the leveling off of natural gas prices; in that if this cannot be 
accomplished, their ability to grow is sharply limited. Already the prices at 
which they offer gas at many city gates are equal to the manufactured gas 
production costs of the distribution companies. It is only the remaining one-third 
of the “industry”; i. e., the producing element, that is apparently unconcerned 
re the serious and far-reaching consequences which may follow maximizing gas 
leld prices. 
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By and large this producing element is composed of the country’s largest oil com- 
panies. You have heard much concerning the degree of interest which the oil 
industry has in natural gas production and reserves. You know, therefore, that 
by far the largest proportion of this gas has‘been discovered by oil companies, 
is produced by oil companies, and is sold by oil companies, This must be kept 
clearly in mind in analyzing the arguments favoring the passage of this measure. 


ARGUMENTS OF THE OIL INDUSTRY IN FAVOR OF EXEMPTION FROM FEDERAL POWER 
REGULATION 


In evaluating these arguments, you should realize that a 1-cent increase in 
the field price of natural-gas reserves increases the value of the assets of these 
producers by some $2 billion, and would inflate their annual sales by nearly a 
hundred million dollars—all of which must be paid by the gas consumer. Those 
seeking enactment of this legislation certainly have the burden of proof to show 
that this is in the public interest. 

Their argument, as it has been so many times presented to us (if not con- 
vincingly ) and as you have heard it, may be fairly summarized under the follow- 
ing propositions : 

A. The best regulator of prices is free competition, and free competition 
exists among the buyers and sellers of natural gas in the field. 

B. The discovery of additional reserves is essential to the expanding 
economy of this country and to national defense. 

©. If regulation prevails over the price at which natural gas will be sold, 
it will depress prices to such an extent that: 

1. drilling for new reserves will be discouraged ; and 
2. existing reserves will be withheld from interstate commerce. 

D. While we do not admit that freedom from regulation will raise prices 
of natural gas, if it does, this increase will add but a small increment to the 
present consumer’s bill. 

E. The busines is much too complex to permit Federal Power Commission 
regulation anyway, being as it is, an integral part of the oil production 
function. 

Let us examine these arguments. 


A, Competition—Does it exist in the sale of gas to the pipelines? 


It is, of course, difficult to answer this question definitely. Nevertheless, 
certain points must be made which, in our judgment at least, taken together, 
unquestionably produce a negative answer. 

1. Control of reserves resides in a few large companies. It is estimated that 
the 20 largest companies control about one-half the total known reserves. Even 
more important, the larger blocks of reserves, upon which the success of any 
pipeline expansion depends, are closely held by a very few of the largest com- 
panies. This in itself is a limiting factor in competition. Some proponents of 
this legislation tacitly admit this point when they claim that, unless it is passed, 
the supply of natural gas to the pipelines will dry up. This is indicative at 
least of fairly good control over supply. 

2. The costly pipelines are in place under the ground and cannot be extended 
to this producer or that, who happens to offer gas at the lowest price. The 
fixed position of this transmission network means that each transmission com- 
pany is dependent for its supply upon those producing gas in reasonable prox- 
imity to its facilities. No responsible spokesman for the producers could con- 
tend that there has been any mad clamor to supply the pipelines with the new 
reserves they have required over the past few years while their service has 
been expanding. Indeed, the shoe has been quite on the other foot. ‘Those who 
buy and sell natural gas in the field know no free competitive market in the 
usual sense of the word. 

3. The presence of the favored-nation clauses you have heard so much about 
serves further to stifle the free competitive forces of supply and demand. The 
mere existence of such clauses in a substantial number of its contracts can 
effectively remove a pipeline company from its position as buyer in vast produc- 
ing areas, since to buy new gas at a higher going price would serve to escalate 
the price it may already be paying for a substantial portion of its supply. Com- 
petition becomes an empty phrase when sooner or later, all prices rise to meet 
the newest (and highest) offers. 

4. A study of the relationship between recoverable reserves and annual use 
shows that the number of years’ supply of natural gas is continuously decreas- 
ing. The Federal Power Commission has introduced figures showing that 22 
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years is the remaining life of the reserves, assuming present output of natural 
gas. Undoubtedly those can be found who, with laudable optimism, believe 
there is no limit to the discovery of new reserves. Sober gas geologists, includ- 
ing their dean, Ralph E. Davis, however, have been pointing out for some time 
now, as they see increased drilling activity bringing in fewer new supplies, that 
this just isn’t so. New reserves will be discovered, but they will, in all likelihood, 
hardly keep pace with expanding usage. 

We have, therefore, a natural asset in short and depleting supply, the owners 
of which may well be in a position to charge “what the traffic will bear.” 

This may not have been what has been happening during the last 5 years, 
when the average price of natural gas in the field has gone up, increasing the 
value of these reserves by some $8 billion; but certainly the law of supply and 
demand has been working with a vengeance, with the gas-distributing com- 
panies powerless for the most part to minimize its impact on the ultimate 
consumer. 

5. Finally, one last thought on competition, or the lack of it; as we have 
previously indicated, it is the oil companies who control the reserves in the 
tield. When they increase the price of pipeline gas, the price to the consumer 
goes up. The market of the gas-distributing company shrinks, and those who sell 
heating oil are enabled either to charge more for it or to attach more customers 
who might otherwise have ‘gone gas.” 

The committee should be aware, too, that if natural gas from the pipelines 
grows too expensive the distributing company can get little if any comfort from 
the realization that its only alternative is to turn to the oil companies, who 
supply the raw material for oil gas, natural gas’s nearest competitor. 

It is hardly surprising, therefore, to find such organizations as the Illinois 
Petroleum Marketer’s Association foursquare in support of H. R. 4560. 

Adding all these factors together, we think the conclusion is inescapable: 
A business as important in the public interest as is the supply of natural gas to 
interstate pipelines cannot be safely left to competitive forces which are so 
obviously imperfect. 

B. Discovery, conservation, and the fuel economy 

Use of gas is increasing and existing reserves are being depleted. Of course, 
it is important that drilling be encouraged in order that the fuel reserves of the 
country be adequately developed and maintained. However, you should note 
that we are dealing here solely with the question of price. Gas can be made from 
oil and from coal. While the reserves of the former are more limited, the re- 
serves of the latter are inexhaustible. It is certainly a specious argument to say 
that the price of natural gas should be vastly inflated, at an annual cost to the 
consumer of hundreds of millions of dollars, in order to add only a minor ele- 
ment to the total fuel reserves of this country. And it is the total of fuel re- 
serves that counts, in the long run. 

It is equally true that conservation should be encouraged; in the sense that 
gas should not be wasted. But surely it is not meant that gas be priced so high 
that it will not be used. This should indeed be a seif-defeating argument. State 
conservation commissions are active and effective in advancing true conserva- 
tion measures. Here is the proper point of emphasis on this score. 

Furthermore, the picture drawn for you of a limitless market is completely 
misleading. Only in a few Middle Western communities, where the price has 
not already dampened people’s enthusiasm, are there still these waiting lists of 
thousands of customers. Nor are mixed-gas companies clamoring for far greater 
supplies. Ours is primarily a mixed-gas operation—simply because it’s too ex- 
pensive to buy natural gas just to meet the winter peak-day requirements. But 
we want more natural gas too—at a price—as the cities expand. 


C. Encouragement for drilling and interstate sales 

We have agreed that drilling must proceed—though not at any cost. We 
doubt seriously that wise and forthright regulation will stop it. While it is cer- 
tainly true that the higher the field price of natural gas, the greater the incentive 
for drilling, it is equally clear that this must inevitably reach a point of diminish- 
ing return. 

Several facts for your consideration should be noted in this regard: 

1. Most wells are drilled by oil companies in the search for oil; a substantial 
fraction of the gas found is found in association with oil. The price of natural 
gas is a not too significant part of this discovery process. 
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2. There is no claim on anyone’s part that a fair price should not be estab- 
lished for new gas bought in. The relatively smaller element of the gas-dis- 
covery picture represented by those drilling for gas exclusively certainly needs 
this assurance. However, no figures have been produced to prove that the present 
price does not sufficiently reward producers—indeed, all signs of the intense 
drilling activity point to the contrary. The year of the Phillips decision, 1954, 
was the high point in this activity. And, nearly a year after that decision, the 
Oil and Gas Journal reports drilling activity up 10 percent over 1954. 

3. Nor was this activity as unrewarding as some might lead you to believe. 
Two out of three wells drilled are productive; not 1 out of 8, which applies only 
to the drilling of rank wildeats. In 1954, expenditures of $2% billion for drilling 
and producing developed new oil and gas reserves valued at many times this 
figure. (See exhibit III.) f 

We believe all the evidence at hand indicates that the present price for new 
gas is high enough to stimulate healthy drilling activity, and that the threat 
of regulation is not a deterrent. Bear in mind the exaggerated statements made 
to your committee in 1938, that if you passed the Natural Gas Act, not 1 foot 
of gas would cross State lines. 


D. Relationship of wellhead cost to consumers’ bills 


This produces the most specious argument made by the proponents of H. R. 
4560, who say that the cost of gas at the wellhead is only a small part of the 
cost to the consumer; that a little moreewon’t hurt the consumer and will help 
the producers a lot—especially as there are millions of consumers and only 
thousands of producers. Or, put another way, if each of the gas house-heating 
customers paid only a dollar a month more, he wouldn't even miss it—only 3 
cents a day—the net total result to the producers, however, would be a couple 
hundred million dollars. The arithmetic is very clear and needs little explana- 
tion; the producers’ argument, however, is so often presented that it should be 
forthrightly answered. 

1. We believe the figures presented to you in the chart first circulated by Mr. 
Harris (Transcript, p. 68) to be inaccurate ; we know they are misleading. Their 
accuracy is hard to check—even FPC had difficulty here; that they are mislead- 
ing, however, can be clearly illustrated. In the first place, they show field prices 
as they existed before the recent marked increase. For Philadelphia, the true 
picture is as follows: The average price paid for gas by our pipeline suppliers 
is in the order of 15 cents; our average realization on it is $1.16. This com- 
parison, however, is like comparing the cost of wheat on the farm with the cost 
of a loaf of bread. 

It is true that natural gas can be used in customers’ appliances without a 
great deal of processing. But, this is to overlook completely a most significant 
point; namely, that the rate and time of use by the consumer is entirely dis- 
similar from the rate and time of production. The customer with a gas house 
heater needs, on the one cold day of the year which must be planned and pre- 
pared for, a vastly disproportionate amount of gas to that which he will use 
annually. Instead of producing gas on a daily basis, at round one three-hundred 
or one three-hundred-and-fifieth of the annual supply, the producers, to meet his 
needs directly, would have to produce four time as much on the peak day. If 
they sold gas in this way, their price would have to be vastly higher than the 
steady load factor price which they now receive. 

In order to avoid this, expensive facilities for the storage of gas must be 
constructed ; and in our case, we must be and are prepared to supplement our 
natural gas supply in the winter with large volumes of gas of our own manu- 
facture. This means that our overall average cost of gas in the holders is in 
the order of 48 cents, of which only one-half is the cost of transportation from 
the fields. These are the true costs of gas to us, and not the speciously low 
figures so often quoted to you. 

2. The assumption is then frequently made that, since there is still a spread 
between this 48 cents and the average price at which we sell the gas, certain 
hidden profits must exist which could easily absorb the higher price of purchased 
gas. This, of course, is nonsense. In the case of Philadelphia Gas Works. 
there are no profits at all, it being a service-at-cost operation. In the ease of 
the other divisions of UGI and our sister distributing companies, however, any 
study of their earnings will reveal a few who can earn a reasonable 6 percent, 
but many more at 5 and 4 percent, and even lower. The reason for this is that 
gas service, contrary to what you have heard argued, is not a monopoly. While 
our company is the only one selling gas in our community, the gas we sell is 
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in active and continuing competition with electricity, coal, and oil, and must 
be priced competitively. We cannot freely increase our prices, as costs go up, 
or our customers will turn to some other form of fuel. 

3. The argument is advanced, too, by those who should know better, that a 
small increase in the price of gas in the field would be felt to only a minor 
extent in the market. This completely overlooks the fact that the larger part 
of the sales of the gas distribution companies are so priced as to be in direct 
competition with other fuels. No increase of any substance can be passed 
along with respect to such sales, without losing business. (See exhibit II.) 
If our purchased gas costs go up another 9 cents, as they have in the last 5 
years, it may only be recoverable from the small user, who does not have the 
ready opportunity of changing fuels, because his operating cost is small com- 
pared with the cost of new equipment, and he can’t afford to change. Since he 
represents less than a third of total sales, if we must recover a 9-cent increase 
in our costs from these sales alone, it could mean a 30-cent increase to him, 
who is the least able to bear it. 

The alternative to such an increase, which might well have to be adopted if the 
price of gas gets out of hand, is that the character of the service rendered will 
deteriorate to the point where we will be placed in jeopardy of entering into the 
descending spiral of business which is now plaguing the transit industry. 


E. Regulation is impossible in so complex a business 


The last argument of the proponents of this legislation is that the business of 
gas production, with its thousands of producers, is an inappropriate business for 
regulation, and that the varied and complex ways in which gas production is 
associated with oil production makes it impossible to regulate one without regu- 
lating the other. At this point the proponents tend to becloud the issue in order 
to make their point. 

In the first place, it is quite clear that the Supreme Court’s interpretation of 
the Natural Gas Act, as set forth in the Phillips decision, does not relate to 
regulation over either the production or gathering of gas as a physical proposi- 
tion, but solely to the price at which it moves into interstate commerce. We 
have heard no suggestion that the Federal Power Commission invade the proper 
province of the State conservation commissions in regulating the actual produc- 
tion of oil and gas, or that it would challenge a lawful regulation by a State 
commission clearly intended to prevent waste of that natural resource. In his 
testimony before this committee, General Thompson continuously referred to 
Federal control over gas. It seems to us that the use of this word “control” is 
entirely misleading in describing what the Phillips decision intends. The Court’s 
intent seems clear, that if a producer wishes to sell gas in interstate commerce 
to a pipeline, the Federal Power Commission has the right and duty to determine 
Whether the price at which he sells it is just and reasonable; and nothing more. 

While there are indeed some who favor so-called utility-type regulation, we 
know of no serious suggestion on the part of the Federai Power Commission or 
those in or familiar with the gas business that a 6-percent return on original 
cost—this is General Thompson’s assumption—is the answer to pricing natural 
xas at the wellhead. There have been a number of practical proposals presented 
to the Commission in the arguments in docket R—142, including one by this com- 
pany, which point the way to the criteria the Commission could use in establish- 
ing fair and reasonable prices, still providing the incentive necessary to stimulate 
additional discoveries. It is completely misleading to argue that since a 6-percent 
return on original cost is not feasible, no regulation is the only alternative ; too, 
it is insulting to the intelligence of the Federal Power Commission to contend 
that it can devise no middle ground on which to regulate in the public interest. 

Some point out the vast number of. producers who would have to be regulated 
if full effect were given to the Phillips decision. In this connection, Representa- 
tive Heselton has introduced a bill designed to exempt small producers. The 
Federal Power Commission itself has made a beginning in this respect, in its 
tentative approach to post-Phillips decision regulation. This is certainly the 
right approach. It has been pointed out that most of the gas is under the control 
of a very small number of companies, and stabilization of the price charged by 
those companies will produce the desired result for the consumer. 

We feel that the adoption of Mr. Heselton’s approach might well enable the 
producers to compete freely and thereby assist the Federal Power Commission 
in its effort to maintain fair and reasonable prices in the field. 

While the arguments above stated, relating to the complexity of Federal reg- 
ulation, are easily demolished, it would be foolish to maintain the other posi- 
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tion, i. e., that this is a simple matter of applying a formula. It is not. It isa 
serious business which will require judgment, intelligence, and a thorough 
knowledge of the economics of the gas business. Just because regulation will 
be difficult, however, is no reason for this Congress to assume that the regu- 
latory agency it has set up to undertake a task vital to the public interest will 
be unable to perform reasonable regulatory functions. 


POSITIVE VALUES OF LIMITED REGULATION 


The foregoing has been devoted primarily to answering the various argu- 
ments presented by those who are supporting H. R. 4560 and other similar 
measures. We believe our answers to these arguments indicate clearly that 
these measures should not be adopted as written. However, we believe it worth- 
while to state the positive case for the type of legislation we would consider 
in the true public interest. 

It is recognized that regulation of the big interstate pipelines is essential. To 
regulate these lines and the prices at which they sell natural gas, while exempt- 
ing one of the essential and major elements of the cost of their service, that is, 
the price which they pay for natural gas in the field, is to leave the Com- 
mission severely hampered in protecting the distributing companies and the 
ultimate consumers they serve. As long as prices are subject to violent and 
unpredictable increases in the field, and as long as the distributing companies 
are bound to the pipelines by 20-year contracts, the economies of the consumers, 
the distributing companies, and the pipelines themselves are at the mercy of 
those who control the natural resources in the field. With our 20-year con- 
tracts, we are not free to say “No; we don’t want this gas any more at the price 
you suggest.” Our contracts say we must take it and pay whatever price is 
charged even though we could make gas more cheaply ourselves. Here is the 
antithesis of regulation. 

When we talk about “violent and unpredictable increase,” we mean just that, 
One of our suppliers is in the process of having its gas prices raised in Louisi- 
ana from 9 to 16 cents overnight, and this on nearly one-half of the volume it 
purchases. This is the kind of increase against which we seek protection. 
lither regulation must be made really effective—which means review of just 
such events—or we should be free to buy as much or as little as we find in our 
best interest and that of our customers. 


” 


Favored-nations clauses 

It is worthwhile noting at this point that the increase we speak of is due to 
the operation of the so-called favored-nation clause already briefly discussed. 
You have heard this clause referred to from time to time in testimony before 
you ; it has many forms. Sut its general effect, whatever its form, is that, regard- 
less of the price originally contracted for between the pipeline and the supplier, 
the original price can be raised to equal the price of gas newly entering into 
interstate commerce. 

In 1949 the pipeline supplier to which we refer undertook to purchase gas in 
Louisiana for some 9 cents per thousand cubic feet. A few years later, because 
there were those, principally in the Middle West, who were willing to pay twice 
this much, and who contracted for gas at such prices, the overall cost to our 
supplier of its Louisiana gas nearly doubled. One producing company alone had 
its contract raised by $2 million a year. No new gas was discovered as a result 
of this windfall. No increased production costs were involved, nor was there any 
allegation that the price contracted for only 5 years previously was unfair or 
unreasonable. 

Furthermore, this pipeline supplier cannot purchase gas in Texas, because if 
it does so, and pays even one producer in a new field as much as 15 cents for his 
gas, it would have the effect of nearly doubling the price which it currentl) 
pays to all producers in Texas. 

There are those who say they want additional gas (transcript p. 304) and don't 
seem to care too much what the price will be. While this desire would appear to 
be more one of emotion than of cold business logic, that is their privilege. Never- 
theless, if in their enthusiasm, they bid up the price in the field to secure their 
new supply, we see no reason why favored-nation clauses should force us to give 
windfall profits of millions of dollars annually, at our customers’ expense, to 
those who furnish gas to our pipeline suppliers from the areas in which the new 
higher prices will be paid. 
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Our position is not that newly discovered reserves, often discovered and pro- 
duced at a much higher cost than prevailed in the thirties and forties, should 
not be dedicated to interstate commerce at higher prices, which may well be in 
the order of the 12 to 16 cents now being paid, so long as they are fair and 
reasonable in the light of circumstances which relate to those particular reserves. 
We simply insist that the dedicating of this new gas to interstate service should 
not have the automatic result of inflating the price of gas already committed to 
this service, which cost much less to produce, and which its owners were willing 
to dedicate and sell at prices considered fair, reasonable, and, we must presume, 
adequately compensatory as recently as 5 years ago. 


Protection of the consumers’ investment 


There have been suggestions made to you that if a consumer doesn’t like the 
price which we may be forced to charge him, in the event of further substantial 
increases in natural-gas prices, he can convert to another fuel. We have 150,000 
gas-heating customers in Philadelphia alone, in whose homes gas is usually the 
sole fuel. To replace gas with electricity and oil would cost each customer in 
excess of $1,000; and in many homes, because of their construction, this is not 
even feasible. It is only the wealthy who would have the freedom to change 
their appliances in the event we are forced to raise our prices to the consumers. 
The average man will keep his gas appliances and pay his pro rata share, each 
year, of the hundreds of millions of dollars which small increases in the field 
price of gas will cost the consuming public. 


CONCLUSION 


The producer has a clear right to seek as much as he can for his produce; 
and if the consumer were free to buy or walk away, no regulation would be 
needed. But we have seen that the gas consumer, the distributing company, the 
pipeline, and the producer are all welded together in one economic chain, in a 
business truly affected by the public interest. In consequence, we and our 
colleagues in the gas-distribution industry consider it essential that the reason- 
ableness of the prices charged by those who wish to devote gas to this interstate 
commerce remain under the surveillance of an impartial regulatory body. 

With particular reference to H. R. 4560 now before the committee, we believe 
that the major objectives sought in this legislation can be achieved, but with 
reasonable protection to the gas consumers, by a bill which would incorporate 
the following principles : 

(1) Producers and gatherers of natural gas who wish to sell gas in interstate 
commerce should continue to be natural-gas companies and, therefore, to this 
extent, be under the jurisdiction of the Federal Power Commission. 

2) If they agree to the elimination of favored nation and similar price ad- 
justment clauses, including abandonment clauses, from both present and future 
contracts, they should certainly be exempt from the more burdensome aspects of 
regulation, including the filing of reports, keeping of accounts according to pre- 
scribed methods, and the normal procedures of certification. 

(8) Arms-length contracts consistent with (2) above, entered into between pro- 
ducers and pipeline companies for new gas supplies need not be reviewed by the 
Federal Power Commission; but the pipeline company should continue to have 
the burden of proof as to the fairness and reasonableness of its rates as they 
may relate to the terms of such contracts. 
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EXHIBIT I 


INDEX OF WHOLESALE PRICES 
RELATED TO WHAT PHILA. PAYS FOR NATURAL GAS 3-29-55 
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EXHIBIT 
THE PHILADELPHIA INQUIRER 
WEDNESDAY MORNING, MARCH 30, 1955 


TIRED OF HIGH FUEL BILLS? 


HOW MUCH DID IT COST YOU 
TO HEAT YOUR HOME LAST MONTH? 


Change from gas to 
OIL HEAT 
... see the difference 


in SAVINGS atone! 


OIL HEAT IS SAFE-CLEAN-DEPENDABLE- 

COMPLETELY AUTOMATIC- AUTOMATIC 

FUEL DELIVERY -BUDGET PAYMENT PLAN 
DAY AND NIGHT SERVICE 


<4\, OIL HEAT IS INSTALLED AND SERVICED 
Seg OY BY EXPERTS WHO KNOW THEIR JOBS— 
TAKE PRIDE IN THEIR WORK 


COSTS LESS 


THAN GAS 


EE RR SRR oe RENAE SN GO A I A A TL TE A TEESE 
This information has been published In the interest of the home-ownlng public by the 


GREATER PHILADELPHIA FUEL CONFERENCE 


1201 Chestnut St., Philadelphia 7, Pa. 


Call Your Local Oil Heat Dealer Today! 
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Exutit IlI.—Drilling for oil and gas in 1954 
Wells drilled : 
Oil wells......220.406.. 24> Sb bs abi A Sh ee A ho oc 29, 773 
Jas Welre.......—. sine iiAton nacghciie ia motascadadalen tated medic ments ieee a axmeatain ee 3, 977 
Service and dry wells__-_----- 3546355... 254s - 20, 180 


153, 930 


Average depth__ . 4, 061 
Capital expenditures: Drilling and producing facilities____-___ $2, 371, 500, 000 


New discoveries, extensions, and revisions : 
I Ite einer cbicKeaie fi a a aa barrels__ 3, 334, 194, 000 
Natural-gas liquids______- ‘ do... 610, 670, 000 
do__ 3, 944, 864, 000 
Natural Wass..._--— thousand eubiec feet__ 9, 599, 000, 000 


(For investment purposes, these would be valued at $4,000,000,000 for 
the liquids and $500,000,000 for the gas ($1 a barrel and 5 cents per M c. f.) : 
though the value at current field prices, when produced, is nearly 3 times 
as great.) 

1 Compares with 49,279 in 1953 ; and 54,444 forecast for 1955. 
Source: Oil and Gas Journal. 


COMMENTS OF PHILADELPHIA GAS WORKS DIVISION OF THE UNITED 
GAS IMPROVEMENT CO. ON FPC DOCKET NO, R-142 


I. INTRODUCTION 


Philadelphia Gas Works Division of the United Gas Improvement Co. (Phil- 
adelphia Gas) serves 720 B. t. u. mixed gas to well over a half million customer 
in the city and county of Philadelphia. On a peak day, it purchases some 
111,000 M ec. f., or about three-fourths of its natural-gas requirements, from 
Texas Eastern Transmission Corp. and 31,000 M ec. f., or about one-fourth, 
from Transcontinental Gas Pipe Line Corp. The balance of its supply is made 
up of coke-oven gas which it obtains from the Philadelphia Coke Co., and 
carbureted water gas and high B. t. u. oil gas, which are manufactured in its 
own plants. On an annual basis, its natural gas purchases currently amount 
to 88 percent of its basic energy requirements; the corresponding figure for 
the peak day being 57 percent. 


II. THE ISSUE 


What principles and methods should the Commission apply in its regulation 
of the rates to be charged by independent producers for the transportation or 
sale of natural gas subject to the Commission’s jurisdiction? 


III. THE POSITION OF PHILADELPHIA GAS 


It is the position of Philadelphia Gas that no arbitrary, theoretical approach 
to this problem can resolve the many complex, conflicting interests which are 
involved in the exercise of the Commission’s jurisdiction. Any principle or 
method which is evolved must recognize the situation as it has developed to this 
date, both within the industry itself and between this industry and others. 
It should facilitate the development by the industry of even higher standards 
of service. Also, it must not be confiscatory of resources which have already 
been devoted either to the production, transmission, distribution or utilization 
of gas. This is a large order; obviously, there is no one correct solution which 
can ideally perform all these functions. 

In the presentation which follows, Philadelphia Gas advances its observa- 
tions and recommendations with respect to the more essential points which will 
have to be covered in any regulatory method which is adopted. For clarity’s 
sake, these recommendations have been stated definitely, though we realize only 
too well that modifications therein may prove necessary in the development of 
the final regulatory plan. We present these comments in the hope that they 
may suggest a suitable framework about which the Commission may develop 
its plan for equitable and effective regulation. 
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IV. ARGUMENT 
A. EFFECT OF UNCONTROLLED PRICES 


The notice of the Commission in the instant docket advised parties at interest 
against unnecessary argument with respect to the regulatory powers of the Com- 
mission. Nevertheless, as a background for the proposals hereinafter made, 
it is essential to point out, as we did in our comments in docket R-137, that 
regulatory protection of the consumer, a major responsibility of the Com- 
mission, is rendered meaningless when major and unpredictable increases in 
the cost of gas to the consumer can be brought about through like escalations 
in the field cost of natural gas. It was pointed out in this argument that the 
distribution companies such as Philadelphia Gas are in a highly competitive 
situation in virtually every phase of the business to which they are devoted; 
and that, in consequence, these increases in the field cost of natural gas cannot 
be freely passed on to all consumers alike, but, on the contrary, if they continue 
to be experienced, can have but one of two results: Either the increased cost 
can be passed along, in exaggerated form, only to a relatively small base load, 
which increase will, in general, adversely affect those least able to bear it; 
or, in the alternative, it will be impossible to pass along the increase at all, 
with the result that the character of the service rendered will deteriorate, and 
the gas-distribution industry will be placed in jeopardy of entering into the 
descending spiral of business and quality of service now plaguing the transit 
industry. 

With respect to the customers themselves, thousands of gas customers have 
converted to full gas service for major fuel needs, and have made, for them, 
expensive outlays in the cost of equipment, on the assumption of reasonable and 
stable prices. Assuming arguendo that competition would permit significant 
increases in the cost of gas, these customers would be faced with having this 
equipment rendered economically obsolete early in its useful life. 

We seek, therefore, to achieve predictability and stability in the price structure 
of the interstate natural-gas business, to obviate the risks above enumerated. 
Failing this, our only alternative would appear to be a loosening of the ties by 
which we and other distributing companies are bound by long-term contracts with 
their pipeline suppliers to the ever-ascending spiral of field costs. Distribution 
companies such as Philadelphia Gas have executed such contracts on the assump- 
tion that they tended to produce stability. However, if there is no control over 
the prices which must be paid, these contracts become in fact meaningless. It 
becomes clearly inequitable and contrary to the public interest for distribution 
companies to continue buying specified volumes of natural gas at ever-increas- 
ing prices, especially if they can produce substitute gas at a lower cost. In 
the absence of some assurance of reasonable stability in natural-gas prices, they 
should not be precluded from protecting themselves through reducing their con- 
tract volumes. 

If producers and pipeline companies are unprepared for this, then in all logic, 
they must join us in seeking an orderly field price structure. Philadelphia Gas 
is agreed that, were a condition to prevail wherein the laws of supply and demand 
could freely operate and free competition and flexibility exist throughout the 
industry, Federal regulation of field prices might be unnecessary and therefore 
undesirable. In the absence of such a condition, however, the public interest 
requires that the Commission, through the exercise of its regulatory powers in 
the area here under consideration, exert the necessary stabilizing influence over 
field price essential to our continuing service. 


B. EXISTING PRICE STRUCTURE THE BASE FOR FUTURE REGULATION 


We turn now specifically to the method to be applied by the Commission to 
achieve this end. First, we must choose a suitable point of departure. This 
point we hold to be the price structure which obtained in various producing areas 
before the recent favored-nations-inspired spiral of escalations took hold several 
years ago. It is recognized that the relatively orderly increase in gas prices 
prior to that time was a natural concomitant of the perfection of transmission 
techniques which facilitated the marketing of this commodity at its reasonable 
economic value; as well as a reflection of the increased cost of producing natural 
gas and the rising commodity price level. However, application of the favored- 
nations principle has, in the last several years, so distorted the pattern of pipe- 
line purchasing that an orderly and freely competitive market can no longer be 
said to exist. 
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With this exception, we can assume that prices being paid in the field were 
generally satisfactory, nonconfiscatory and high enough to stimulate continued 
discovery and development of reserves, making gas supplies freely available for 
interstate sale. In the light of the tremendous and spectacular growth of the 
industry during recent years, this certainly seems a reasonable assumption. 


Cc. FAVORED NATIONS AND COMPARABLE PRICE REDETERMINATION CLAUSES ARE 
ASSUMED OUTLAWED 


As another incident to finding a satisfactory starting point, it is essential that 
the method adopted not result in any wholesale automatic escalation of existing 
rates. Specifically, we must assume that the Commission will outlaw favored 
nations and comparable, formulary price redetermination clauses, in both exist- 
ing and new contracts. 

While we devoted considerable attention to this matter in our comments and 
argument in docket No. R-137, we must again emphasize that these clauses have 
operated against the public interest to an extent completely unforeseen when 
they first became embedded in the gas-purchase contract structure. They result 
in the pricing of gas on a basis often unrelated to the economic worth of the 
commodity. They preclude the achievement of any certainty or stability in 
price structure and are wholly inconsistent with sound public-utility ratemaking. 

In addition, they directly and specifically interfere with free competition in the 
field, and deprive pipeline management to a great degree of its opportunity to 
exercise discretion in the purchase of gas. They have impeded normal pipeline 
growth, having distorted the logical pattern of gas purchases, and have brought 
about exaggerated price increases both through their own operation and by the 
creation of false and artificial shortages in the field. Indeed, they are appar- 
ently proving detrimental even to producers themselves, who are unable to sell 
gas at existing price levels to pipelines saddled with favored-nation-clause con- 
tracts. While action directed toward the elimination of so-called price spiral 
provisions and third-party favored-nation clauses, taken by the Commission in 
order 174-B, is a step in the right direction and may serve to restore to the pipe- 
lines some greater measure of control over purchases, it will not suffice to achieve 
field price stability nor to restore free competition—both of which are essential 
to the ends we seek to achieve. 

Pipelines already burdened with the restrictions imposed by their own first- 
party clauses should be assisted in ridding themselves of commitments so clearly 
inconsistent with the utility service they are engaged in rendering. Although 
it may pose certain regulatory problems, the only satisfactory answer to this 
unhappy situation lies in the outlawing of all favored-nation contract provisions 
from all contracts—both old and new. This discussion assumes that this will be 
done and accordingly, our suggestions are based upon this assumption. 


D. SUGGESTED PRICING METHOD 


1. Cost of production approach.—We see nothing inherently wrong in consider- 
ing as a significant element in establishing rates, the cost of production of natural 
gas; if included in the cost of production is a full recognition of the risks involved 
in exploring for, and producing natural gas, the wasting nature of this com- 
modity and the physical circumstances in which the gas is found, frequently in 
conjunction with petroleum liquids. This type of approach might conceivably 
enable the Commission to achieve equity in establishing field prices for natural 
gas. 

Nevertheless, while we believe that the cost element should enter into the 
Commission’s considerations of any future changes in the general price structure, 
the researches necessary to achieve equity in this respect would be so extensive 
that we cannot, as a practical alternative, suggest that the Commission use this 
method in the establishment of initial area prices. 

While we recognize the force of the argument of those who contend that regu- 
lation of any other type is in fact no regulation at all, we say this because the 
task which would face the Commission in so determining the rates for the several 
thousand producers now subject to its jurisdiction would be almost impossible of 
performance. In many instances it would require allocations of cost between the 
production of oil and gas from the same well, which poses problems too compli- 
cated even to clearly contemplate, let alone fairly and effectively to solve. Even 
were the Commission confronted with no budgetary or personnel limitations, 
this approach would still, in our opinion, prove so time-consuming and complex 
as to defeat its purpose. 
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2. Area pricing.—It is our suggestion that the method used by the Commission 
be one of area pricing. Specifically we recommend that the Commission divide 
up the natural-gas producing regions of the United States into areas of size and 
character comparable to the Texas Railroad Commission districts. For each 
such district we recommend that a price range be established on a judgment 
basis, With a minimum, or base price, and a maximum price. 

Our definition of these two levels within which prices would be considered 
to be reasonable are as follows: We would consider the base price to be closely 
related to the average price paid for pipeline gas in that district during a base 
period, say 1952. It can fairly be considered that such prices would not be con- 
fiscatory and would represent a reasonable value of gas during a time when 
present general commodity-price levels prevailed. The Commission may also 
want to consider, in establishing this base price, minimum price levels estab- 
lished in other producing areas by State action, with recognition of the varying 
distances from the principal markets. 

We believe the maximum price for each such area should be closely related 
to the average of the prices recently contracted for by interstate pipelines. This 
could be the average of the three highest prices contracted for during the period 
immediately preceding June 7, 1954. (In this regard the Commission should, of 
course, not overlook the fact that price alone should not preclude the considera- 
tion of other contractual provisions related thereto, e. g., pressures, volumes, 
gathering expense, etc.) 


E. APPLICATION OF AREA PRICING 


1. Old contracts, i. e., those in existence on June 7, 1954, or those which the 
Commission has subsequently recognized 


(a) General.—The pricing levels specified in such contracts should not be dis- 
turbed even though they may be above the maximum or below the base. Current 
prices should continue in effect subject to the various provisions discussed below. 

(b) Periodic escalations.—Where these contracts provide for periodic escala- 
tions, i. e., of the type calling for relatively minor, fixed price increases at spec- 
ified intervals, these escalations should be filed for and each such filing should 
be accepted by the Commission without suspension, providing it results in a 
price at or under the determined maximum area price. 

In the event that such new price exceeds this maximum the Commission should 
suspend the filing and set the matter down for hearing. At such hearing the 
producer in question should have full opportunity to introduce evidence * showing 
that the determined maximum is unfair as applied to him and that there is 
economic justification for the proposed increase. 

At such hearing the Commission should also require a showing on the part of 
the pipeline purchaser of such gas: (1) That it desires to keep the contract in 
fcree, and (2) the precise effect that the payment of the increased price will 
have upon its rate structure. 

(c) Price redetermination and favored-nation clauses.—In the case of con- 
tracts containing price redetermination provisions not outlawed because they 
are comparable to favored-nation clauses, producers should be permitted to 
file for increases agreed upon between themselves and the pipelines, as of the 
dates established in these contracts. If such price redeterminations bring the 
price up to the area base price, they should be permitted without suspension. 
A commencing price, agreed upon in redetermination, which would be in excess 
of the area base price should only be permitted if the new price is not more than 
1 cent per M ¢. f. above the price prevailing for a reasonable period prior to 
redetermination and further, if the resulting pattern of subsequent periodic 
escalation, if any, is that permitted under (b) above, i. e., some 2 mills per 
year. Any other redetermined price should be suspended, with the same proof 
to be required as is called for in the above-maximum price filings mentioned 
above (par. E-1 (b)). 

In the case of clauses outlawed as of the favored-nations type, producers and 
pipeline companies should be permitted to renegotiate as of such dates as the 
outlawed provisions would otherwise have specified, and the renegotiated prices 
so agreed upon should receive equal treatment to the escalation and redeter- 
mination provisions above discussed. 

In the absence of any agreement between the parties, the producers should be 
permitted to file for authorization to abandon service under the provisions of 
TT 


* A discussion of pertinent evidence is included in the Statement of Consolidated Natural 
Gas System Companies, 
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section 7 (b) of the act. At such time, they should be allowed to offer evidence 
in support of their contention that the terms offered by the pipeline are unfair 
and coniiscatory. Based upon the evidence of record, the Commission should 
then either establish the fair and reasonable rates at which their gas may be 
sold, or in the alternative, permit the abandonment, if this meets the tests 
established in section 7 (b). 


2. New contracts 

(a) Favored-nation and comparable price-redetermination clauses.—For rea- 
sons stated above, particularly in section C, these clauses are contrary to the 
public interest and the Commission should refuse certificate authorization for 
any service based upon contracts containing them. This refusal should extend 
beyond that outlined in Order 174B, and should be equally applicable to the 
so-called first party favored-nation clauses and others of like character. 

(b) Prices at or under area marimum.—wUsually, prices under this heading 
will be filed as part of certificate proceedings. It has been the Commission’s prac- 
tice to concentrate, in these proceedings, on the service aspect of the application, 
Nevertheless, it is obvious that price has an important bearing on proof as to 
the market for natural gas, and in turn upon the determination of overall 
feasibility of any proposed service. 

We believe, therefore, that the Commission should automatically approve 
prices in such proceedings which fall between the base and maximum prices 
established for the various areas. It is to be presumed that the effect of these 
prices on the price of the service ultimately rendered will be known and cus- 
tomers desiring such service will have taken this into consideration (see G 
below). 

(c) Any price above area marimum must be carefully scrutinized.—For 
reasons stated in (0b) above, the Commission should require detailed proof of 
the reasonableness of a price proposed in any new contract which is in excess 
of the determined area maximum. Consistent with our views concerning esca- 
lations of old contract prices, we suggest that producers in such event should 
be afforded full opportunity to show that, as applied to them, the area maximum 
is unfair and that there is economic justification for allowing them prices in 
excess of such maximum—including evidence of excessive or unusual cost of 
production and of bona fide and comparable markets available in intrastate 
commerce, etc.’ 


F, REEVALUATION OF PRICE AND MAXIMUM PRICES 


Obviously no prices fixed at this time by the Commission can be expected to be 
valid indefinitely. Any order by the Commission should provide for an orderly 
procedure by which prices so fixed may be amended periodically, although not 
too frequently, in the face of showing as to production cost of gas, and the 
economic value of the gas, including its value in the field and in the ultimate 
markets. 


G. REAPPRAISAL OF THE “ROLLED-IN PIPELINE RATE” 


Notwithstanding the general stabilizing effect which we believe would result 
from the formulation of a rate-making principle or method incorporating the 
foregoing suggestions, it is entirely possible that natural gas rates will continue 
to rise above their prevailing level. In view of our grave concern over this 
situation, we suggest that the time has arrived for the Commission to reappraise 
its policy which requires pipelines to distribute on a systemwide basis the in- 
creased costs of serivce arising out of expensive major expansions. Recent 
rising trends in both field prices and construction costs raise doubt as to the 
long-range wisdom of continuing this policy and indicate a need for further 
study as to its effect upon consumer rates, especially in areas which have long 
relied on natural gas for a major portion of their fuel requirements. 

While we make no specific recommendation on this matter at this time, we 
suggest that, in cases involving major pipeline expansions, the Commission 
might well require those who benefit by receiving the new service to bear the 
full cost thereof. While this may result in some complications in billing and also 
in determining overall costs of service for rate-making purposes, it appears to us 
to be a more reasonable and equitable approach, which should not be ignored or 
discarded solely for reasons of administrative convenience, 


Respectfully submitted. 
PHILADELPHIA GAs WorKS DIVISION OF THE 


UNITED GAS IMPROVEMENT Co. 


1A discussion of pertinent evidence is included in the Statement of Consolidated Natural 
Gas System Companies. 
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The Cuarrman. Will you be able to be here when the committee 
reconvenes at 2 o’clock for questions if anyone desires to ask you 
questions 

Mr. Frazier. Yes; I would be happy to. I would welcome the 
privilege because I am a gas man and I would like to answer some of 
these questions. 

The Cuatrman. If our visitors will clear the room, the committee 
desires a brief executive session. 

The committee will reconvene at 2 o’clock for further testimony. 

(Whereupon, at 12:15 p. m. the hearing was recessed to reconvene 
at 2 p. m. the same day.) 


AFTER RECESS 


The CuarrMan. The committee will come to order. 

Mr. Frazier, who gave his statement prior to the adjournment for 
lunch, if you will take the stand, we will see if there are any questions 
the members may have. 


STATEMENT OF CHARLES H. FRAZIER, EXECUTIVE ENGINEER, 
PHILADELPHIA GAS WORKS, PHILADELPHIA, PA.—Resumed 


Mr. Frazier. Thank you. 

The Cuatrman. Mr. Harris, do you have any questions ? 

Mr. Harris. Just a few brief questions, Mr. Chairman. 

In the first place, I want to compliment you, Mr. Frazier, on the 
presentation of your statement. I think you did a very thorough 


job of presenting your full statement in a very brief period of time. 

Mr. Frazier. Thank you, sir. 

Mr. Harris. As I looked through it, following you while you were 
giving a résumé on it, I noticed you had covered practically all the 
points. 

ete are an engineer of the United Gas Improvement Co., is that 
right ? 

Mr. Frazier. My title is executive engineer of the Philadelphia Gas 
Works, which is the operating organization that runs the municipal 
gas works. 

Mr. Harris. Who is the United Gas Improvement Co. ? 

Mr. Frazier. The United Gas Improvement Co. is an operating 
company throughout eastern Pennsylvania which operates this munici- 
pal gas works under a contract. So I am in the UGI organization, 
but my responsibilities are limited to the municipal works. 

Mr. Harris. Do I understand that you are a local distributing com- 
pany, which is the Philadelphia Gas Works? 

Mr. Frazier. Yes, sir. 

Mr. Harris. It is owned by the city of Philadelphia ? 

Mr. Frazier. Yes, sir. 

Ee Therefore, it operates on the basis of cost without 
profit ? 

Mr. Frazer. The UGI pays a rental to the city of $5,200,000 a year 
and receives a fixed management fee of $800,000 a year, and the balance 
of the operating expenses have to be met out of the revenues for gas. 
If the expenses go up, the revenues have to go up and vice versa. 

61557—55—pt. 151 
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Mr. Harris. And you are working for the Philadelphia Gas 
Works. 

Mr. Frazier. That is right. 

Mr. Harris. And not UGI, 

Mr. Frazier. I am generally familiar with some of the problems 
of the upstate division, having been in the system for quite a while. 

Mr. Harris. Is it necessary to have all this overall operation in order 
to get the gas that you need? What is the use of having some big 
superduper company when a man as able as you are there can run 
it? 

Mr. Frazirr. Sir, it is necessary, of course, to keep the activities of 
an organization that we operate perhaps as a trustee, you might say, 
separate from the operations in other cities of Pennsylvania, where 
the UGI operates gas works as a proprietor. 

Mr. Harris. Is that on the basis of the United group furnishing 
gas to the various cities? 

Mr. Frazier. No, sir. 

Mr. Harris. Is it through them that you contract for the gas? 

Mr. Frazier. No, sir. The Philadelphia Gas Works contracts di- 
rectly with the pipeline companies for its supplies. 

Mr. Harris. That is a local problem. I suppose it should not con- 
cern us, but.I still don’t understand why it is necessary to have some- 
body from the outside come in to carry the title as manager when 
you people there manage it yourselves, 

There is one thing that your statement included that indicated that 
you were quite familiar with the entire gas industry. Is that true? 

Mr. Frazier. I perhaps must have been exaggerating if I said I was 
familiar with the entire gas industry. 

Mr. Harris. The last statement you made when you left before we 
adjourned, you said, “I will be glad to answer some of those ques- 
tions,” because you are a gas man. 

Mr. Frazier. That is right. I am a gas man, and I think I can 
answer some questions. But whether I am familiar with the entire 
industry or not is a little bit broader. 

Mr. Harrts. Did you ever explore for any gas? 

Mr. Frazier. No, sir. 

Mr. Harris. Did you ever drill for any gas? 

Mr. Frazter. No, sir. 

Mr. Harrts. Did you ever produce any gas? 

Mr. Frazter. Not except in the Municipal Gas Works. 

Mr. Harris. And that is manufactured gas. 

Mr. Frazier. Yes, sir. 

Mr. Harris. You never had anything to do with the exploration 
and discovery and the gathering of natural gas in the field? 

Mr. Frazier. No, sir. 

Mr. Harris. Your statement here said, as I recall, that this infor- 
mation about wildcatting—and you based vour knowledge of it, as I 
understood, from having read the Oil and Gas Journal. 

Mr. Frazier. Yes, sir; I read it every week with great interest. 

Mr. Harris. I think it is wonderful that you do, because it gives 
some insight of what goes on in that phase of it. You said in your 
statement that the contention that only 1 out of every 8 or 9 wells 
were proven to be productive was all wrong. You showed that your 
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information was on the basis of the total number of wells drilled and 
the total number of wells that were successful and the total number 
of dry holes. 

Mr. Frazter. Yes, sir. 

Mr. Harris. You are aware of the fact that wildcatting is one thing, 
where you go out and make these discoveries, and then the develop- 
ment of a field after the discovery is another thing, is that not right? 

Mr. Frazrer. Yes, sir. 

Mr. Harris. Consequently, when a wildcatter discovers a field in 
which there might have been many, many wells go down in the area, 
then the other wells in that same field come as a cause of expansion 
of that field, and they are not considered as part of the wildcatting 
processes. You know that, do you not? 

Mr. Frazier. Yes, sir. 

Mr. Harris. Then the statement here, trying to refute that infor- 
mation, is not altogether a correct statement of facts, is it? 

Mr. Frazier. I feel that it was a correct statement. What I said 
was that the total number of wells drilled, approximately 2 out of 3 
were successful. I did not imply that 2 out of 3 wildcats were 
successful, 

Mr. Harris. I know, but that statement might lead to belief that 
in the process of this exploration and discovery of this highly impor- 
tant and desired natural resource, it was a more prolific business than 
some would contend, That is the reason I wanted to inquire just 
what you had in mind when you made that statement in order that 
the record might be clear that it is a hazardous undertaking, and it 
isa highly speculative field of activity. You agree with that; do you 
not ¢ 

Mr. Frazier. I am sure, as Mr. Luce said, it is a speculative and 
hazardous undertaking with commensurate rewards. 

Mr. Harris. That is right. That is commensurate rewards for those 
who are successful. 

Mr. Frazier. I would say as an industry. 

Mr. Harris. You see a great many who have not received the com- 
mensurate rewards, and they have not done so well. You cannot 
say that there are relatively few of those, too, because a lot of people 
have gone broke in the business hoping that they would get a field 
somewhere, and they would be all right. 

There is one other thing. You were responding to several ques- 
tions with reference to manufactured gas. You manufacture gas from 
coal; do you not? 

Mr. Frazter. Principally from oil, sir. 

Mr. Harris. What is the cost of manufactured gas? 

Mr, Frazer. Manufactured oil gas presently costs in the neigh- 
borhood of 50 cents a thousand for 1,000 B. t. u. gas. We also have 
what is known as water-gas manufacture, and because we rarely use 
it, we keep it as standby and when we do use it, it costs us about 75 
cents a thousand on the 1,000 B. t. u. basis to manufacture water 
gas, 

Mr. Harris, And you are having to pay 48 cents at the city gate 
of Philadelphia for natural gas? 

Mr, Frazier, Thirty-nine cents, sir. 

Mr. Harris. How, then, can you say that if you were to convert 
your manufacturing processes, which cost you 50 cents, and go to 
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natural gas which costs you 39 cents, that that process would cost 
vou $4 million ? 

Mr. Frazier. That is in the nature of the rate structure of the 
pipelines. On the peak day—on the cold day that we have'to prepare 
for—approximately one-half of our supply is natural gas, and one- 
half is manufactured gas. So that we in effect would have to contract 
for 150,000 M ec. f. of additional natural gas if we were to supply 
our manufacturing facilities. One hundred and fifty thousand M ec. f. 
of natural gas would cost on the basis of our present rates approxi- 
mately five and a quarter millions to reserve in the pipelines. This 
is the demand charge. It is presently in the neighborhood of $37 
a year. Thirty-seven times 150,000 is my derivation of the 5 million. 

We actually only use those facilities and would only use that addi- 

onal gas on a limited number of days ina year. So that if we manu- 
facture, let us say, 2 million Me. f. which is about what it would amount 
to, of 1,000 B. t. u. gas, and then replaced that, we would have to 
nty 2 million M e. f. at 25 cents a thousand, or half a million dollars, 
to add to the $5,250,000, which brings me up to $5,750,000. Our cost 
of manufacturing that 2 million M ec. f. is very much less. It is about 
$1,300,000, or $5,750,000 is the derivation of my $4 million. 

Mr. Harets. In other words, as we would say in the electric utility 
business, your manufacturing plant is your standby to take care of 
the extra demand during the peak period. 

Mr. Frazier. The peak shaving plant; yes, sir. 

Mr. Harris. That is all, sir. 

The Cuamman. Are there any further questions? 

Mr. Does. Mr. Chairman, just one or two because I know we are 
pressed for time. 

[ take it from your testimony that you are interested in seeing that 
the producer receives a fair price. 

Mr. Fraamr. Yes, sir. 

Mr. Dus, That is necessary, of course, to your industry and to the 
consumer. That is an important factor on the whole picture, is it 
not ¢ 

Mr. Frazier. Yes, sir. What we have said was that we believe that 
the price of gas newly entering interstate commerce brings a fair 
price. 

Mr. Dixs. Do I take it that you think the present field price of gas 
is unreasonable ? 

Mr. Frazier. No, sir. 

Mr. Dues. Can I assume that what you fear is that it will become 
unreasonable on account of the escalation clause? 

Mr. Frazer, I fear two things, Mr. Dies. One is that we have been 
told that it is the objective of the oil companies who own these re- 
serves to get the price up to 25 cents. That does seem to us perhaps 
to be an unreasonable figure, 

Mr. Diss. Right at that point, “you were told,” who told you! 

Mr. Frazzer. This is in published statements that we have seen. 

Mr. Dies, You mean they made public statements that you would 
attribute to any oil company that the wanted to get the price up to 
25 cents? 

Mr. Frazier. My recollection is that it is in a statement of the Con- 
tinental Oi) Co. T can’t swear to that. 
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natural gas which costs you 39 cents, that that process would cost 
you $4 million? 

Mr. Frazier. That is in the nature of the rate structure of the 
pipelines. On the peak day—on the cold day that we have to prepare 
for—approximately one-half of our supply is natural gas, and one- 
half is manufactured gas. So that we in effect would have to contract 
for 150,000 M c. f. of additional natural gas if we were to supply 
our manufacturing facilities. One hundred and fifty thousand M c. f. 
of natural gas would cost on the basis of our present rates approxi- 
mately five and a quarter millions to reserve in the Ia ne This 
is the demand charge. It is presently in the neighborhood of $37 
a year. Thirty-seven times 150,000 is my derivation of the 5 million. 

We actually only use those facilities and would only use that addi- 
tional gas on a limited number of days ina year. So that if we manv- 
facture, let us say, 2 million M ec. f. which is about what it would amount 
to, of 1,000 B. t. u. gas, and then replaced that, we would have to 
buy 2 million M e. f. at 25 cents a thousand, or half a million dollars, 
to add to the $5,250,000, which brings me up to $5,750,000. Our cost 
of manufacturing that 2 million M c. f. is very much less. It is about 
$1,300,000, or $5,750,000 is the derivation of my $4 million. 

Mr. Harris. In other words, as we would say in the electric utility 
business, your manufacturing plant is your standby to take care of 
the extra demand during the peak period. 

Mr. Frazier. The peak shaving plant; yes, sir. 

Mr. Harris. That is all, sir. 

The Cuamman. Are there any further questions? 

Mr. Dies. Mr. Chairman, just one or two because I know we are 
pressed for time. 

I take it from your testimony that you are interested in seeing that 
the producer receives a fair price. 

Mr. Frazmr. Yes, sir. 

Mr. Dies. That is necessary, of course, to your industry and to the 
consumer. That is an important factor on the whole picture, is it 
not ¢ 

Mr. Frazier. Yes, sir. What we have said was that we believe that 
the price of gas newly entering interstate commerce brings a fair 

rice. 

Mr. Dies. Do I take it that you think the present field price of gas 
is unreasonable ? 

Mr. Frazier. No, sir. 

Mr. Dies. Can I assume that what you fear is that it will become 
unreasonable on account of the escalation clause? 

Mr. Frazier. I fear two things, Mr. Dies. One is that we have been 
told that it is the objective of the oil companies who own these re- 
serves to get the price up to 25 cents. That does seem to us perhaps 
to be an unreasonable figure. 

Mr. Dres. ie at that point, “you were told,” who told you! 

Mr. Frazier. This is in published statements that we have seen. 

Mr. Dies. You mean they made public statements that you would 
attribute to any oil company that they wanted to get the price up to 
25 cents? 

Mr. Frazrer. My recollection is that it is in a statement of the Con- 
tinental Oil Co. I can’t swear to that. 
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Mr. Dies. Could you furnish any information to the committee that 
any oil company has made the statement that their objective is to 
raise the price? 

Mr. Frazier. I will try to find that. 

Mr. Dies. Will you get that and furnish it? 

Mr. Frazier. I will try to find that backup. 

(The following letter was received from Mr. Frazier in reply to the 
above questions :) 


PHILADELPHIA GAS WORKS, 
DIVISION OF THE UNITED GAS IMPROVEMENT Co., 
Philadelphia, Pa., April 28, 1955. 
Hon, J. PERCY PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: At the time of my testimony before you on April 15, 
I stated that I had received the impression that the objective set by certain oil 
companies for natural gas field prices was 25 cents per thousand cubic feet. Con- 
gressman Dies thereupon asked me what my source for this statement was and 
I was unable to supply it. 

Since my appearance before your committee—and may I thank you for my very 
courteous reception—I have been trying to reconstruct my thinking with respect 
to this matter, a difficult task since the impression which I have gained is derived 
from a number of sources. It is difficult to say which came to my attention first. 
My present belief is, however, that my first advice arose in a conversation which 
I had with a chief executive of a large pipeline whom I visited a year ago in 
order to attempt to find out where gas prices were going. My question to him 
was, “Was there a plateau which would be reached?” and he asserted that the 
only figure he had heard discussed among producers was 25 cents a thousand cubic 
feet; although it was the intention of this pipeline to resist an increase to any 
such figures. My second source was the information that some of the underlying 
contracts of the proposed American Louisiana project called for 21 cents gas, 
with periodic escalation to 25 cents or above. My most recent and third source 
that I can remember for this figure was the testimony of Thomas D. Bailey, con- 
sulting engineer, before the Federal Power Commission, in R-142. Specifically, 
however, I did not find the source in the release from the Continental Oil Co. 
where I had thought I had seen this figure. Nor have I found it mentioned, 
perhaps for obvious reasons, in the “educational material” with which we have 
been deluged recently by the Natural Gas and Oil Resources Committee. 

I regret that I cannot be more specific in this respect, but have given you the 
circumstances of my background with respect to this particular item. 

Very truly yours, 
CHARLES H. FRAZIER, 
Eavecutive Engineer. 


Mr. Dries. It is on the basis of that information that you fear ? 

Mr. Frazier. The second part of my answer was, and it relates to 
this much-diseussed item of favored national clauses, there were 
many contracts entered into which backed up our supply in 1947, 
around 6, 7, 8 cents a thousand. It is to be presumed that they were 
then considered to be compensatory prices. The producers at that 
time did sponsor the formation of these pipeline companies to cap- 
ture this market. They say that there should not be arbitrary raising 
of those 6, 7, and 8 cent prices to, let us say, 12, 14, and 16 cent prices. 

Mr. Dies. But there should be increases. You are not contending 
that it should stay at 6 cents. 

Mr. Frazrer. No, sir. 

_Mr. Dies. Your point is that you think on account of the escala- 
tion clauses some of the raises were unjustified. 

_Mr. Frazter. I say that I would hope that a more regular and con- 
sidered process would be followed. 
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Mr. Dies. Have you made any investigation to find out how many 
of the contracts under which pipelines are now purchasing and in 
turn supplying to the distributors contain escalator clauses? 

Mr. Frazier. Only insofar as the two pipelines which supply us, 
and one other which proposed to. I believe substantially 100 percent 
of their clauses for purcuailees gas in the field did so contain. 

Mr. Dies. But your information is limited to the two companies 
that you deal with? 

Mr. Frazier. Yes, sir. 

Mr. Dies. And they are paying considerably over the average field 
price. If they are paying thirteen-and-some-odd cents, that is more 
than 3 cents above the average field price. 

Mr. Frazier. I would have to say in some cases, yes, and in some 
cases, no. 

Mr. Dres. I am taking the average of 9.9 furnished us. So if your 
companies are paying 13.5, they are paying 314 cents more than the 
average price. 

Mr. Frazier. On the average, yes, sir. 

Mr. Dies. Then naturally it follows that there must be pipelines 
which are buying below the average and paying less than 9 cents. 

Mr. Frazier. Yes, sir; there are. 

Mr. Dies. Have you made any investigation to find out what the 
total figure is? In other words, while you may be paying more for 
gas, it is undoubtedly true that many distributors are probably pay- 
ing less; is that not true? 

Mr. Frazrer. It must be. 

Mr. Dies. Did you ever inquire of your suppliers why it is they 
are paying more for their gas than the average field price? 

Mr. Frazrer. I have had very long discussions with our suppliers 
on the subject, and I think the answer is simply this: They got into 
the business in 1947. The contracts that you are talking about go 
back into the late thirties in some cases, and in the case of Tennessee 
Gas Transmission, 1942. So our boys, if you will, are Johnny Come 
Latelys and are being taken advantage of. 

Mr. Dies. So in turn you have to pay more. 

Mr. Frazier. Yes, sir. 

Mr. Dies. I take it you do not think the producer ought to be 
regulated as a basic proposition. In other words, you subscribe to 
Mr. LeBoeuf’s presentation, which is that you do not think the pro- 
ducer ought to be regulated. What you believe is that certain types 
of escalator clauses should be eliminated from the contract. 

Mr. Frazier. Let us say, should lose their effect. 

Mr. Dres. When they lose their effect, they are eliminated, are they 
not? Therefore, if there was some means by which unreasonable 
clauses or unfair clauses could be disallowed—you certainly would 
not object to any escalator clause that is justified, would you? 

Mr. Frazier. No, sir. In particular there is one type that has 
concerned you, and which I think should be included, and that is a 
provision against inflation. Obviously if the value of the dollar goes 
down to 10 cents 

Mr. Dies. You would not want to make a contract with your con- 
sumers for 20 years and guarantee to furnish them gas at a certain 
price; would you? 
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Mr. Frazier. No, sir. We would go broke fast. 

Mr. Dies. You would not expect the producer to do it? 

Mr. Frazrer. I would like to say at this point, Mr. Dies, I believe 
there has been too much emphasis placed on these 20-year contracts. 

Mr. Dies. Take 10 years. T am not emphasizing that. 

Mr. Frazier. Take 5 or 10 years, and you are talking more about 
my time. , 3 

Mr. Dies. You would not want to contract for a long period of time 
without some provision that would protect you? 

Mr. Frazier. If I were a producer now? ] 

Mr. Des. If you were a producer. We have to look at his angle 
also. 

Mr. Frazier. I think I would like to have some protection against 
inflation. 

Mr. Dres. So that the only objection you have to those clauses in 
a contract, are those which are capable of abuse and arbitrary action, 
gouging clauses. : 

Mr. Frazier. I don’t like to use those unpleasant adjectives. I just 
say that the prices should not escalate too abruptly. 

Mr. Harris. Do you believe that the Federal Power Commission 
as the regulatory authority should control as to the reasonableness of 
those provisions and that would satisfy ? 

Mr. Frazier. The reasonableness of including favored-nations 
clauses ? 

Mr. Harris. No, whether it is too much or not enough. 

Mr. Frazier. Yes, sir; that is what we are asking for. 

Mr. Dres. Then you do not ask just to outlaw certain contracts, 
but to leave the question with the Federal Power Commission to deter- 
mine in each individual case whether a contract is unreasonable? 

Mr. Frazier. That is correct, sir. All we say is that we have these 
150,000 house-heating customers; they have to keep on using that gas; 
they have to pay what we charge them; we have to pay what the pipe- 
line charges. 

(The following letter was later received from Mr. Frazier :) 

PHILADELPHIA GAS WorKS, 
DIVISION OF THE UNITED GAS IMPROVEMENT Co., 
Philadelphia 5, Pa., April 22, 1955. 
The Honorable J. Percy Priest, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, New House Office Building, 
Washington 25, D.C. 

My Dear Mr. CHArRMAN: In reviewing the transcript of my testimony before 
~ committee, I note the following exchange between myself and Congressman 
“Mr. Dies #rhen you do not ask just to outlaw certain contracts, but to leave 
the question with the Federal Power Commission to determine in each individual 
case whether a contract is unreasonable? 

“Mr. Frazier. That is correct, sir. All we say is that we have these 150,000 
house heating customers, etc. * * *,” 

It occurs to me that my response, in the light of the preceding discussion con- 
cerning favored-nation clauses, may be somewhat misleading. To clear up any 
possible misunderstanding on this point, reference should be made to my testi- 
mony where I discuss these clauses in detail. 

We believe that the Natural Gas Act should be amended in such manner that 
favored-nation and all other similar price redetermination clauses be accorded no 
recognition by the Commission. My response to Congressman Dies (the record 
indicates I did not have an opportunity to conclude my thought) was simply in- 
tended to show that, while those producers selling gas in interstate commerce who 
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remove such clauses from their contracts should be relieved of most of the de- 
tailed requirements of the act, they should nevertheless remain under the Com- 
mission’s surveillance. 

Should you, Mr. Dies, or any other member of your committee wish me to dis- 
cuss this or any other portion of my testimony further, I shall, of course, be 
pleased to return at any time and answer such questions as you may have. In 
the meantime, and so that the record may be unmistakably clear as to the pur- 
pose of my above-quoted response to Mr. Dies, I ask that this letter be incorpo- 
rated in the record of the hearings. 

Sincerely yours, 
CHARLES H. Frazier, Precutive Engineer. 

Mr. Dries. Just 1 or 2 more questions. As far as you are concerned, 
your increases that you feel have been unjustified or too steep have 
occurred in the past few years, have they not ? 

Mr. Frazter. In the past 3 years. 

Mr. Dies. That has increased from what? 

Mr. Frazter. We paid in 1949, 1950, 1951, about 30 cents, and then it 
went up very sharply to 39 in 1955. 

Mr. Dries. Have you increased any rates during that period to your 
consumers ? 

Mr. Frazier. No, sir. 

Mr. Dries. You have had to absorb that? 

Mr. Frazier. We have absorbed it, and we have absorbed it because 
we have been able to develop several processes for the processing of 
natural gas which have nll very substantial amounts of money. 

Mr. Dres. So the field prices have not affected your consumers to 
date. 

Mr. Frazrer. Not yet. 

Mr. Dries. Under that period of 3 years, what have you made? What 
percentage of profits have been made? 

Mr. Frazter. We don’t make profit, Mr. Dies. 

Mr. Dies. I beg your pardon. That is right. I think that is all, 
Mr. Chairman. 

The Cuarrman. Are there further questions? If not, Mr. Frazier, 
we appreciate very much your appearance here, and I want to join 
my colleague, Mr. Harris, in expressing my very sincere appreciation 
for the manner in which you condensed your prepared statement, and 
yet gave the pertinent points therein. The committee appreciates 
that very much, sir. 

Mr. Frazrer. Thank you. 

The CuHatmrMan. Our next witness will be Mr. John E. Heyke, Jr., 
president of the Brooklyn Union Gas Co. 

Mr. Heyke, I may extend to you the same invitation that I ex- 
tended to Mr. Frazier. If you care at points to summarize your pre- 
pared statement with the assurance that it will be includéd in full in 
the record you may feel at liberty to do so. 


STATEMENT OF JOHN E. HEYKE, JR., PRESIDENT, THE BROOKLYN 
UNION GAS CO. 


Mr. Heyke. Thank you, Mr. Chairman. I think you will find our 
statement is quite brief. We have been doing quite a condensing job 
and I hope you will find it short and to the point. 

My name is John E. Heyke, Jr.; I am president. of the Brooklyn 
Union Gas Co. I have been continuously employed by the Brooklyn 
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Union Gas Co. since my graduation from Sheffield Scientific School, 
Yale University, in 1933, except for a period of approximately 3 years 
during World War II when I served as a Naval Reserve officer. 

| am a member and a director of the American Gas Association and 
I am a member of the Gas Industry Advisory Council, which is ap- 
pointed by the Secretary of the Interior. ee 

The Brooklyn Union Gas Co. is a gas distribution company which 
supplies gas service to approximately 850,000 customers in the Bor- 
oughs of Brooklyn and Queens, New York City. The territory served 
by the company contains a population of approximately 3 million. 
‘More than 93 percent of Brooklyn Union’s customers are residential. 

During 1954 the company’s annual sales of gas were 30,382,000 M 
c. f.; 1,040 B. t. u. cubic feet. 

Brooklyn Union and its predecessor companies have been distribut- 
ing gas since 1849. Prior to 1951, Brooklyn Union provided manu- 
factured gas to its customers. In 1951 the company received its 
first deliveries of natural gas from Transcontinental Gas Pipe Line 
Corp. and for a short time thereafter supplied a mixture of manu- 
factured and natural gas. 

During 1952 the company changed over to the distribution of 
straight natural gas supplemented during peak periods by oil gas, 
liquefied petroleum and refinery gas. 

Brooklyn Union now receives all of its firm natural gas supply, 
80,327 M. c. f. per day, from Transcontinental Gas Pipe Line Corp., 


under a 20-year contract, and has contracted to receive an additional 
quantity of 5,000 M c. f. per day from Transcontinental and 20,000 
M c. f. per day from Tennessee Gas Transmission Co., commencing 


in November 1955. 

In addition to the firm deliveries of natural gas, Brooklyn Union 
receives storage gas during the winter under arrangements made with 
Transcontinental and Texas Eastern Transmission Co. 

As a gas corporation operating entirely within the State of New 
York, Brooklyn Union is subject to the regulation of the Public Serv- 
ice Commission of the State of New York. 

As we understand the Harris bill, H. R. 4560, its main objective is 
to relieve natural-gas producers selling to interstate pipelines from 
the burdens of regulation and thereby aid the consumer by making 
available to the retail market increasing supplies of natural gas. If 
this objective can be attained at a positive benefit to all segments of 
the industry including the consumer, we would support wholeheart- 
edly H. R. 4560. As a natural-gas distributing company, in our own 
interest, we have a responsibility to the consumer. In our opinion the 
Harris bill does not provide sufficient protection for us or our cus- 
tomers against certain types of price-escalation clauses in producer- 
pipeline contracts. 

_In our opinion favored nations, price redetermination and renego- 
ation, spiral, and similar forms of price-escalation clauses in pro- 
ducer-pipeline contracts are not in the public interest. I think that 
the argument has been made on this and I will skip over anything 
that I feel is repetition. 

_ The operation of these clauses has in recent years resulted in un- 
justified price increases for producers which bear no reasonable rela- 
tionship at all to producer costs, risks, required incentives, or general 
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economic conditions. Such price-escalation clauses have operated to 
place restrictions on pipelines with respect to the areas in which they 
may purchase additional gas and therefore created a situation in 
which free competition for gas purchases and arms’-length bargain- 
ing cannot exist. 

As we see it, the amendments to the Harris bill suggested by Mr. 
Searls and Mr. Merriman do not adequately meet the problem pre- 
sented by these escalation clauses. 

We think that mere braking action as to new and renegotiated con- 
tracts referred to by Mr. Merriman is not enough protection for con- 
sumers. Unless provision is made to eliminate such price-escalation 
clauses from all contracts, new, renegotiated, and existing alike, the 
action of free enterprise or arms’-length bargaining between pipe- 
lines and producers will be impeded. 

As we presently view the situation, we believe that the general 
principles outlined in the statement made by Mr. LeBoeuf provide 
a fair and reasonable method for protecting consumers against un- 
justified price increases while relieving the producers from unneces- 
sary Federal regulation. 

may say here if there is a better way of doing this we are for it. 

The CHarmman. Thank you, sir. 

Mr. Heryxe. Price increases of Brooklyn Union’s natural-gas sup- 
nlier: In our original negotiations with Transcontinental Gas Pipe 

ine Corp., the price was 25 cents per Mc. f. It was raised to 28 
cents by the time Transcontinental had secured the necessary ap- 
»rovals from the Federal Power Commission for the construction of 
its pipeline. Today it is 35.3 cents per Mc. f. 

eae 1951 Transcontinental has received or is now seeking the fol- 
lowing rate increases: 


Price per Annual Annual 
M ec. f. at transconti- | increases to 
> i. 
FPC docket 100 percent nental Brooklyn 
load factor increase Union 


Date 


Cents 
Mar. 18, 1953 32.2 $7, 327, 107 
Feb. 1, 1955. ....... sndacierepaaateeanesen 34.1 4, 000, 286 
Sts Ts ME- 6645-5 - i 35.3 2, 175, 966 


DOE « dbndddddddhade chauabebs bp ebhiteand bevwldwaicoddedatetasdibbeakbd 13, 503, 359 


1 Rate now in effect under bond pending hearing before the Federal Power Commission. 


A substantial part of these increases represent increases in Trans- 
continental’s cost of purchased gas. The recent Transcontinental in- 
creases pending under bond are attributable to price escalation clauses 
in producer contracts. 

s a result of these increases Brooklyn Union is now paying 7.3 
cents per thousand cubic feet more than when we first commenced 
receiving natural gas just 4 years ago, an increase of over 25 percent 
in our cost of natural gas. 

Since we are a regulated utility, we have been unable to absorb in- 
creased annual costs of the magnitude set forth in the tabulation above 
which have been imposed upon us by our pipeline supplier. In order 
to maintain the financial soundness of the company it has been neces- 
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sary for us to pass along a portion of these increased costs to our cus- 
tomers. 

As a public utility we are subject to regulation but, contrary to Mr. 
Searls’ statement we are not guaranteed a return by our State com- 
mission. In fact, the practical effect of regulation is to set a maximum 
beyond which we are not permitted to earn. We supply our customers 
a fuel service in strenuous competition with other fuels such as coal, 
oil, and electricity. The mere fact that we have an exclusive franchise 
to distribute gas in our territory does not guarantee us that customers 
will use our fuel in preference to others. Our main objective is to 
maintain an increasing trend in our sales volume because this is the 
best way for us to absorb costs which otherwise would have to be 
passed along to our consumers. We must be able to plan effectively 
our rate of load growth, which requires not only adequate supplies of 
natural gas but a reasonable means of anticipating costs of natural 
gas to us. 

A great deal has already been said to this committee about the “fav- 
ored nations” price redetermination, price renegotiation, spiral in- 
crease, and similar price escalation clauses. Without being repetitious, 
I should like to give this committee some facts concerning the opera- 
tion of these clauses based on our own company experience. 

Transcontinental Gas Pipe Line started its original certificate case 
for approval to construct its pipeline in October 1947. After exten- 
sive hearings before the Federal Power Commission that lasted until 
February 21, 1948, the Federal Power Commission on March 31, 1948, 
turned down Transcontinental’s application upon a finding that Trans- 
continental did not have sufficient gas under contract to support its 
project. The Commission, however, gave Transcontinental 60 days 
within which to obtain additional natural gas. 

The denial of its original application placed Transcontinental in an 
obviously poor bargaining position. As a direct result of the decision 
Transcontinental lost a substantial part of the gas it had under con- 
tract by reason of the refusal of some producers to extend their con- 
tracts with Transcontinental for an additional 60 days. Transcon- 
tinental in the short time of 60 days not only had to replace the gas 
it lost from the refusal of these producers to extend their contracts, 
but also had to contract for the additional gas the Commission felt 
was required for its project. 

Transcontinental did obtain the additional gas required but it did 
so by accepting one contract for a substantial quantity of Louisiana 
gas in Louisiana at a higher initial price and with two third-party 
favored nations clauses of the most objectionable type. Under the 
provisions of these third-party clauses, if any other pipeline pur- 
chased any gas in a large area of Louisiana or if Transcontinental’s 
producer even received an offer of a higher price, Transcontinental 
had to increase its price to the producer to the price offered by the 
third party. But this was not all. If Transcontinental was forced by 
the provisions of these third-party clauses to pay a higher price to 
this one producer, the price of gas to all of its other Louisiana pro- 
ducers would be similarly increased because Transcontinental’s other 
Louisiana contracts contained first-party favored nations clauses. 
In the course of the Transcontinental proceedings there was one con- 
tract in Louisiana which contained a two-party or third-party favored 
nations clause. 
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After Transcontinental started supplying gas it commenced nego. 
tiations with this producer to have the third-party favored nations 
clauses eliminated from its contract. This producer finally agreed, 
provided Transcontinental would agree to increase the price of the 
gas from approximately 9 cents to 16 cents and purchase more gas 
at this new price. This increase in 1 producer’s price to 16 cents trig- 
gered a price increase in nearly all of Transcontinental’s other Louisi- 
ana contracts because of first-party favored nations clauses in such 
contracts. This resulted in an increase in Transcontinental’s overall 
cost of purchased gas of approximately $4 million a year. Brooklyn 
Union’s portion of this annual increase in the cost of gas is approxi- 
mately $644,000. 

Since then we have been informed that Transcontinental has entered 
into another contract with a Louisiana producer and a new producer. 
This new contract is for a small amount of gas but it contains a price 
redetermination or renegotiation clause in which at the end of a 
specified time the price is redetermined based on the 3 highest prices 
existing at that time. Although this clause is only in 1 small contract, 
the effect of it is to put it in ee contract they have in Louisiana. 
Forty percent of the gas they purchase comes from Louisiana. So we 


can cerainly say that under the situation as it exists today there can 
be no stability of price of the purchases of Transcontinental in Louisi- 
ana. That includes 40 percent of the gas that they purchase. 

Let’s turn now to the operation of first-party favored-nations 
clauses. As of the present, Transcontinental purchases approximately 
60 percent of its gas in Texas and 40 percent in southwest Louisiana. 
Nearly all of its contracts in Texas and Louisiana contain first-party 


favored-nations clauses whereby, if Transcontinental purchases addi- 
tional gas in certain large producing areas at a higher price than it 
pays under its existing contracts, it must raise its price under its 
existing contracts to the new price or its existing producers may cancel 
their contracts. The areas referred to in these existing contracts are 
Texas railroad districts in the case of Texas gas and the entire gas- 
producing area in southwest Louisiana in the case of Louisiana gas. 
According to the information set forth in Transcontinental’s rate- 
increase filing, the average price is paid for its Texas gas during the 
12-month period ended September 1954 was 7.16 cents per M c. f. 
exclusive of taxes. We are informed that recently gas has been 
purchased in the same Texas railroad districts in which Transcon- 
tinental purchases its gas at a price of 12 cents or more per M c. f. 
If Transcontinental should make 1 new purchase of gas at 12 cents 
per M ec. f. in each of these railroad districts, by reason of the 
operation of first-party favored-nations clauses in Transcontinental’s 
Texas contracts, we estimate that this would result in an annual 
increase of nearly $1,500,000 in Brooklyn Union’s cost of natural gas. 
In southwest Louisiana, where Transcontinental now purchases 40 
percent of its was supply at a price of 16 cents, we are informed that 
some recent purchases have been made at a price of 20 cents. If 
Transcontinental makes a new purchase of gas anywhere in this area 
at 20 cents its price of gas under its existing Louisiana contracts is 
raised 4 cents per M c. f. due to the operation of the first-party favored- 
nations clauses. We estimate that this would increase Brooklyn 
Union’s annual cost of purchased gas by $469,000. In fact, we have 
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been advised that Transcontinental has made 1 new contract for a 
small amount of Louisiana gas at an initial price of 16 cents containing 
a price-redetermination clause which could at the end of 5 years trigger 
a price increase in all of Transcontinental’s Louisiana gas to the 
average of the 3 highest prices in the area. 

The restrictions that these first-party clauses placed on a pipeline 
is shown by the facts I have just stated. A small new purchase of gas 
cannot be made at a higher current price because of the tremendous 
triggering effect such a purchase will have on all existing contract 
prices. Under such conditions, I do not see how there can be true 
arms’ length competitive bargaining between pipelines and producers. 
Jt seems to me that in such circumstances the pipeline has no arms at 
all and 1s driven to seeking to make its purchases of gas in new pro- 
duction areas where existing contracts will not be affected. 

These few facts about our experience illustrate the difficulty which 
these escalation clauses create for our company. ‘hey are the reasons 
why we believe the Harris bill should be amended to eliminate these 
objectionable price escalation clauses from all contracts if the con- 
sumer’s interests are to be protected. 

I should also like to comment on several of the producer arguments 
presented to this committee. 

1. It has been said that the price paid to the producer is only a small 
part of the total cost of gas to the distribution company’s consumers. 
From this it is argued (a) that the large rate increases in pipeline rates 
to distribution companies occasioned by increased producer prices are 
insignificant when the total dollars of the increase are spread among 
the many consumers of the distribution company; and (0) that future 
increases in producer prices similarly spread among such consumers 
will not have much effect on the individual residential consumer’s 
monthly gas bill. Such a mathematical de minimus argument shows 
a complete misconception of the problems facing a gas distribution 
company in New York City and a lack of appreciation of State com- 
mission regulation of distribution companies. 

First, I think this committee in considering this argument should 
examine it by turning: (he funnel around the other way. It seems to 
me that, in essence, what the producers are suggesting is that a small 
and increasing annual tribute can be collected from each of the Na- 
tilon’s 22 million gas consumers so that a composite fund of millions 
of dollars each year can be divided among 4,000 to 5,000 producers, 
30 of whom are large oil companies who control half of the gas re- 
serves. 

Second, no increase in producer prices, however insignificant, is 
linimportant to the Brooklyn Union Gas Co. Our company operates 
ina territory where competition with other fuels and forms of energy 
is extremely keen. The sales market for natural gas in the area we 
serve is definitely limited by its price relationship with these com- 
peting fuels and other forms of energy. 

lhe local oil distributors, the distribution outlets of the very oil 
companies which this committee has been advised control about half of 
the Nation’s natural gas reserves, provide us with stiff competition. 

To illustrate the competitive nature of our market and the im- 
portance to us of even small increases to our consumers, I have set 
forth below a comparison of the annual cost. of heating the house of 
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an average residential customer in our territory with coal, oil, and 
natural gas. These include the estimated amounts of electricity con- 
sumed by the various pieces of equipment. 


Gas ' at BUG rates in effect 


Coal 
Prior to Apr.| After Apr. 
1, 1955 1, 1955 


$171 | $165 $177 $160 





1 Includes motor and controls, 


The rate decrease that we made effective as of April 1 was to bring 
natural gas for residential heating into a competitive position with 
oil. Since our territory for the most part is well built up, house heat- 
ing provides the most important single market for load growth to our 
company. Itis through lead growth that we can best absorb increases 
in our costs of operation. 

In the industrial field, except in cases where gas had a premium 
value for process use, natural gas must be at a strictly competitive 
price with coal and oil. This is particularly true of the price at which 
we sell interruptible industrial gas during our offpeak periods. Sale 
of our offpeak or summer valley gas is important to us because it per- 
mits us to take gas from the pipeline at a higher load factor and there- 
by reduce our average cost of gas. 

Because of the competition we face every rate increase we are forced 
to make to our consumers, no matter how small, is a matter of concern 
to us. 

Since our retail rates in many instances are now at or above the cost 
of alternative fuels, any new increase may represent the straw that 
breaks the camel’s back and prices natural gas out of our market. 

2. The representatives of the producers argue that the objectionable 
orice escalation clauses must be retained in their existing contracts 
hivaden the additional compensation they will receive from the opera- 
tion of such clauses reimburses them for the risks of their business 
and provides required incentive for new prospecting. While added 
risks of the business and additional incentive to encourage new pro- 
duction may be elements properly reflected in a higher price to be 
paid under future contracts, this cannot in my opinion justify in- 
creasing the price under existing contracts. 

Since there was no way of evaluating the future effect of the price 
escalation clauses, it is difficult to imagine that financial institutions 
loaned money to producers relying on these price escalation clauses, 
or that such institutions could reasonably object to their removal from 
existing contracts. 

3. Statements have been made to this committee and in newspaper 
releases that a great unsatisfied market for natural gas exists and 
cannot be met unless producers are freed of all Federal regulation. 
Reference to an unsatisfied market is misleading unless consideration 
is given to the price at which gas may be sold to the ultimate consumers. 

As I have attempted to show the quantity of natural gas that can 
be sold in our territory is not unlimited. The extent of the demand 
for additional natural gas depends in large part on the price at which 





NATURAL GAS 809 


it may be sold in a territory such as ours where gas must compete in 
price with other fuels. 

If the incentive to find additional gas reserves requires that all the 
objectionable forms of price escalation clauses be retained in producer 
contracts, the operation of such clauses may so increase the price of 
natural gas that there may be little need for searching for more gas 
to take care of the New York metropolitan area. 

We believe that the five basic principles set forth in the statement 
of Mr. LeBoeuf to this committee meet the announced objectives of 
the Harris bill of affording protection to the ultimate consumers while 
granting a substantial measure of freedom of enterprise to the 
producers, 

We have but one comment to add to those already made by Mr. 
LeBoeuf with respect to these basic principles. 

Principle No. 4 provides that contracts made at arms’ length with 
nonafliliated companies should be accepted for regulatory purposes 
provided such contracts contain no escalation clauses other than an ad- 
justment for certain taxes and stepup escalation in reasonable, fixed, 
limited, and stated amounts agreed to at the outset of the initial con- 
tract. By reasonable, fixed, limited, and stated amounts in stepup 
escalation clauses, we are thinking of a standard in the order of a 
1-cent increase at the end of the 5th, 10th, and 15th year of a 20-year 
contract. 

If the Harris bill is to be amended in accordance with these suggested 
principles, a similar standard should be provided in the new language 
so that the producers do not have a wide open door to unreasonable 
stepup price escalations that may be written into new or renegotiated 
contracts, 

We feel that the producers should be exempt from all unenecessary 
Federal regulation, but we do not think that this should be done unless 
at the same time the problem created by the types of escalation clause 
to which I have made reference is corrected. 

The suggestions made by Mr. LeBoeuf provide a means for the 
protection of the distribution companies and the ultimate consumers, 
workable regulatory procedures for the Federal Power Commission, 
and freedom from burdensome regulation for the producers. I sup- 
port these suggestions. 

I appreciate the opportunity to present our views to the committee. 
_ Mr. Chairman, if I could take just another minute, I have some 
information here which I think would be somewhat helpful. 

The Caarrman. Very well. 

Mr. Herxe. There has been reference at various times during the 
hearing before this committee of the relationship between the average 
price of 7 cents which the Texas producer receives for gas and the price 
paid by the consumer in New York City of $2.37. In the case of the 
Brooklyn Union Gas Co. the average price which our consumers paid 
per thousand cubic feet in 1954 was $1.73. 

I have had prepared for me a summary of the major components 
which go to make up this average price of $1.73 and they are as follows: 
Natural gas, 33.6 cents; other materials, 8.7 cents; wages of labor, 58.6 
cents ; total taxes, 34.9 cents; depreciation and amortization 15.1 cents; 
interest, 6.9 cents; dividends 10.2 cents; and the balance to surplus, of 
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4.6 cents; which brings us to a rounded figure of $1.78, the average 
customer cost per thousand cubic feet in our operation. 

The Cuarman. Mr. Heyke, may I express appreciation particularly 
for that last information you gave to the committee. That breakdown 
is extremely helpful and I am glad you asked permission to proceed 
to that extent. 

Are there questions ? 

Mr. Dies. Mr. Chairman, I just want to ask one. 

You heard the answers of the preceding witness to the questions I 
asked him; did you not? 

Mr. Heyxe. Yes, sir. 

Mr. Dies. Do you agree substantially with what he had to say? 

Mr. Heyxe. Substantially, there can be no disagreement with the 
stand he has taken. 

Mr. Dies. There is no use for me to ask any questions. 

The CuarrMan. I understand suibetantiatty you agree with the posi- 
tion taken by Mr. LeBoeuf in his testimony ? 

Mr. Heyxe. Yes, sir. 

The CuarrMan. Mr. Harris? 

Mr. Harris. Then as I understand it, from your viewpoint if the 
Federal Power Commission is given the authority to determine 
whether or not the prices in future contracts, renegotiation contracts, 
and escalation and favored-nations clauses in existing contracts, that 
would satisfy your position ? 

Mr. Heyxe. It would satisfy it. It would not be one that I would 
wholeheartedly advocate. I think it is cleaner to get the past over 
with and start out with something new. I think the Power Commis- 
sion has shown the difficulties they get into in the last few months here 
and I would be somewhat skeptical of continuing that burden on them, 
Mr. Harris. We could not object to that. 

Mr. Harris. I think it was very violently brought to the attention 
of the committee this morning when some witness said there were 2,000 
requests for rate increases before the Federal Power Commission and 
all of them were automatic except 78. Would that have some bearing! 

Mr. Heyxe. That has a bearing on it, Mr, Harris; yes. 

The Cuairman. Are there further questions? If not, we Goren 
appreciate your testimony. Thank you for the concise way in which 
you presented it. — 

Mr. Heyxe. Thank you for the opportunity to be heard. 

The CuatrMan. Our next witness is Mr. R. H. Willis, vice president 
of the Lake Shore Gas Co. 

Mr. Willis, not to be emphatic on the subject, but the same invita- 
tion is extended to you to condense your statement wherever you might 
find . desirable to do so while your full statement is included in the 
record. 


STATEMENT OF ROBERT H. WILLIS, VICE PRESIDENT AND GEN- 
ERAL MANAGER, THE LAKE SHORE GAS C0., ASHTABULA, OHIO 


Mr. Wiis. My name is Robert H. Willis. I am vice president and 
general manager of The Lake Shore Gas Co. of Ashtabula, Ohio. 

Our company is a small independent distributor. The families 
living in 13,000 homes in 10 communities of moderate size depend on 
us to provide them with good gas service at reasonable rates. 
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People who live a thousand or more miles from our customers have 
been saying that a few cents more at the wellhead make no difference 
to the people who cook and heat with gas in towns such as Ashtabula. 
This is a serious misunderstanding. 

We are not talking about a few cents more in the price per thousand 
cubic feet at the wellhead. Instead, we are talking about $76 a year 
added to the gas bill of a customer who heats with gas on our lines. 
We are talking about one-half of the annual gas bill for many of our 
customers, 

We are discussing whether our small company can continue to pro- 
vide a service our customers desire at a price they can afford. I think 
you will be amazed and disturbed to learn how five increases in the 
price of gas we buy have dissolved our profits and menaced our future 
in just 3 years. 

That is why I want to tell you the exact story of what happened, and 
how it happened, in the northeast tip of Ohio. 

The cup and the lip. We serve one of the fastest-growing indus- 
trial areas in the country. At the end of World War II, we had a 
limited supply of artificial gas, and our stockholders organized a small 
pipeline company which invested $2 million to build a 75-mile line to 
tie into the system of the Tennessee Gas Transmission Co. 

Authority to build this line was granted on February 15, 1951, and 
everyone concerned was sure a new day in the history of gas service had 
dawned in our area. 

The main reason all of us were so happy was that the new fuel car- 
ried the promise of a substantial reduction in gas rates, which were 
about twice as high per unit of heat energy in our area as they were 
in an adjacent area which had previously enjoyed natural gas for 
many years. 

Because of the high costs involved in building a pipeline and con- 
verting to natural gas in 1951 and 1952, the use of this foel meant little 
to us initially in the way of lower rates for residential customers. 

However, our supply of gas was greatly increased. ‘The cost of this 
gas to us was also low enough so that we could establish rates making 
natural gas a competitive fuel in selling to industrial customers. A 
homeowner could heat with gas for about the same cost as oil. 

We anticipated that an active promotion program would enable us 
to increase our volume of sales quickly, and that this would make pos- 
sible a series of gradual reductions in residential rates as industrial and 
heating loads grew. 

In our judgment, such reductions in residential rates were absolutely 
essential to our future, to recapture the cooking and water heating 
loads a gas company must have to exist. 

Then came the first of five slips between our cup and our lip. Before 
the new pipeline was finished, Sounieee’ Gas raised its rates 9 percent, 
as a result of increases by its producers. That was the start of a great 
disillusionment. 

You may wonder why we didn’t check into the contracts Tennessee 
Gas had with its producers. The answer is that there area great many 
such contracts. The expenses involved in investigating all of them 
probably would be greater than the net income of a company the size 
of ours, and each individual contract taken by itself did not appear to 
forebode serious rate difficulties. 

61557—55—pt. 1——52 
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We budgeted the largest sums in our history to promote natural gas, 
and in addition to the $2 million for a pipeline to bring natural gas 
to our area, a total of $1,655,000 has been invested or committed for 
the general improvement of our system since the arrival of natural gas. 

By borrowing money and taking a major risk, we built our load very 
rapidly. Gas use in our area today is 282 percent of what it was 214 
years ago when natural gas was introduced. 

Wellhead prices have gone up more than 200 percent in 5 years. The 
reason the use of gas has mounted in the face of this obstacle is that 
distributing companies like ours have improved their service at great 
expense, have worked hard, have invested heavily, and have taken it 
on the chin by holding the line on rates. 

We have increased sales; we have spent big promotion budgets; we 
have risked great sums to build better facilities in the belief that natu- 
ral gas can be priced competitively; and with an increase of $800,000 
in our utility plant we are now making less on our investment than be- 
fore we had natural gas. 

In 1953—the first year of natural gas—we earned less than 3 percent 
on the value of our utility plant. While our revenues increased 
$273,000 in 1954, our earnings slumped $15,090 or almost 20 percent, 
mainly because of increased prices for the gas we buy. 

Let me tell you about these increases. 

Many learned authorities have talked to this committee about 
arm’s-length bargaining, favored-nations and spiral escalation clauses, 
the rights of free enterprise and similar principles which are nd 
significant. But I wish they could trade places with me and tal 
to the councilmen who represent the public in the cities we serve. 

A councilman wants to hear just one thing from our gas company. 
Ife wants to hear that it is reducing rates. 

A councilman may listen intelligently and sympathetically as we 
tell him about our problems. But in an area where rates already are 
higher than in jalahiboring cities, I think it would be most educational 
to hear a producer attempt to sell a councilman on the fact that 
rates deni be still higher. 

You probably have wondered how people of good faith and honor- 
able intent can disagree as much as those who have expressed opinions 
on regulation of gas producers. I think the answer is that the pro- 
ducers have never met the people I talk to every day. 

They do not talk to the furnace dealer in our area who recommends 
gas heating but saw eight straight customers select furnaces using 
another fuel because they had heard so much about the high price of 

as. 

And the producers do not have to talk to the councilman who wants 
to know why our profits go down and down, so that the prospect of 
lower rates fades farther and farther away. 

Fortunately for the producers, the distributor is the fellow who 
talks to the councilmen and to the public, and I want to emphasize 
that we have had the finest type of cooperation from the officials of 
the communities we serve. ey stand behind us in the comments 
I am making to you. 

The rates for the gas we buy were increased once, twice, three times, 
four times, in just 2 years. Then officials of all our municipalities 
joined us in intervening before the Federal Power Commission against 
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the fifth increase requested by Tennessee Gas, which was withdrawn 
as a result of the Phillips decision. 

In early November Tennessee Gas filed another increase specifically 
announcing that this increase embodied only the higher prices charged 
by producers, whose price boosts were allowed on November 1. 

The total of the first 4 increases amounted to about $156,000 or 31 
percent a year extra in the price we pay for gas. The fifth increase, 
effective last December 15, brings this total to $186,000 or 37 percent 
a year extra at our current rates of usage. 

This amount, representing only the increases in the cost of the gas 
we buy, is about 3 times our 1954 net income. 

This is what escalation and favored-nations clauses have done to 
our company and our customers. And this is only the start. 

The cost of the gas we buy has skyrocketed by $10 to $15 a year 
per customer above and beyond the cost to us when we first brought 
natural gas to our area. While we have held the line on rates, the 
ingtolaell cost of the gas we buy represents from 20 to 30 percent of 
our average monthly bills to nonheating customers. In other words, 
we could have cut our rates by from 20 to 30 percent in various classi- 
fications if the cost of the gas we buy had remained constant in the 
past few years. 

The so-called few cents increase already experienced at the wellhead 
actually amounts to a fourth or more of the monthly gas bill paid by 
a typical customer living on Main Street in Ashtabula. 

The foundation for disaster: Industrial sales with their steady year- 
round load are essential to the maintaining of low residential rates by 
a gas-distributing company. When we first offered natural gas, one 
large industrial customer could save about 5 cents by utilizing the 
umount of energy in 1,000 cubic feet of gas as compared to the other 
fuels, 

Five cents a thousand cubic feet doesn’t sound like a lot of money 
at the wellhead. But let’s look at an actual example of what it sounds 
like in a customer’s office. 

We have been working for several years to sell gas to a large firm 
I will call company A. The savings of 5 cents a thousand cubic feet 
looked good to company A, and its top executives were all set to go 
ahead. 

But while the contract with them was being negotiated and they 
looked into the cost of converting to gas-fired equipment, the increases 
in the cost of the gas we buy wiped out the 5-cent spread between the 
cost of gas and competing fuel. 

I wish that one of the producer representatives could have been 
with me as our people sat in this 10-million-cubic-feet-a-day cus- 
tomer’s office and told the customer about the latest increase in the 
i of the gas we buy—an increase that would have been passed along 
to him, 

You know the answer. He literally slammed the door in our face. 
We lost the business. 

The important point I want to make is that this loss hurt every 
residential customer on our lines. 

Every one of us saw exactly the same situation in the coal industry. 
When the railroads and other big users turned to other fuels, the 
price to residential users had to be increased. Then the homeowners 
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turned to other fuels, and the price to the remaining industrial cus- 
tomers had to be raised again. " 

This priced more of them out of the market, and the price to resi- 
dential users went still higher, in a never-ending chain reaction. 

The increasing loss of the competitive position which natural gas 
once enjoyed in the industrial field is the direct result of the increases 
in the field price of gas. The loss of this industrial load is the natural 
gas industry’s foundation for disaster. 

Is this the writing on the wall? The rates charged by Tennessee 
Gas have increased 36.6 percent since we received an allocation of 
natural gas just 4 years ago. . This is just. under 10 cents a thousand 
cubic feet. The rates of the pipeline which brings gas from the Ten- 
nessee Gas lines to Lake Shore Gas have gone up 36.5 percent, or at 
about the same rate. 

This pipeline sells to our company, to two other small distributing 
utilities, and to a very large industrial customer. The pipeline has 
raised its rates to the industrial customer only 18.6 percent, or 6.77 
cents per thousand cubic feet. This customer first contracted for 
natural gas in early 1953 because he saved the equivalent of 5 cents 
per thousand cubic feet as compared to other fuels. 

This means that gas no longer can be sold to this customer at a com- 
petitive price. He has made substantial investments in gas-fired 
equipment and thus is still buying gas, but he is almost certain to 
switch to another fuel if the price of gas goes up again. 

Now, bear in mind that the pipeline is entitled to a fixed return on 
its investment and must have this modest return to stay in business. 
If it loses its large industrial customer it must find another source of 
funds for the fixed return which it must have. 

In other words, the burden must be transferred to the distributing 
utilities, which means that the residential customer will be forced to 
carry this new financial load. 

Incidentally, I also am vice president of this small pipeline com- 
pany. It isa member of the Independent Natural Gas Association of 
America, also known as INGAA. The president of INGAA, Mr. 
Merriam, appeared before this group in favor of the Harris bill. 

I can assure you that the pipeline firm I have just discussed did not 
not know his position in advance and is one INGAA member unalter- 
ably opposed to unrestricted operation of escalation and favored- 
nations clauses. 

Mr. Jones and his gas bill. Now let’s look at Bill Jones, an imag- 
inary customer whose use of gas for heating is the exact average for 
all the heating customers of Lake Shore Gas. Exactly how do the 
producer contracts affect him? For clarity, let me telescope into a 
few paragraphs some events which might not occur instantaneously, 
but whose effect is nevertheless the same. 

We understand that Tennessee Gas buys about 57 billion cubic feet 
of gas a year in the State of Louisiana, or about 11 percent of its total 
supply. It buys this gas from 13 producers, only one of which has a 
contract with no escalation clause, and this single exception covers 
only 1 billion out of the 57 billion cubic feet, 

Six of the remaining twelve producers have contracts containing re- 
negotiation clauses requiring Tennessee Gas to pay the average of the 
three highest prices paid by anyone in the areas involved. 
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The other 6 producers have contracts which are tied to the highest 
single price or to the average of the 3 highest prices paid by Tennessee 
Gas, which means that prices are triggered by the other 6 contracts. 

We understand that another pipeline now has agreed to pay 7 cents 
a thousand feet more than Tennessee Gas is paying in Louisiana, under 
a new contract just signed. Since the contracts in Louisiana are typi- 
cal of Tennessee’s 231 contracts in Texas, and all may be similarly 
triggered by purchases in each area, we assume that Tennessee Gas 
eventually will be forced to ask for a 7-cent increase or more. 

We have just discussed loss of an industrial customer by our supplier 
and transfer of the burden to distributing utilities. This burden 
amounts to 19.1 cents per thousand cubic feet. Add to it an increase 
of 7 cents by Tennessee, and our company will pay 26.1 cents per 
thousand cubic feet more for its gas. This would have cost us $299,000 
in 1954, or 434 times as much as our earnings. In spite of the obvious 
adverse affect on our business, we would be forced to pass on this 
increase to our customers. If the handwriting were on the wall, we 
would also have to include the 11.9 cents we have not previously passed 
along. That brings us to 38 cents per thousand feet. 

If this increase were reflected in Lake Shore Gas industrial rates we 
would lose all of our industrial customers to competing fuels. Our 
own industrial sales amount to about 30 percent of our total. This 
leaves Bill Jones alone to pay the bill, and adds 11 cents more to his 
increase. His bill now goes up 49 cents per thousand cubic feet. 

Bill Jones, our average heating customer, uses 156,000 cubic feet 
of gas a year. An increase of 49 cents a thousand cubic feet adds 
$76.50 a year for Bill Jones, and brings his annual heating bill to 
$293.50 or 35 percent above what he would have to pay even if the 
present price of gas at the wellhead remained reasonably constant. 

The “few cents” mentioned by producers as being negligible would 
have snowballed into a very significant amount. 

Long before all this could take place, our chances of selling gas to 
Bill Jones’ neighbors on Main Street in Ashtabula would be exactly 
zero, and he would switch to another fuel as soon as he could afford 
a new furnace. 

Who takes the risk? Of course, the producers have pointed out that 
Bill Jones wouldn’t have any gas in the first place except for their risk 
in seeking and finding this fuel. 

We certainly like natural gas. We feel that producers must have 
an incentive adequate to overcome the costs of exploration and the 
problem of dry holes. 

But I have tried to show you by my various remarks that a dis- 
tributing firm such as our faces a real competitive situation. We 
compete with oil, with coal, with electricity. Half of the residences 
In our area used electricity for heating water before the arrival of 
natural gas, and this is a difficult situation to change. Now elec- 
tricity is being advertised aggressively for home heating in our area. 

Aan is even more intensive in the sale of gas to industry 
and to large commercial users. 

I think, therefore, it is fair to ask the producers, “Who is taking 
the biggest risk?” A total of $3,655,000 has been recently invested 
In our area, on the hope that having natural gas would mean an in- 
crease In sales and provide a fair return on this substantial investment. 
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It should be remembered that the distributing company has no 
contracts with the residential customers who make up the bulk of its 
business, so that its future depends entirely on its ability to hold 
customers through good service at attractive rates. 

Distributing companies such as ours usually buy gas under 20-year 
contracts, agreeing to pay a minimum bill for a fixed quantity or to 
pay a charge based on the amount of gas taken during a previous 
period. 

Federal Power Commission regulation enables pipelines to increase 
rates when justified. This means that the distributing firm agrees 
to take a quantity of gas year after year and to write a blank check 
covering the purchase price. We must keep paying for this gas even 
if price destroys the market for it. 

The pipelines, in turn, agree to buy from producers in steady 
amounts. Such contracts provide the producer an assured income, 
and events of the last few years indicate that he is also assured of an 
ever-increasing price. 

Under FPC regulation, the pipeline must sign contracts covering 
a long-term supply from the producer if it is to receive the right to 
operate. This creates an artificial seller’s market for producers and 
tends to perpetuate it. 

The result is that the producer is unable to feel the effect of dimin- 
ished requirements by the distributing company for years, and regu- 
lation of pipeline companies actually acts as a buffer to prevent the 
operation of competitive forces at the wellhead. 

Easier to say than to do. We agree that freedom from regulation 
may be highly desirable, but it must not be forgotten that pipelines 
and distributing companies are very tightly regulated. 

The rates charged by the distributor are regulated by a competition 
that is getting stronger every day. They are regulated in Ohio by 
the statutory right of city councils to establish rate ordinances. And 
they are regulated by State utility commissions. 

It is easy to talk of passing along to the homeowner an increase 
of a few cents per thousand cubic feet. But the actual act of telling 
a homemaker you are going to send her a higher monthly bill is much 
more difficult. It is harder still to ask a councilman to anger his con- 
stituents by agreeing toa higher rate. And fighting a rate case before 
a public utilities commission or other regulatory body is neither 
simple nor inexpensive. 

In our State a utility is allowed to apply for a rate increase only 
once every 2 years. How then could we ask for 5 increases in 24% years 
to recover the extra wellhead costs passed along to us? We obviously 
could not recover them even if our customers would pay the higher 
rates, 

I can assure the producers that we do not enjoy seeing our income 
diminish at a time when we are increasing our sales and investing 
huge sums in providing better service. We would raise our rates very 
quickly if we thought we could do so and remain in business. 

Now, you may wonder how we have been able to keep growing in 
the face of the competitive problems I have mentioned. The answer 
is that the last increase is the one that broke this camel’s back. The 
next one will be the breaking point for another distributor, and the 
one after that will push someone else to the wall. 
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It is not easy for me to talk about the high cost of gas and the 
danger that it will go much higher. Back home in Ashtabula we are 
trying hard every day to sell people on the idea that natural gas 
is a competitive fuel, and it is that today in many lines, and we are 
bending every effort to keep it that way. 

All this talk of higher costs scares away customers we are trying 
to attract. I can assure you that I would not be here today without 
being convinced that our entire future is at stake in these discussions. 

Conduit plugged at oneend. It has been stated that the production 
of competing fuels such as coal and oil is not regulated. But it must 
also be pointed out that the channels by which these fuels are delivered 
to the ultimate customer are not regulated either. 

Gas does not lend itself to storage by the ultimate consumer. It 
is the only fuel whose sale is dedicated by contract for many years 
in advance, and the only one that must flow continuously from its 
natural state to the ultimate consumer. 

In short, we are talking about an industry that sells a service rather 
than a commodity, and we are talking about an industry whose rates 
are tightly plugged by regulation at one end, in a situation which 
means unbearable pressure without regulation at the other end. 

The coal industry certainly is essential. Much has been made of 
the fact that it is not regulated, and that the gas industry has pro- 
vided unfair price competition. 

Without arguing this point, I can assure you that a look at the 
decline in coal industry sales since World War II is hardly encourag- 
ing to a natural gas distributing company, when we are told by 
someone that we should be in the same boat. 

The distributor who sells to the ultimate consumer is not a party to 
the negotiation of field-purchase contracts, although he is the only 
representative of the customer on whom the industry’s future depends. 
The escalator and favored-nation clauses entered into without the 
distributor's knowledge have laid the foundation for destruction of 
the competitive market situation. 

Regulation of these clauses in new contracts, as proposed by the 
Harris bill, is unlikely to affect more than a twentieth of the supply 
of gas committed to interstate markets each year, but in sharp con- 
trast, the operation of such clauses in existing contracts will make it 
impossible for the Federal Power Commission to set fair market field 
prices. 

We feel that the Natural Gas Act, as interpreted by the Phillips 
(icision, provides a way for the Federal Power Commission to pro- 
tect the customer on Main Street, and that amendment of this act 
to allow unlimited operation of favored-nation and escalator clauses 
will be a green light to the raising of field prices beyond all resasonable 
limits. 

If this committee and the Congress can write into the law a way 
to free the producer from regulation once the escalator and favored- 
nation clauses of wellhead contracts have been eliminated, we will 
be in wholehearted agreement. 

We enthusiastically support the amendments previously suggested 
to eliminate favored-nation and escalator clauses with all their 
dangers to the progress of the gas industry. By contrast, we believe 
that the Harris bill as originally proposed will strike a serious blow 
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at the gas customer on Main Street and lead to a gradual decay of 
the entire gas industry. 

We believe the Congress should now declare all favored-nation 
and other escalation clauses, whether in new or existing contracts, 
contrary to public policy, whether or not the Federal Power Com- 
mission retains jurisdiction over producers. 

An invitation. I want to say that my company is fighting aggres- 
sively to sell gas in spite of being very thoroughly regulated. We 
are taking big risks, as big in our opinion as any taken by producers, 
virtually all of whom are much larger organizations than ours. 

The operation of favored-nation and escalator clauses has resulted 
in great windfall income to producers, without the slightest justifica- 
tion or effort on their part, except for being in a seller’s market. 

These windfalls are paid in the end by Bill Jones on Main Street, 
by the average heating customer saddled with an extra $76 on his 
annual gas bill, by the cooking and water-heating customer facing an 
extra $28 payment a year because of trick contracts which do not bring 
him a single extra foot of gas or have any relationship whatsoever to 
the service he receives. These contracts have hurt Bill Jones, they 
have forced companies like ours to fight with their backs against the 
wall, and in the long run they are going to hurt the producers just as 
sorely. The interest of Bill Jones represents the long view even for 
the producers, instead of the short-term view of making a quick dollar 
while the opportunity is at hand. 

I would like to extend a cordial invitation to this committee to visit 
Ashtabula, or any other small city where constituents of its members 
reside, and talk to Bill Jones and the people like him. 

Bill Jones and his neighbors may know comparatively little about 


the meer of escalation and favored-nation clauses, but I am sure 


they know when their gas bill is too high, and they share our belief 
that something is wrong when wellhead prices double in 2 years. 

It is kind of your committee to permit our appearance here. We 
hope the facts we have outlined will contribute to a reasonable solution 
of the serious problem you are deliberating. 

The Cuarrman. Thank you very much, Mr. Willis. We appreciate 
your statement. You apparently have a very full knowledge of this 
problem as it affects the people who live in Ashtabula. 

Incidentally, I visited your town once several years ago and thought 
it was a very fine representative American city of its size. I am very 
happy to welcome you before the committee. 

Mr. Wiu1s. Thank you. 

The CuarrmMan. Are there any questions of Mr. Willis? 

Mr. Witi1ams. Mr. Chairman. 

The Cuarmman. Mr. Williams. 

Mr. WituraMs. Mr. Willis, I am still very much concerned over the 
apparent fear that so many of the distributors and some of the pipe- 
line companies have expressed over the disproportionate increase to 
the ultimate consumer which would result from a 1- or 2- or 3-cent 
increase in the price of natural gas paid to the producer. I was much 
interested in your hypothetical case of Mr. Jones and his gas bill. I 
have read that and reread it 3 times, and I fail to see how a 7-cent 
increase in the cost paid to the producer for his gas can result in an 
increase to the consumer of 49 cents for the same amount of natural 


gas. 
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In this paragraph on page 9, you state— 


Bill Jones, our average heating customer, uses 156,000 cubic feet of gas a year. 
An increase of 49 cents a thousand cubic feet adds $76.50 a year for Bill Jones. 
That is very true. , 

It brings his annual heating bill to $293.50, or 35 percent above what 
he would have to pay even if the present price of gas at the wellhead 
remained reasonably constant. 

Then you go further and say: 

The few cents mentioned by producers as being negligible would have snow- 
balled into a very significant amount. 

I believe Mr. Robinson, who appeared before the committee several 
days ago, and who is in the producing, transporting, and distributing 
end of the business, testified that the average cost to his company of 
natural gas per thousand feet at the wellhead was 13.6 cents. Taking 
his average figure and dividing it into 156,000 cubic feet that your 
average heating customer, Mr. Bill Jones, consumes, in a year, I find 
that the producer got $21.22 out of Mr. Bill Jones’ $217 heating bill. 

Can you explain how an increase in the amount that the producer 
‘ geis to, we will say, $25, can be reflected in such a tremendous increase 
to Mr. Bill Jones, the ultimate consumer, adding some $76 to his annual 
bill ? 

Mr. Wiu1s. I will try to. One of the reasons I have made this dem- 
onstration in our presentation is to try to emphasize a point which I 
believe is very important for the whole industry, although an increase 
of 5 cents by the producer would be passed along to the consumer as 
only 5 cents, if it affected nothing else, it would be a fine thing. The 
point that I am attempting to demonstrate here is that that does not 
happen. 

Mr. Wriur1aMs. I read your explanation of why that does not hap- 
pen, but frankly I cannot understand it. 

Mr. Wiu1s. Let me see if I can trace it, too. 

Mr. WiitraMs. I hope you can clarify it for me. 

Mr. Wiis. Let us take first this small pipeline company which 
sells a good deal of its gas to an industrial customer. When he bought 
his gas initially, he could save 5 cents over what he paid for other fuels. 
The price to him has now gone up to 6.7 cents, so you automatically 
think he would previously have stopped buying gas. He has not only 
because he made a substantial investment to use natural gas, and he is 
hesitant to throw his investment of some $200,000 down the drain 
and so he is paying a little more for natural gas than he could pay for 
his other fuels. 

One more increase of 7 cents is so much to him that he can afford to 
throw away that investment and stop buying gas. 

The pipeline, being a regulated utility, would then lose a number of 
dollars, which must be recovered from some other place. The only 
other place would be from the utility customers. That means that 
the pipeline would have to increase its rates to the utility customers 
19 cents. That is where this 19.1 cents figure comes from, in addition 
to the 7-cent increase in gas cost, or 26 cents. 

The contracting company, Lake Shore Gas Co., has to recover that 26 
cents from some place. Thirty percent of its business is industrial. If 
it attempts to recover the 26 cents there, then it loses all of that busi- 
hess, because that raises the present industrial rates far above the cost 
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of other competing fuels. So the business is gone. Those dollars have 
to be recovered again from some other place. That increases this 26 
cents another 11 cents, when the industrial business is lost. 

Finally we come back here to this 49-cent figure that the residential 
consumer ends up paying, because he is the only one left. The net ef- 
fect of all that is that the industrial business of the pipeline is lost, 
and the industrial business of the distributing company is lost. So 
all you have left are the residential and commercial consumers to 
pay whatever is left over. 

Mr. Wituiams. You know, down in Mississippi they teach us 2 
and 2 adds up to 4. How you can get 8 out of it I do not know. 
It is too deep for me. It does not cost any more to transport 20-cent 
gas, for instance, than it does 15-cent gas through the same pipeline, 
does it? 

Mr. Wiu1s. No, sir. 

Mr. Witu1Ams. Then why would the price increase more than 5 
cents, or why would it cost the pipeline company more than 5 cents 
additional to handle that, same gas? 

Mr. Wits. Maybe I could take the 15- and 20-cent gas to try to, 
demonstrate this principle. I answered that it did not cost any more 
to transport 20-cent gas than 15-cent gas. I think that is true, if you 
end up transporting the same volume. Let us assume that you are 
selling all of that 20-cent gas to one person, and that that one person 
can buy some other fuel for 22 cents. He is free to move around. So 
the producer is going to raise his price 3 cents, making the 20-cent gas 
now 23-cent gas. 

eS WituiaMs. We started with 15. Let us just keep between 15 
and 20. 

Mr. Wiis. All right. I will start with the 15-cent gas and raise 
the price to 18 for a customer who can buy something else for 16 cents. 
The principle is basically the same. 

The customer is no longer going to buy the gas. But somebody has 
a big investment between the producer and the customer. The invest- 
ment is still there. It has papecity to deliver this 20-cent gas, but 
there is not as many people who want the 20-cent gas, and therefore 
it costs more to deliver the cubic feet of gas that are left over. The 
investment has not changed because the price of gas went up. Fewer 
people wanting the gas means there is less gas to be moved. There- 
fore, the cost of moving each cubic foot of gas is greater because many 
of those costs relate to this fixed investment which has not changed. 

Mr. WituiaMs. Mr. Chairman, I give up. I yield the floor. 

Mr. Frynr. Mr. Chairman, I have one question. 

You say there is this possibility of losing customers which stares 
you in the face, and which apparently frightened your industry. 

Mr. Wits. Yes, sir. 

Mr. Fynt. How do you square that with other testimony we have 
heard that there is an everincreasing demand both by existing cus- 
tomers and by new potential customers to use natural gas as a fuel! 
We have had testimony to that effect, I am sure. 

Mr. Wiis. The demand has certainly been increasing during the 
period when the cost of natural gas was lower than it is today. 

Mr. Frynt. This example that you gave us a while ago of the 
necessity to increase consumer prices by 8 cents—I think that was 
the last example you used—when the cost of the commodity itself was 
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increased only 5 cents per M c f., is that a result of the situations 
and circumstances which have been proven to have been actually the 
ease, or is that simply a hypothetical case ? 

Mr. Wits. As a matter of fact, that is an identical situation with 
what has already happened to us. 

Mr. Frynr. In other words, you have lost a certain number of 
users because of the increases beyond the cost of competitive fuel ? 

Mr. Wiu1s. Yes, sir. 

The Cuarrman. Mr. Harris. 

Mr. Harris. Has your volume increased to the consuming public, 
or has it decreased in the last year? 

Mr. Wits. It has increased. 

Mr. Harris. Then your hypothetical case of this particular instance 
is not an actual statement of the facts, is it? You are just picking 
out a case that if it had gone the other way, you would have had an 
additional customer and therefore that much more volume of gas to 
distribute ¢ 

Mr. Wiis. The only reason it has not happened to all of our 
customers is that we have not changed basically the rates at which 
gas is sold to most of these customers. We have held the line. There- 
fore, our profits have decreased. Had we passed that along to those 
customers we would probably today be in a worse position than 
we are. 

Mr. Harris. I agree with you. Any industry, whether at the dis- 
tributing end or transporting end in interstate commerce or the pro- 
ducing end, if they price themselves out of business, then everybody 
is in bad shape. teers with you on that. But it seems to me that 
your hypothetical case is more of a fear of what is going to happen 
than actual fact. 

That is all, Mr. Chairman. 

The CuHarrman. Are there any further questions? Mr. Hale has 
sought recognition. 

Mr. Hate. I just wanted to ask, Would you be content to leave the 
Jaw just where the Phillips case leaves it? 

Mr. Wits. I would be content to leave it there, Mr. Hale, but I 
don’t think that is the thing that is most workable from the stand- 
point of the entire industry. I think it is a solution that works. 

Mr. Hate. In other words, you think it would be possible to leave 
the law just where the Phillips case leaves it, but you don’t think that 
is an ideal solution; is that right ? 

Mr. Wits. Yes, sir. 

Mr. Hate. Your idea of a correct solution is to relieve the producer 
of regulation except in connection with these escalator and favored- 
nation clauses; is that right ? 

Mr. Wiius. I think it goes just a little bit beyond that, Mr. Hale. 

Mr. Hate. Let me call your attention to the last paragraph on page 
13 of your statement in which you suggest that we ought to write 
into the law a way to free the producer from regulations once the 
escalator and favored-nation clauses have been eliminated. 

What I want to know is this: How are you going to allow the pro- 
ducer to protect himself on these long-term contracts if you do not 
allow him to incorporate these provisions in the contracts of sale? 

Mr. Wius. By letting him negotiate what is a fair price for the 
period of the contract. 
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Mr. Hate. You know, I think, perfectly well that that is not a 
practical answer when you are anes contracts for as long as 20 
years. What isa fair price for a Chevrolet in 1972? 

Mr. Wits. I don’t even know what a 1972 Chevrolet will look like, 
but I think I know what a cubic foot of gas will look like in 1972. 

Mr. Hate. I like the natural-gas people. We struggle along here 
in billions. But the natural-gas people deal in trillions. What is a 
fair price for a trillion cubic feet of natural gas in 1972? 

Mr. Wuuis. I think that depends on whose trillion cubic feet of 
gas it is and where it is located. If it was my trillion cubic feet of 
I could sign a 20-year contract and determine what it was now worth 
to me. 

Mr. Hate. I just think that you gentlemen are taking a difficult 
problem a little lightly. 

Mr. Wuus. I assure you, Mr. Hale, this is a serious problem to us. 

Mr. Harz. You propose to have the industry go ahead with these 
long-term contracts, and you still do not want the man who sells the 
commodity, as far as I can see, to take any intelligent step to assure 
himself an adequate price having regard to future economic conditions, 
when he knows that he is dealing with a wasting asset. You say you 
are going to lose customers because the cost is going up and up. Prob- 
ably the cost of oil is going to go up in the next 20 years. The cost of 


any wasting asset will go up. The trend of the price in any wasting 
asset is always upward. 
Mr. Wixu1s. It seems to have been in the last few years, at least to us. 
Mr. Harz. That is all, Mr. Chairman. 
Mr. WiiuiaMs. Mr. Chairman, may I ask one more question ? 


The CHatrrman. Yes; Mr. Williams. 

Mr. Witi1ams. Getting back to your hypothetical case of Mr. Bill 
Jones, your average consumer who uses about 156,000 cubic feet of gas 
a year at a cost to him of approximately $217. You state that a 7-cent 
increase in the amount paid to the producer would result in a $76 a 
year increase to Bill Jones, the ultimate consumer. By the same token 
would a 7-cent decrease in the price paid to the producer result in a 
$76 decrease from the $217 that Mr. Bill Jones is now paying? 

Mr. Wuus. I have not tried to calculate it, but I think it is as 
reasonable to assume that it would. 

Mr. Wiis. If the producer just gave his natural gas to the pipe- 
line company, then I presume that under those circumstances, Mr. Bill 
Jones would not have to pay anything; would he? 

Mr. Wiis. No; I don’t think it follows all the way. To a degree 
it is absolutely true. 

Mr. Witi1aMs. The way you have figured it here, the producer gets 
just about 10 percent of the amount that Mr. Bill Jones pays on his 
gas bill. In other words, Mr. Bill Jones pays the way you have 
figured, $293.50 minus $76.50. That would be $217. If you divide 
13.6 cents as an average paid to the producer for natural gas into—or 
multiply it by 156,000 cubic feet, you get $21.22, which is paid the 
producer for that natural gas, which is roughly one-tenth of what it 
costs the ultimate consumer. Is it fair to say that is a reasonable 
average? 

Mr. Wituts. That sounds about right to me, about one-tenth. 

Mr. Witxu1ams. Do you then think that the producer is getting an 
unreasonable amount as his share of the consumer’s bill? 
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Mr. Wuuts. I am not sure what standards you use to determine 
what is a reasonable percentage of the consumer’s bill to go to the 
producer. : 

Mr. Witx1ams. That may not be exactly a fair question. 

Mr. Wits. If 10 percent is fair for him to get then that would 
mean that everything would stand still where it is today. Actually, 
| think we would work our way out of difficulties if things stood still 
as they are today. If the producer ends up with 20 percent at the 
wellhead then the number of billions we have to deal with are going 
to be few and far between. 

Mr. Wiut1aMs. It looks to me from your testimony that you indi- 
cate that an increase of 1 cent in the price of natural gas to the 
producer results in an ultimate increase of about 10 cents to the 
consumer. 

Mr. Wius. It is not a proportional thing. I think you have to 
fit it into specific circumstances. I think we have those specific 
circumstances where this demonstration is a valid one. 

Mr. Witu1ams. Then the great bulk of the profit, if you want to 
call it profit, or the cost to you as a distributor, 1s not to the producer, 
but to the middleman; is it not? 

Mr. Wiu1s. Not the great bulk of it. 

Mr. Wiuu1aMs. The great cost of your operation. 

Mr. Wits. I think the producer getting about 12 cents, by the 
time it is delivered to us, it is about 45-cent gas through 2 pipeline 
systems. 

Mr. Wiuu1aMs. By the time it gets to the ultimate consumer it is 
about how much? 

Mr. Wiu1s. Our average for the year 1954 was $1.30. 

Mr. Wiiu1ams. How much of that went to the producer, that is, 
of that $1.30. Did you say 12 cents? 

Mr. Witurs. About 12% cents. 

Mr. WittaMs. So he really gets less than one-tenth of that; does 
he not? His part of that cost is less than one-tenth. 

Mr. Wiu1s. Yes. 

Mr. Witu1ams. Then I am wondering why he should be made the 
whipping boy in this controversy, rather than those who actually are 
responsible for the high cost to the consumer? 

Mr. Wits. It may sound from the figure—— 

Mr. WiuutaMs. He gets 12 cents from $1.30 bill, and that means 
$1.18 somebody else is getting. 

Mr. Wiu1s. It may sound from the figures we have discussed that 
somebody is reaping a lot of profit from this gas. I do not think 
that is the case at all. The pipeline company who moves the gas 
from the producer to the local pipeline company is regulated. He 
certainly has done a good job of conducting his business, has treated 
us fairly, and he cannot make an unreasonable profit. He is regulated 
by the Federal Power Commission. The same thing is true with our 
small pipeline. It is regulated by the Federal Power Commission, 
and cannot make an unreasonable profit. The distributing company 
in this case has made less than a reasonable profit. There is not any 
highway robbery involved, but people have spent millions and mil- 
lions of dollars, between the willed and the ultimate consumer, and 
have a big force of people rendering all kinds of service that go with 
the gas that ends up through the consumer’s meter. 
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Mr. Witu1ams. That is very obvious, of course. I will not pursue it 
any further, Mr. Chairman. 

The Cuatrman. Mr. Staggers. 

Mr. Sracoers. I have just a couple of observations. I was inter- 
ested in Mr. Williams’ analysis. In wheat how much goes into a 
loaf of bread that we go to the store to buy? I believe it is about 
2 cents that the man who grows wheat gets. Yet his wheat prices are 
protected. This whole thing is a complex matter, and it is going to 
take the best brains of this committee to work out. 

Mr. Witurams. If you check the agricultural statistics you will 
find that the farmer gets a much smaller percentage of the final cost 
of the product today than he did 10 years ago. 

Mr. Sraccers. That istrue. Yet the Government is protecting the 
farmer. 

Mr. Wiiu1aMs. It is also limiting the farmer’s production. 

Mr. Sracerrs. I think the situation might be analogous if we wanted 
to bring it in. I am interested in your direct sales and indirect 
sales there. I do not want to go into it at this time because I have 
some figures later that I would like to present to the committee, 
But do you know what the average direct sale cost to the industry 
is in the United States? 

Mr. Wixu1s. Direct industrial sales by pipelines across the United 
States? 

Mr. Sraceers. Yes. 

Mr. Wits. No, sir; I have no idea. 

Mr. Sraacers. It is 18.3 cents. Do you know what the average is 
to the residential users of the United States? 

Mr. Wiiu1s. I have seen that figure but I don’t recall. 

Mr. Staceoers. It is 86.5 cents. That is the consumer you are talk- 
ing about on Main Street. I think in part of your testimony you 
hit the fault in all this. Perhaps it is not a fault, but part of the act 
that must be cleared up in some way. 

The CHarrman. Are there any further questions? If not, we 
appreciate your appearance before the committee, Mr. Willis. 

Mr. Wiis. Thank you. 

The Cuatrman. Our next witness is Mr. Edward G. Boyer, manager 
of the gas operations of the Philadelphia Electric Co. 

May the Chair state that we have two other witnesses scheduled 
to follow Mr. Boyer, and it is hoped that we may be able to clear 
these witnesses this afternoon, because they have been in town some 
time, and we feel that if possible we should let them clear their testi- 
mony and go about their duties. It would be pleasing to everybody. 

Mr. Boyer, before you proceed, we had this morning Mr. Frazier, 
of the Philadelphia Gas Works. The two companies are not related! 


STATEMENT OF EDWARD G. BOYER, MANAGER OF GAS 
OPERATIONS, PHILADELPHIA ELECTRIC CO. 


Mr. Borer. They are in no way related. 

The Cuairman. Yours is an electric company that has a gas op- 
eration. 

Mr. Borrr. That is correct. 

The Cuaimman. If you can find that you can condense your pre- 
pared statement, the committee would appreciate it. 
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Mr. Borer. I don’t believe I can condense it very much because we 
have approached this problem from another angle, but we will do what 
we can. 

The CuHairMaNn. You may proceed in your own way, if you will. 

Mr. Boyer. My name is Edward G. Boyer. 

I am manager of gas operations of Philadelphia Electric Co. My 
duties are to direct and manage the operations of Philadelphia Elec- 
tric Co. as regards the distribution, transmission, production, and 
supply of gas; also to know the production and distribution and trans- 
mission facilities and their costs, and also to know the cost of supplying 
gas service now and in the future. I have held my present position 
since 1989 and have been employed by Philadelphia Electric Co. or 
its predecessors since 1924. I am a graduate of Lehigh University, 
with a degree of mechanical engineer. 

I was president of the Pennsylvania Gas Association in the year 
1930-31. I have been a member of the council of the association for 
about 17 years and headed the production committee for the years 
1928, 1929, 1930 and 1932. I was a director of the American Gas Asso- 
ciation for 5 years. I headed the gas production research of the Amer- 
ican Gas Association and have reece on various committees. I ama 
member of the Gas Industry Advisory Council established by the 
Secretary of the Interior. 

I am authorized to appear before this committee and present this 
statement on behalf of Philadelphia Electric Co. 

Philadelphia Electric Co., through its gas operation, serves approx- 
imately 200,000 gas customers in 5 counties, lying outside the city of 
Philadelphia in southeastern Pennsylvania. Approximately 35 per- 
cent of the customers have gas house heating. The gas service area has 
a population of 1 million people. Gas service has been supplied in 
this territory for more than 100 years by various companies which are 
now merged into Philadelphia Electric Co. In 1954, the company 
purchased approximately 34 billion cubic feet of natural gas, which 
cost $11 million. 

Philadelphia Electric Co. opposes the exemption of independent 
natural gas producers from Federal Power Commission regulation as 
proposed by the Harris bill. 

Generally, we endorse and support the statement made by Mr. 
French Robinson, but Philadelphia Electric Co. and its customers 
are even more liable to injury than Consolidated Natural Gas Co., if 
producer prices continue to rise and therefore, we must seek somewhat 
more protection. We are already paying approximately $2 million 
more per year for the same volume of natural gas than we did origi- 
nally, a substantial part of which is due to producer increases. For 
you to understand our special problems, I will briefly point out the 
differences between an east coast gas distributor such as Philadelphia 
Electric Co., and an Appalachian area company such as a member of 
the consolidated natural gas system, and briefly describe the advent of 
natural gas in our part of the country. 

Differences between Philadelphia Electric Co. and an Appalachian 
area company. 

It should be realized at the outset that, apart from the matter of size, 
there are several important differences between an east coast gas dis- 
tributor such as Philadelphia Electric Co. and an Appalachinan area 
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distributor such as a member company of the Consolidated or Colum- 
bia systems. The following table lists some of these differences : 


TABLE A 





Point of comparison East coast gas distributor ia Oy ar 


. Type of gas distributed Traditionally manufactured | Traditionally natural gas. 


— 


gas. 
. Advent of natural gas-_- Very recent 


. Distance from Southwest gas sources 

. Number of natural gas pipelines from 
Southwest. 

Are nearby supplementary natural gas 
sources available. 

. Is underground natural gas storage avail- | Limited amount at con- | Very large amount; nearby. 

able. siderable distance. 

. Price of competing fuel (oil) ae low; tidewater | Higher than on east coast. 

eliveries. 
. House heating rate, level..................| Above competing fuels Below competing fuels. 
. Saturation of gas house heating- - -- | Traditionally low : Traditionally high. 


Cm I Dm BO pw 


The table clearly indicates that by comparison with the Appalachian 
area company, the east coast company: 

1. Has the relatively high investment per customer of the manu- 
factured gas company ; 

2. Has less natural gas available with limited underground storage; 

3. Must maintain standby manufactured gas facilities in case of 
pipeline failure; 

‘ ia Has higher natural-gas price due to greater distance from gas 
elds; 

5. Must meet lower priced competition; 

6. Must sell natural gas as a premium fuel rather than on price; 

7. Has had a short time to build up its load through the use of 
natural gas, 

The conclusion is inescapable that while the possibility of further 
natural-gas price increases is serious for the Appalachian area com- 
pany, it is critical for the distributor and customer on the eastern 
seaboard. 

However, apparently because of its relatively recent arrival on the 
natural-gas scene, the east coast company is confronted with the fact 
that its peculiar problems are generally unrecognized. 

East coast companies were priced out of gas markets before natural 
gas arrived. 

Prior to receiving limited deliveries of natural gas in 1948, Phila- 
delphia Electric Co., like other eastern seaboard manufactured gas 
companies, was suffering from the results of nearly 20 years of very 
intense competition with other fuels. Existing customers were turn- 
ing to other fuels—domestic customers to electricity for cooking and 
water heating, or to oil for house heating and water heating; commer- 
cial and industrial customers to L. P. gas and distillate oils. Poten- 
tial new customers, in many cases were doing likewise, and in addition, 
L. P. gas was being used for cooking and water heating in homes beyond 
the gas mains. To offest the high cost of laying mains underground 
to new markets, the gas company had to attract more new revenue 
than could be obtained simply by adding new cooking load, and an 
enormous potential source of such revenue was available in the form 
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of thousands of requests for gas house heating service resulting from 
growing acceptance of gas heat, spurred by shortage and uncertain 
deliveries of coal and oil. Unfortunately, Philadelphia Electric Co. 
and other east coast manufactured gas companies could not supply 
this potential heating load because existing gas manufacturing and 
distributing plant was of insufficient capacity and new manufacturing 
facilities were so expensive that to install and operate them, with 
existing fuel and labor costs, would have necessitated increasing house- 
heating rates far beyond what the customer would be willing to pay. 
Manufactured gas on the east coast was thus effectively priced out of 
the market, with the prospect of sales declining from the attrition of 
other fuels and energy sources. 

First supply of natural gas to east coast—utilization of a waste 
product: Limited delivery of natural gas to the east coast (north 
of Washington, D. C.) began in the winter of 1948-49 when Texas 
Eastern Transmission Corp., began operation of the war emergency 
pipelines (“Big Inch and Little Big Inch”) which it had purchased 
from the War Assets Administration. Of the 420 million cubic feet 
of initial daily capacity of these lines, only 80 million was delivered 
to the east coast. The first large deliveries of natural gas to this east 
coast area, however, came through the Transcontinental Gas Pipe Line 
Corp. whose 30 inch line with an initial capacity of 505 million cubic 
feet per day commenced operation in the winter of 1950-51. Because 
producers are now talking about having initially sold their gas 
at distress prices, but in anticipation of later higher prices when 
the full value of the gas was realized, it is appropriate to consider 
the negotiations which culminated in the construction of this largest 
east coast supply line. 

The enterprisers who eventually built the Transcontinental line 
represented Texas gas producers seeking a market for their gas at 
the then going price. They planned to buy the Inch Lines but as 
an alternative they proposed to build their own line if their Inch 
bid was unsuccessful as it proved to be. In 1946 to 1948, they can- 
vassed the east coast manufactured gas companies to determine the 
size of the market. They negotiated price, volumes and conditions 
of service at great length. Hearings on their applications to con- 
struct and operate facilities and sell gas were held before the Federal 
Power Commission from October 27, 1947 to May 19, 1948 with a 
certificate being granted May 29, 1948. Several projections of earn- 
ings were presented covering up to the first 20 years of operation. 
None of these showed any large increases in the price of natural gas 
beyond an escalation every few years of 1 cent per M ec. f. This in- 
crease was expected to be completely or most completely offset by 
decreasing fixed charges on the pipeline (due to rate base decline re- 
sulting from accumulating depreciation reserve) so that the prospect 
was for a substantially constant delivered price of gas for the life of 
the project. 

Certain of Transcontinental’s 20-year contracts provided that after 
13% years, which would be about 1964, the then contract price of 8 
cents should be renegotiated. Transcontinental recognized this in 
its standard form of service agreement which provided that after 
1963, the sales price should be increased by one-half the amount by 
which the field purchase price exceeded the 1963 level, but in no event 
should this increase in sales price exceed 2 cents per Mc. f. This meant 
that the management, which was undoubtedly fully informed as to 
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field price conditions, looking forward as far as 1970, was not antici- 
pating a field price of more than 12 cents, at the outside. 

I would like to inject at this time that our company was fully fa- 
miliar with the contracts and any escalation clauses that were in the 
contracts, but we had no idea what the escalation clause was going to 
amount to in the years to come. When we signed these contracts we 
Sgted without that knowledge of what the escalation clause would 

0. 

_ Further insight into the value placed on natural gas by producers 
in 1947 and 1948 is afforded by statements in the application filed 
with the Federal Power Commission by Transcontinental on Septem- 
ber 26,1947. The following statements appear : 

* * * applicant proposes to make every effort to utilize to the economic maximum 
those quantities of gas along the route of its line which are presently being 
flared. In fact, some of the gas now under contract to applicant would be 
vented to the air or otherwise wasted and lost were it not for the fact that such 
gas will be purchased by applicant * * *. The placing of applicant’s proposed 
facilities into operation will create a potential market for flare or waste gas in 
the gulf coast area—thus making valuable, gas which is now being flared and 
wasted * * *. 

Now it is true that the producer contracts had favored-nations pro- 
visions in them but that is not surprising when it is considered that 
an outlet for this waste gas was just beginning to appear and the 
pipeline’s projections indicated a downtrend over the years in its 
cost of service (excluding cost of gas purchased). The gas producer 
might very well have thought that his gas might become more valu- 
able to the market to which it was being dedicated and that he might 
be able to get a somewhat higher price as the pipeline’s other costs 
declined. But the best picture of the then expected maximum price of 
gas 20 years after pipeline operation was to begin is shown by the 
provisions in the pipeline gas sales contracts which contemplated a 
maximum price of no more than 12 cents per Mc. f. Further, half 
of this increase was expected to be borne by the pipeline itself as its 
other costs declined. 

Price of natural gas delivered to the distributing company was 
an extremely important feature of the Transcontinental proceeding 
since there was a limit to the price the distributors were willing to 
pay. Philadelphia Electric Co. was seeking a gas supply adequate 
for its first 5 years’ requirements (that is, 1951 through 1955), but 
as the estimated gas price rose due to higher steel prices for pipe, 
expiration of certain gas contracts, et cetera, during the long hearing, 
our company reduced the volume it was willing to contract for and 
we have since made up the difference by contracting for storage 
service. 

During the past several years, pipelines serving markets much 
nearer the gas fields than we, have bid up the price of gas on the gulf 
coast, in some cases as high as 20 cents per M c. f. Under favored- 
nations provisions, certain producers supplying Transcontinental now, 
after only 4 years’ operation, would be able to raise their prices far 
above anything contemplated, as we have seen, at the time the pipe- 
line was certificated. 

The field value of natural gas to an east coast distributor is simply 
the difference between the price at which the distributor can sell the 
gas in its market and the cost of getting the gas to the market in 
salable condition from. the field. This cost includes the pipelines 
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and the distributing company’s operating expenses and fixed charges. 
When the distributor must sell its gas against the keenest competition 
at a price 20 percent above the competing fuel (as we do) it is obvious 
the field value of its natural gas is certainly no more than the price it 
has been paying (through its pipeline supplier). Increases in that 
price will mean not only a shrinkage in potential market but a prob- 
able loss of some existing customers who will prefer to convert to an- 
other fuel—oil in most cases. Accordingly, we must have protection 
against favored nations or other automatic price increase provisions 
in existing contracts of our pipeline suppliers and this is not provided 
by the Harris bill. 

‘Not only does the Harris bill exclude existing contracts, but the 
fair commodity value concept, even if extended to existing contracts, 
would not protect distributors far from the gas fields. The value of 
gas reserves which several years ago were dedicated to a pipeline 
serving the east coast cannot now be measured by their possible value 
toa more favorably situated (that is, nearer) market. Todoso would 
nullify Federal Power Commission regulation of pipelines, as re- 
gards consumer protection. Regarding this concept of dedication, 
it is significant that while the Federal Power Commission has proposed 
exempting gas producers, it has also very recently recommended legis- 
lation to increase its control over reserves dedicated to a particular 
market. 

The Harris bill is detrimental to national security as regards the 
east coast: National security was another important element behind 
certification of the Transcontinental line. At at time of shortage of 
steel and line pipe, high priority was granted the pipeline because 
natural gas anil replace an enormous amount of oil on the east coast. 
Not only would this oil be released for possible use by the armed serv- 
ices, but the oil-tanker tonnage to the coast would be reduced—a criti- 
cal wartime consideration. Speaking for my own company alone, 
we have added 60,000 gas house heating customers since we first re- 
ceived natural gas and have increased our industrial load 160 per- 
cent. If we did not have natural gas, virtually every one of those 
house-heating customers would be burning oil and that industria! 
load would be supplied with petroleum products. Furthermore, we 
would be using much more oil in antctaacile our gas (even the 
smaller volume we would be selling). 

The result of the Harris bill will be a higher natural gas price to 
us (certain producer price increases, now suspended or under bond 
pending hearing would become effective immediately). These in- 
creases would be passed on to our customers and would greatly reduce 
the new business we could attract and would jeopardize existing busi- 
ness. This would mean consumption of oil instead of natural gas, 
the very reverse of the intent of the Defense Department. National 
security is being done a disservice daily in New England where high 
natural gas price limits the use of gas and hence increases the use of 
oil. Higher gas prices will mean that gas deliveries to the east coast 
will not increase as they otherwise would and if a war emergency 
arises, the country will have the burden of additional tanker haulage 
and available oil will have to be spread thinner among more users. Ac- 
tually, low east coast natural gas prices stimulate displacement of 
oil are even more important now than in 1948 because of almost com- 
plete dieselization of the railroads. This is reflected in the recent 
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report of the President’s Cabinet Committee on Transportation which 
recommended development of a coal-fired gas turbine locomotive in 
case of possible wartime petroleum shortage. 

When a gas producer hie freely contracted to sell gas that has 
already been found at a certain price and where his costs to produce 
that gas have not risen, there is absolutely no justification for any 
higher price for that gas simply because nearby consumers are cur- 
rently willing to pay more or because the cost of finding other gas js 
mcreasing. For any new gas he finds, the producer should be able 
to contract at whatever price he can obtain and this may be desirable 
to encourage continued exploration and drilling. This is no justifi- 
cation of any higher price for his existing gas, however. In fact, 
paying a higher price for existing gas is the type of unearned windfall 
that undermines and weakens the recipients where as in the interest 
of national security the aim should be to strengthen the industry. 

Free enterprise is not an issue: The issue of free enterprise is not 
involved. The issue is Federal regulation or State regulation. The 
producers supporting the Harris bill are now regulated—all Kansas, 
Texas, and Louisiana producers—as to production and, at least Kansas 
producers, as to rates, by their State regulatory bodies. The produc- 
ers object to Federal control but are not objecting to State control 
of rates, and the reason is obvious; any State control protects the 
interests of the producer citizens of that State, even against the 
interests of citizens of other States. This is clear from the action 
of the Kansas Commission in fixing minimum field prices for gas 
which the Federal Power Commission found to be excessive and 
unreasonable. It is also clear from the bill introduced in the Texas 
legislature requiring the Commission to fix field prices high enough 
to reflect economic waste. 

The Harris bill does not protect the ultimate consumer: It does 
not protect the ultimate consumer. Most gas which is now being 
bought, or which will be bought for many years by Philadelphia 
Electric Co. is purchased by the pipelines under existing contracts 
which proponents of the bill have specifically exempted from any 
price regulation. Even the regulation proposed by the bill on new 
contracts offers no protection against favored-nations clauses, esca- 
lation, State minimum-price laws, et cetera. Philadelphia Electric 
Co. is now contesting an increase of 7 cents in an existing producer 
contract due to a favored-nations clause. 

No extension of regulation is involved: No extension of regulation 
is involved. The retention of Federal regulation now in effect is 
necessary because only a Federal body can fairly, objectively, and 
effectively balance conflicting interests of producer and consumer 
States. 

Less natural gas will be available to the east coast: It will make less, 
rather than more, natural gas available, since Philadelphia Electric 
Co., for example, will be unable to buy as much natural gas at the 
higher price. The availability of gas, if at a price the consumer 
cannot pay, is meaningless. 

The Harris bill is inflationary: It is an inflationary measure sinc 
it will result in higher prices to producers for gas coming from existilg 
tields and which costs no more. 

It renders Federal Power, Commission jurisdiction of pipeline 
meaningless. 
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It would render virtually useless past or future pipeline-certificate 
hearings, since the Federal Power eens finding of feasibilit 
is meaningless where producer prices may increase without heket 

Producers can make fair profits without the Harris bill: No intent 
to prevent reasonable producer profits is involved. Everyone, includ- 
ing the Federal Power Commission, recognizes the many special prob- 
lems faced by producers, as appears conclusively from the record 
before the Commission at docket No. R-142, as well as from every 
phase of Commission action since the Phillips decision. 

All of the large distributor companies would welcome an oppor- 
tunity to sit down with producer representatives and discuss these 
special problems and their solutions in a cooperative spirit. There- 
fore, all of the producer fears and contentions can be fully and fairly 
developed and resolved before the Federal Power Commission. 

The Harris bill will mean a resumption of rising gas prices: Pro- 
ducer price rose steadily for years prior to the Phillips decision. 
Since then many producer increases have been suspended while the 
Federal Power Commission awaits clarification. The Harris bill 
would mean a resumption of the steady rise of producer prices. 

Continued regulation of producer prices is not a step toward regu- 
lating other industries: Gas-producer regulation will not lead to reg- 
wation of oil, coal, or other industries. There is absolutely no com- 
parison between regulation of gas, and of oil and coal. Gas distribu- 
tors are completely controlled; oil and coal distributors are not. Gas 
distributors have pipes to their customers; oil and coal distributors 
can serve anyone with their trucks. Interstate gas pipelines are com- 
pletely controlled as to facilities, rates, volumes to each customer, and 
lenth of contracts (usually 20 years). The only control on interstate 
oil or coal transportation is on common-carrier rates. Control of gas 
producers is only a logical extension of regulation in an otherwise 
completely regulated industry, and is essential to protect the con- 
sumer. There is no analogy in the oil or coal business. 

Asa matter of fact, the Harris bill might lead to oil-price regulation. 
Rising gas prices will result in rising fuel-oil prices to consumers and 
that is the most likely cause of consumer pressure for regulation of oil 
prices, 

Conclusions and recommendations: Based on initial producer 
prices, pipelines have established a large natural-gas market under 
20-year contracts on the east coast, and distributors and consumers 
have invested millions of dollars in facilities. Now that the market 
is established, producers seek to increase their prices. Natural gas is 
now sold to east coast consumers at, or above, its value as a premium 
fuel, and its field value to them is no more than it was at the date of 
the Phillips decision. The price of existing supplies under existing 
contracts should be frozen at that level except in the very rare case 
where a producer’s actual cost of producing his gas, rises. This can 
best be done by the Federal Power Commission retaining full regula- 
tion, and outlawing all automatic price increases for all producers. 

A possible alternative would be to amend the Natural Gas Act as it 
now stands so as to: (a) Exempt from Federal Power Commission 
regulation (except as hereafter provided) all independent producers 
who have no price increase or only fixed and predetermined increases 
of specified amounts in their contracts; (2) give Federal Power Com- 
mission full regulatory jurisdiction over any price increase other than 
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those enumerated in (a) above, sought by any independent producer 
for any reason (including State minimum-price requirements) if any 
affected pipeline or distributor complains to Federal Power Commis- 
sion about the increase; (c) give Federal Power Commission full 
regulatory jurisdiction over any initial service to a pipeline by any 
independent producer if any affected pipeline or distributor com- 
plains to Federal Power Commission about the price or other pro- 
visions of the producer’s contract; and (d) retain full Federal Power 
Commission jurisdiction over abandonment of facilities by gas 
producers. 

I appreciate this opportunity to ee my views on behalf of Phil- 
adelphia Electric Co. and thank the committee for its courtesy. 

The Cuarrman. Mr. Boyer, we thank you for your testimony. 

May I ask you if the committee in its executive sessions that will 
follow these open hearings can arrive at legislative language that 
would give the Federal Power Commission the authority to review 
not only new and renegotiated contracts, but existing contracts, as 
far as escalation and favored-nation clauses are concerned to determine 
if those clauses and what might result from them constitute a reason- 
able market price, if that authority were given, would it in your 
opinion reach the heart of the problem that you consider exists here! 

Mr. Boyer. I think it would. 

The Cuarrman. Are there any other questions? 

Mr. Boyer. I want to make this statement. As far as our company 
is concerned, we are willing to work with any organization or anybody 
on this bill if they would like to have us do so because we are vitally 
interested in it. We feel as a distributing company we owe something 


that 


to our customers. They come to us and it is our duty as a rine 
( 


utility to make sure that they are receiving good service an 
we give it tothem and that the price is right. 

The CrHarman. I think all of us in the discussion of this bill are 
interested in those broad principles of assuring adequate protection to 
the producer, pipeline, distributor, and the consumer. We all agree 
that it is not altogether an easy task to develop legislative language 
that will do that. We do not believe that it is impossible. 

We thank you very much for your testimony, Mr. Boyer. 

Mr. Boyer. Thank you. 

The Cuamman. Our next witness is Mr. James O. Watts, Jr., vice 

resident of the Commonwealth Natural Gas Corp., of Richmond, Va. 
Ve are very happy to have you here with us. 


STATEMENT OF JAMES 0. WATTS, JR., VICE PRESIDENT AND GEN- 
ERAL COUNSEL, COMMONWEALTH NATURAL GAS CORP. 


Mr. Warrs. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, my name is James 
O. Watts, Jr. I am vice president, general counsel, and a director of 
Commonwealth Natural Gas Corp. of Richmond, Va. I think I 
have attempted to shorten my statement. It consists only of 6 pages, 
and I hope I can eliminate a little of that. However, before I start, 
I would hike to call attention to appendix 1 of Mr. LeBoeuf’s statement 
yesterday, in which he sets forth certain statistical date with regard 
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to Commonwealth Natural Gas. I think it must have gotten trans- 
posed in some way, because the actual figures should be as follows: 

Number of consumers’ meters, 152,500; population served, 840,000; 
annual sales in M ec. f., 19,289,000; gas-plant investment, $8,380,000. 

The CHamMan. The correction will appear in the record. 

Mr. Warts. I assume that would affect Mr. LeBoeuf’s totals that 
he read into the record. 

The CHarrMANn. Very well, you may proceed, Mr. Watts. 

Mr. Warts. I have been an officer, a director, and general counsel 
of that company since its organization in 1947, I am also a partner 
in the law firm of Caskie, Frost, Davidson & Watts, of Lynchburg, Va. 

I realize that these hearings have been somewhat drawn out, and 
for that reason, I will try to save time by adopting the statement of 
Mr. LeBoeuf, who appeared in behalf of Consolidated Edison. Mr. 
LeBoeuf referred to our company as 1 of the group which endorsed 
the principles which he urged upon the committee. 

I do, however, ask the indulgence of the committee for a few 
minutes to tell why Commonwealth feels so strongly that the con- 
sumers of natural gas, particularly on the eastern seaboard, must be 
protected against the type of price increases to which they have been 
subjected during the relatively short period of Commonwealth’s 
operations. 

Commonwealth is a natural gas pipeline which serves the distribu- 
tors supplying the major cities of eastern Virginia, including Rich- 
mond and Norfolk, and one relatively large industrial customer. We 
serve, through our distributors, more than 150,000 customers. The 
cities which we supply were formerly served with manufactured gas, 
and when the Commonwealth line was completed in 1950 and early 
1951, these distributors at considerable expense converted their manu- 
factured gas plants and the appliances of their customers to the use of 
natural gas. Since natural gas came in, they have taken on many new 
customers, particularly for space heating, all of whom were required to 
purchase relatively expensive equipment for the use of natural gas. A 
conservative estimate of the investment in natural gas facilities by 
Commonwealth’s customers is $30 million, which does not include the 
cost of Commonwealth’s pipeline or of the gas-fired equipment owned 
by the ultimate consumers. 

Commonwealth buys its natural gas from the Columbia Gas System, 
its cost of gas from Columbia in 1954 representing approximately 80 
percent of its total operating costs, so it is apparent that any increases 
in cost must be passed on to its consumers. We buy this gas on a 20- 
year noncancellable contract, paying whatever rate may from time to 
time be fixed by the Federal Power Commission. Commonwealth’s 
customers also buy from Commonwealth on similar noncancellable 
contracts, the rate in which is regulated by the State Corporation 
Commission of Virginia. These contracts contain provisions obligat- 
ing the purchaser to pay over the term of the contract a demand 
charge based on the previous year’s maximum take, with ratchets which 
prevent the billing demand from falling below 90 percent of the then 
existing contract demand, which in turn can never be reduced by 
more than 10 percent from the maximum contract demand established 
during the term of the contract. Our contract demand for next 
Winter is approximately 93,000 M c. f. Assuming a continuation of 
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the demand charge at which we now buy gas, Commonwealth will be 
obligated until 1970 to pay approximately $3 million per year, whether 
or not it ever sells another foot of gas, and its customers are obligated 
in an even greater amount . 

You may wonder how any group of supposedly intelligent persons 
could let themselves be caught in such a predicament. The answer is 
that when natural gas came in, its price was competitive with other 
fuels, and no one of us ever expected increases of the magnitude which 
we have received. When Commonwealth first began service in 1950, 
it paid a demand charge of $1.90 per M ce. f. of billing demand and a 
commodity charge of 21 cents. It now pays a demand charge of $2.85 
and a commodity charge of 33.68 cents, an increase of 50 percent in 
the demand charge and 60.4 percent in the commodity. Assuming 
a 65-percent load factor (about our average load factor in 1954) our 
average cost per M ec. f. has increased from about 30.5 cents in 1950 
and 1951, to 48 cents at present, or about 57 percent in less than 
5 years. These increase have of necessity been passed on to our cus- 
tomers, thereby raising the gas bills of 150,000 Virginians by 
$3,268,000 annually. I have represented Commonwealth as an inter- 
venor before the Federal Power Commission in each of these rate- 
increase cases, and I can say of my personal knowledge that the major 
portion of these increases have been caused by the increased cost of 
gas in the field. I might say in passing that our gas at 48 cents per 
M c. f. (our present average rate) is equal in cost to coal at about 
$12 per ton delivered. 

You can see from these figures that we cannot and have never at- 
tempted to compete with coal for firm industrial use in our area. We 
are on the coast, and our area can be reached with ease by oil tankers 
and barges. We cannot compete with tanker-delivered bunker C oil 
any better than with coal, and fuel oil is just about at_a break-even 
point with gas for space heating in our area. We can, however, still 
attract our share of the space-heating customers because of the cleanli- 
ness and convenience of gas, and the savings in cost and space of gas- 
heating equipment, and gas still has some premium value in certain 
industrial processes. But these markets are on the borderline now, 
and I fear for our financial stability and that of our customers if the 
price gets much higher, and when I say much higher I mean by a very 
few cents. Some suggest that a regulated industry can always go to 
its regulatory commission and have its rates increased. We know, 
however, of no commission which can force a customer to buy the 
product of that regulated industry. As industrial load falls off, which 
they inevitably will as prices increase, the domestic consumer must 
take up the slack, and after a while increased rates force the domestic 
consumer to convert to other fuels. If we and our distributors cannot 
operate profitably under such conditions, not only do the holders of 
our securities lose their investments, but the more than 150,000 local 
users served by our pipeline not only lose a convenient source of energy 
at reasonable costs, but must buy new equipment for other fuels at 
great expense. 

You may ask if competition will not prevent such a situation from 
coming about. I think that the answer is “No,” so far as the eastern 
seaboard is concerned, because of the tremendous distances over which 
natural gas must be brought to this and other areas far removed from 
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the gas fields. Near the fields and in the interior of this country there 
still exists a great market for natural gas, since transportation costs 
are not large, and other competing fuels must be brought long dis- 
tances by overland means. We believe that unrestricted competition 
on a nationwide basis will ultimately set a price of gas competitive 
with other fuels, but in the process the distributors of the eastern sea- 
board will be squeezed out of business. I think that this fact has been 
borne out by the 57-percent increase in our cost of gas in the last 5 
year's. 

* Commonwealth does not like to ask for any restrictions on competi- 
tion. It recognizes the validity of the arguments of the producers that 
the business of gas production and explor ation is quite different from 
that of its transmission and distribution. Like Mr. LeBoeuf, Com- 
monwealth desires to promote the free-enterprise system of free nego- 
tiation, but only after the elimination of the escalator clauses which 
we believe throttle competition and thwart the public interest. 

Now, Mr. Chairman, before completing my statement, and in re- 
sponse to the questions raised by Mr. Harris, and I think you in your 
questions to the last witness, I w ‘ould say that Mr. LeBoeuf’s principles 
and certainly Commonwealth’s position before this committee would 
not go so far as to permit the submission of what Mr. LeBoeuf termed 
the malignant types of escalator clauses to the Federal Power Com- 
mission. We believe that type of clause should be completely outlawed. 

The CuHatrrman. Let me ask you, Mr. Watts, if you accept Mr. 
LeBoeuf’s opinion that whatever may be done with reference to regu- 
lation or exemption from regulation that the producer should con- 
tinue to be considered as natural- -gas companies ? 

Mr. Warrs. Yes, sir; we go along with that recommendation. I 
am not sure of the practical difference in that. The main reason we 
go along, I think, is because of the point that Mr. LeBoeuf brought 
out. There should be some restriction as to the abandonment of 
service by a producer, particularly where a pipeline and distribution 
system has been constructed to take gas presumably delivered by that 
producer. 

The CHarrMan. I take it, then, that you are not willing that the ex- 
isting contract escalation and favored-nation clauses be subject to the 
review of the Federal Power Commission, but your position is that 
Congress by statute should make null and void all such clauses in all 
contracts that exist. Is that your position ? 

Mr. Warts. Not all such clauses. The clauses that were described 
by Mr. LeBoeuf. I think he referred to the third-party favored- 
nation, the second-party favored-nation clauses, covering more than 
one field, price redetermination clauses based on prices not paid by 
the particular pipeline, spiral escalation clauses. I think that is all. 
There may have been some others. We feel that those should be 
completely outlawed by statute. 

I say that, Mr. Chairman, because of what the Federal Power 
Commission has said here, and what they have done since the Phillips 
decision. 

The CHamrman. Do you consider that the Congress constitutionally 
may by statute make null and void those clauses in existing contracts, 
and outlaw them in any future contracts? 

Mr. Warts. Yes, sir; I think that is very clear. I think the Nebia 
case, the Milk Producers case, where the Supreme Court said that 
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New York had authority to regulate any business which affected the 
public interest. There are several other cases. I believe Mr. LeBoeuf 
set them out in his appendix. 

The Cuarrman. There are a number of cases cited as examples of 
congressional authority in that respect. 

Are there any other questions ¢ 

Mr. Harris. Yes. 

The Cuarrman. Mr. Harris. 

Mr. Harris. You are very much concerned, as some of the others 
who have testified here, about this question of abandonment, are you 
not, Mr. Watts? 

Mr. Warts. Yes, sir. 

Mr. Harris. I think you should be. There is a pending case now 
on the question of abandonment, I think, in the courts. It may be the 
Circuit Court of Appeals of New Jersey. Are you familiar with 
that? 

Mr. Warts. Do you know which one that is? Iam a little familiar 
with the Lone Star case. 

Mr. Harris. I heard about it. I heard that one of the big com- 
panies had made a request, I believe, to the Federal Power Commis- 
sion to reduce their supply. 

Mr. Warts. Is that the Skelly case ? 

Mr. Harris. No. 

Mr. Warts. Then I am not familiar with it. 

Mr. Harris. I understood that this question of abandonment—that 
is, the dedication of reserves—is one that is under review by the courts 
now. What disturbs me is that you say that the Congress has the 
authority to abrogate provisions of a contract when that procedure 
has been followed by various businesses in this country throughout the 
history of your economic enterprise. 

Mr. Warts. Mr. Harris, I think it did exactly that in the Hope 
Natural case or the Colorado Interstate, I believe, when it upheld the 
constitutionality of the Natural Gas Act of 1938 the first time. It 
completely abrogated. 

Mr. Harrts. It held that the Congress could provide regulatory 
authority on interstate sales. 

Mr. Warts. Yes. 

Mr. Harris. The question here arises where you say that the Con- 
gress has authority to completely abrogate those contracts but in 
doing so the Congress has authority to say to the party to the contract 
that you must go ahead and make your commodity available. 

Mr. Warts. It did that when the Natural Gas Act first went into 
effect, and the Supreme Court approved it. 

Mr. Harris. In what case? 

Mr. Warts. I think the Colorado Interstate was the first one. It 
was reaffirmed in the Hope Natural case. 

Mr. Harris. Yes, it did reaffirm the case, and both those after it had 
been committed by valid contract. 

Mr. Warts. No. Those contracts were entered into before the 
Natural Gas Act was passed. 

Mr. Harris. Of course they were. They were still valid when the 
Natural Gas Act was adopted. 

Mr. Warts. That is right. 
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Mr. Harris. When those sales were committed in interstate com- 
merece and dedicated to a particular service. That is the thing that I 
think all distributors might very well take a little more cognizance of 
and become a little more alarmed about. It disturbs me. I am as 
interested in one phase of this as I am in the other. That is, the aban- 
donment of this gas because there are many contracts—many con- 
tracts—with what is referred to as escape clauses. 

Mr. Warts. I am familiar with those clauses. 

Mr. Harris. The escape clause is that, should certain conditions 
arise, | withdraw my gas. Isthat right ? 

Mr. Watts. Yes, sir. 

Mr. Harris. Do you think the Congress has the authority notwith- 
standing those contracts to make those producers deliver ? 

Mr. Warts. Yes, sir; certainly. 

Mr. Harris. It is a new concept of our governmental processes, it 
seems to me. 

Mr. Warrs. That has been decided. 

Mr. Harris. If you are going to deal with property of people and 
commodities in that manner 

Mr. Warts. That is the theory of regulation. The basic theory 
behind any regulation is that when a business is affected with the pub- 
lic interest, whatever legislative body has jurisdiction has authority 
to regulate that business. 

Mr. Harris. To regulate the business. But we are talking about the 
contracts that have been entered into between the regulated business 
and what was thought to be the nonregulated business and what every- 
one recognized as a valid contract, and thought everyone would live 
up to. 

I cannot understand the statement that you have presented here with 
reference to the most revealing experience anyone has presented to us. 
In the first place, you say Commonwealth buys its natural gas from 
Columbia Gas System. Its cost of gas, Commonwealth’s, that is, from 
Columbia in 1954 represents approximately 80 percent of its total 
operating cost . 

Mr. Watts. That is correct. It would probably be more accurate 
to say that our cost of gas represents approximately 80 percent of our 
revenue. 

Mr. Harris. You say on the next page that you pay a demand 
charge of $2.85. What is that? 

Mr. Warts. That is a monthly charge per M c. f. for our right to 
call on the pipeline, on Columbia, to deliver us a certain number of 
Mc. f. of gas at any time we want it or any time we need it. 

Mr. Harris. For instance, you have a 65-percent load factor. 

Mr. Warts. Yes, sir. 

Mr. Harris. On that you pay 33.68 cents ? 

Mr. Warts. No, sir; we pay 48 cents. 

Mr. Harris. Very well. That 48 cents is for the 65-percent load 
factor. Then if you call on Columbia for an additional supply of gas 
you mean you have to pay them $2.85 ? 

Mr. Warts. No, sir. That 48 cents includes a proportionate part of 
the $2.85. Our average rate is based on two factors. One is the de- 
mand charge and one is the commodity charge. 

Mr. Harris. What is the commodity charge? 
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Mr. Warrs. The demand charge is $2.85. That is for our right to 
call on Columbia on a cold day to deliver up to our contract demand. 
It isa rate which is theoretically to reimburse Columbia for putting in 
enough capacity to give us that much gas on a certain day. It does not 
have anything to do with the volume of gas that we take on an annual 
basis. That is covered by the commodity charge. 

Mr. Harris. That is what I am asking you about. What is your 
load factor ¢ 

Mr. Warrs. The load factor is the relation of the volume of gas 
taken over a certain period to the maximum day’s take during that 
period. 

Mr. Harris. That is right. On that you pay 48 cents. 

Mr. Warts. That is our average cost of gas based on a 65-percent 
load factor. 

Mr. Harris. Then if you go beyond the 65 percent load factor and 
‘all for more gas 

Mr. Warts. Our average cost would go down. 

Mr. Harris. How many thousand M ec. f. do you get from Columbia 
Gas on which you have to pay them $2.85 a Mc. f.? 

Mr. Warrs. It depends. We have a right to take 85,000. If it is 
a very cold day we will take 85,000 and our customers will start up 
their peak shaving equipment, and make up the difference. If it 
is a warm day and we don’t need the gas, we will take whatever we 
need. But we still pay in August just the way we do in January 
on the 85,000 at $2.85, bacause that capacity is in the pipeline to 
deliver that much gas to us. 

Mr. Harris. And you pay $2.85 a thousand for it. 

Mr. Warts. Per month. 

Mr. Harris. That is just a premium that you pay them to have it 
available whether you use it or not. 

Mr. Warts. We have to have it available, because if it is cold and 
we have a connected load we have to furnish it. 

Mr. Harris. In addition to that, you pay an average of 48 cents! 

Mr. Warts. No, sir; we pay 33.8. 

Mr. Harris. That is what I said awhile ago and you corrected me 
and said 48. 

Mr. Watts. No; our average cost is 48. That is the result of the 
concurrent operation of the demand charge and the commodity charge. 

The Cuarrman. That is the question I was about to ask. Does the 
48 cents include averaging over a year the $2.85 for the demand 
charge ? 

Mr. Warts. That is right. It is computed by taking $2.85, multi- 
plying by 12, applying it to a 65 percent load factor—there are several 
computations involved—and we come out with an average rate per 
M c. f. that we pay for gas over a year’s period. 

Mr. Harris. You say your average cost per M ec. f. since 1950 and 
1951 has increased from 30.5 cents to 48 cents? 

Mr. Warrs. If we had been operating at a 65 percent load factor 
in 1950. 

Mr. Harris. That is 18 cents a thousand. 

Mr. Warts. That is right. 

Mr. Harris. Do you know how much Columbia pays the producer! 

Mr. Warts. I know how much they paid for the last batch they 
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Mr. Harris. Do you know how much they pay on an average for 
the gas they buy at the wellhead / 

Mr. Warts. No, I don’t. I would hate to guess, because I may be 
wrong. The Columbia system is a peculiar system. 

Mr. Harris. It must be, because they have had your rates kicked 
away up beyond twice more than the wellhead producer gets for it on 
the average. — 

Mr. Warts. The last batch of gas they bought in Louisiana they 
paid 20 cents for. 

Mr. Harrts. Then they paid 20 cents for it ? 

Mr. Warts. Yes,sir. That isthe Gulf Interstate Gas Co. 

Mr. Harris. And your total increase, then, from 30 cents to 48 cents, 
has been approximately the cost of the last batch that they bought in 
Louisiana. 

Mr. Warts. No, not all of that was bought there. 

Mr. Harris. Which meant prior to that if it was put on an equal 
basis, they were having it given to them. 

Mr. Warts. No, sir, they were not. 

Mr. Harris. Can you tell me how much they were paying for it? 

Mr. Warts. I started to tell you the way in which they are peculiar. 
They are an integrated company. ‘They buy a lot of gas, most of their 
gas comes from Tennessee Gas Transmission, Panhandle, Texas East- 
ern, the pipelines from the Southwest. They also own acreage in the 
Appalachian area on their own hook. They produce gas from that. 
They buy gas in the Appalachian area. They have contracts them- 
selves in the producing fields in the Southwest, which are brought up 
hy Tennessee and by Gulf Interstate at a transportation rate. They 
2lso operate storage fields in the Appalachian area to give them added 
deliverability on a peak day. 

Mr. Harris. But you have left the impression here, Mr. Watts, with 
this committee, and in this record, that the consumers at Richmond, 
Va., have had a tremendous increase in their gas on the basis of the 
escalation clauses, and other such clauses and it is the fault of the pro- 
ducer. 

Mr. Warrs. I don’t like to disagree with you, but I think if you will 
read my statement, it doesn’t say that. 

Mr. Harris. I am reading your statement. We are talking here 
about whether or not producers should be made a utility and have to 
submit to the same regulation. You have explained to us how your 
gas cost has gone up rapidly in the last 5 years. 

Mr. Warts. Yes, sir; it has. 

Mr. Harris. You put it on the basis that it has gone up an average 
of 1814 cents. 

Mr. Warrs. That is right. 

Mr. Harrts. When the average in the United States wellhead nat- 
ural gas is about 10 cents at the field. 

Mr. Warts. All I know, sir, is what happened to us. These are the 
facts. 

Mr. Harris. I know. That is the point. That is a point that 
should very well go throughout this country, to consumers and every- 
body. You are saying because somebody, Columbia Gas, through 
whatever procedure that they obtained approval from the Federal 
Power Commission, has increased your cost of gas by nearly 20 cents, 
which is twice what the average wellhead cost of gas in this country is, 
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you are saying that the producers of the country should also be under 
strict regulation. 

Mr. Warts. No, sir; that is not exactly what I saia, 

Mr. Harris. That is what your statement implies to me. One of 
our own members, and several of them have been coming to me and 
talking about this and saying 65 percent. 

Mr. Warts. Fifty-seven. . 

Mr. Harris. They say 65 percent. That is precisely the words. 
Weare disturbed about it. Why isit? Why is it that it has gone up! 

Mr. Warts. Not entirely, but the major portion of it is because of 
the increased costs of gas in the field. 

Mr. Harris. How can you say it is a major portion, the increased 
cost in the field, when your increase has been more than twice the 
average cost at wellhead ? 

Mr. Warts. The cost of gas in the field for the new purchases have 
been substantially 

Mr. Harris. How much has that been? 

Mr. Warts. I don’t have the figure. 

Mr. Harris. You made a statement that you are relying on here. 

Mr. Warts. I can back it up. 

Mr. Harris. When I ask you how much it has been, then you say 
you don’t have it, I don’t know. 

Mr. Warts. I can’t give it to you. It would involve maybe a 
month’s research. 

Mr. Harris. Can you get that for me? 

Mr. Warts. Let me see if I can find out. I would have to get it 
from Columbia, but I am perfectly willing to try. 

Mr. Harris. I certainly want it, because there has been information 
going all over this Hill among your delegation that the tremendous 
increase to the consumers that you serve has been on the basis of the 
increased cost of the commodity. 

Mr. Warrs. That is true in major portion. 

Mr. Harris. Tell me how much it is, then. 

Mr. Warts. I don’t know, sir. 

Mr. Harris. How can you say it is true in major portion when you 
don’t know what it is? 

Mr. Warts. I have been in every rate-increase case representing the 
company, and I have seen the figures they have put in. I have no 
idea, maybe Columbia has 3,000—that is a wild guess, I have no con- 
ception of the number of contracts that are involved. 

{r. Harris. I believe Mr. Robinson testified that his company had 
over 2,000 contracts. 

Mr. Warts. They will have contracts with Tennessee Gas Trans- 
mission. The figures you want would involve me going into all the 
contracts of Tennesse, all the contracts of Panhandle, all the contracts 
of Texas Eastern, all the contracts of Columbia in the Appalachian 
area and figure out in each one how much the increase is. All I know 
is that in each of these cases—in most of the cases—the reason assigned 
a isha increase in cost of gas has been the increased cost of gas in the 

eld. 

Mr. Harris. Mr. Chairman, I should like to ask the chairman of 
this committee to request of Columbia Gas Co. to give us the average 
cost of the gas that t ey obtain at the wellhead for the period of years 
beginning 1950 through 1954. 
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The CHamrmMan. The chairman will accede to the request of the 
rentleman. 
: Mr. Harris. We might as well find out what the kettle calls black 
around here, and find out where this is all coming from. The con- 
sumers all over this country are being led to believe that they are being 
gouged by the gas producers of this country when it is obvious that a 
Jot of the iriieeasnil cost as the previous witness just admitted in the 
Bill Jones case—comes as a result of the capitalization and the distri- 
bution and the interstate transportation of this commodity to the con- 
sumer. I think it is time the consumers were being told the facts 
about this. 

Mr. Warts. I think you will find the facts are that most of the in- 
crease has come about through increased cost of the gas in the field. 

Mr. Harris. You make a very definite statement here about how 
much the increased cost has been. 

Mr. Warts. Yes, sir. 

Mr. Harris. Then you make a very definite statement that most of 
it is based on the increased cost of the commodity. 

Mr. Warts. I think that is true. 

Mr. Harris. But you still can’t give us what that increased cost is 
at the wellhead to the company that supplies you. 

Mr. Warts. No, sir. . 

Mr. Harris. I am going to make an attempt to get it if we have to 
bring their books in. 

Mr. Warts. I don’t think this hearing room is big enough to hold 
the amount of contracts involved. 

(The following letter, in reply to the questions of Mr. Harris, was 
later received from Mr. Watts :) 


CASKIE, Frost, DAvIpson & WATTS, 
Lynchburg, Va., April 30, 1955. 
Hon. Percy PRIEST, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, 
Washington, D.C. 

Deak Str: On April 15, 1955, I testified before your committee on behalf of 
Commonwealth Natural Gas Corp., of Richmond, Virginia, in opposition to the 
Harris bill, H. R. 4560, in its present form. In the course of my testimony, I 
stated that Commonwealth, which serves the major cities of the Tidewater sec- 
tion of Virginia, had received increases of about 57 percent in its average cost of 
natural gas since 1950. In the questioning which followed by statement, Con- 
gressman Harris asked what portion of our increase was due to the increased 
field price of natural gas, and I was forced to admit that I didn’t know. I dié 
State, however, that I would attempt to secure the information. 

As a result of that undertaking, I have made an examination of certain of 
the records on file with the FPC, which disclosed that from 1950 to the present, 
the average field price of the gas purchased by the Columbia System and sold 
to us has increased approximately 7.59 cents per 1,000 cubic feet, or 104 percent, 
and the average price of that portion of such gas which comes from the South- 
West has increased approximately 9.6 cents, or 192 percent, from the average 
price paid for such gas in 1950. In support of these figures, I enclose a memoran- 
dum of figures taken from the FPC records, with a reference to the record from 
which each figure has been taken. 

In order to reconcile these figures with certain others which have been pre- 
nted to you, a further word of explanation may be necessary. We buy our 
gas from Atlantic Seaboard Corp. (a Columbia subsidiary) which in turn buys 
- of its gas (except an insignificant amount which is locally produced) from 

hited Fuel Gas Co., another Columbia subsidiary. In 1950 United bought all 
of its purchased gas from Tennessee Gas Transmission Corp., Chicago Corp., and 
local producers. At the present, it buys all of its purchased gas from the same 
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sources, except that it has added one supplier, Gulf Interstate Gas Co. In work- 
ing up the figures, I began with the annual reports of Tennessee and United 
for 1950. Tennessee’s 1950 report shows that in that year it paid an average of 
5 cents for its purchased gas in the field. United’s 1950 annual report showed 
the average price it paid for gas from its local producers. I applied the Ten- 
nessee average price to United’s purchases from Tennessee as shown in United’s 
report, and I assumed the average field price of the Chicago Corp. to be the 
same as it is at the present. By applying these average prices to the volumes 
purchased in each category, I was able to arrive at an average field price to 
United. Since Seaboard buys from local producers so small a fraction of its 
gas as to be meaningless, I have assumed that the average price of Seaboard’s 
purchased gas will be the same as that of United. 

To obtain a comparable figure for the present, I have proceeded in substan- 
tially the same way, using instead of the 1950 annual reports the comparable 
data estimated for 1955 and contained in the latest FPC rate increase filings of 
Tennessee and United, which increases are now in effect under bond. 

I trust this information will answer the questions which were asked me and 
which I regret I was unable to answer on April 15. 

I respectfully request that this letter and the enclosed tabulation be included 
in the record as a part of my statement. 

Very truly yours, 
JAMES O. WATTS, JR. 


CHANGES IN WELLHEAD PRICE OF NATURAL GAS TO COMMONWEALTH NATURAL 
GAs Corp., 1950-55 


Field Price in 1950: 
Tennessee Gas Transmission Co. 1950 annual report, schedule 458: 
Total 1,000 cubic feet purchased 314, 067, 484 
Average cost per 1,000 cubic feet 
Jnited Fuel Gas Co. 1950 annual report, schedule 458 : 





Thousand Total cost | Average field 
cubic feet in field cost 


Local producers, West Virginia 21,000,090 | $3, 100, 882 | $0. 1477 
Local producers, Kentucky 17, 447, 073 | 3, 093, 989 . 1773 
Tennessee gas transmission : 146, 867, 337 | 7, 343, 367 | . 050 
Chicago Corp. (Note) 600, 000 41, 700 0695 





— i — ————- 
185,914,500 | 13, 579, 938 


Seaboard had only a trace of gas purchased in 1950 in the Appalachians 
area, so we can use the figure of $0.0731 as the field cost of gas to Seaboard 
in 1950. 

Note: Estimated at same price as 1955. Annual report does not break 
down the cost between field cost and transmission. 


Field price in 1955: 
Tennessee Gas Transmission Co., line 12, statement N-5.11, TGT applica- 
tion of Nov. 4, 1954: 
Average cost of TGT gas in the field $0.1223285 
United Fuel Gas Co., docket No. G-2451, statement H-1, sheet 29: 


. 
Million cubic! Total cost een field 


| 
feet | in field cost 


} 
Local producers 36, 07% $6, 801, 040 
Tennessee gas transmission. 20, 938, 867 
Chicago Corp : q 913, 230 
Gulf Interstate 23, 075, 550 


51, 728, 687 





1477 
1773 
)50 

1695 
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Seaboard’s local production could raise this cost about M4ooth of a cent, 
bringing the 14.89 cents to 14.90 cents. 


Average field cost to Seaboard of gas purchased $0. 1480 
. 0731 


Increase since 1950 (or almost 104 percent) 0. O759 


If the cost of local production is eliminated, the average field price of 
Southwest Gas has increased from 5 cents in 1950 to 14.4 cents in 1955, an 
increase of 9.6 cents or 192 percent. 


The CHatrrMan. Are there further questions? If not, we thank you 
very much, Mr. Watts. 

Mr. Wartrs. Thank you, sir. 

The CuarrkMANn. Our next and final witness for the day is Mr. D. G. 
Allen, New England Power Service Co. 

Mr. Auten. Thank you, sir. 


STATEMENT OF DONALD G. ALLEN, NEW ENGLAND POWER SERVICE 
CO., BOSTON, MASS. 


The CHatrMan. I understand you also represent nine other New 
England gas-distribution companies and you speak for them also? 

Mr. Atten. That is correct. They are all affiliated companies of 
the New England Electric System and I am employed by the service 
company of that system. 

The CHarrmMan. Very well, sir; you may proceed. 

Mr. Auten. Mr. Chairman, if I may have the understanding that 
you granted to others that my full statement will appear in the record, 
[ would like in the interest of everybody’s time to make a cursory job 
of summarizing my statement and answer any questions I am capable 
of. 

The CuHarrman. I can give you that assurance, along with my deep 
appreciation, that your full statement will appear in the record and 
you may condense wherever you wish in your oral testimony. 

(Statement referred to follows :) 


STATEMENT OF POSITION ON Bitts To AMEND THE NATURAL GAs Act RELATIVE TO 
STATUS OF INDEPENDENT PRODUCERS 


My name is Donald G. Allen of New England Power Service Co., 441 Stuart 
Street, Boston, Mass. 

I appear on behalf of nine New England gas-distribution companies, all sub- 
sidiaries of New England Electric System. “The names of the individual com- 
panies are Mystic Valley Gas Co., North Shore Gas Co., Lawrence Gas Co., 
Central Massachusetts Gas Co., Wachusett Gas Co., Northampton Gas Light 
Co., and Norwood Gas Co., all located in Massachusetts; the Narragansett Elec- 
trie Co., with two gas-distribution systems in Rhode Island; and the Pequot 
Gas Co., with a small distribution system in eastern Connecticut. In the aggre- 
gate these companies serve approximately 200,000 customers’ meters. 

My comments are directed primarily to the identical Harris and Hinshaw 
bills, H. R. 4560 and H. R. 4675. Since the other bills under consideration by the 
committee deal with a common problem, my comments are also applicable to 
them. 

BACKGROUND INFORMATION 


As the committee is aware, natural gas first became available to New England 
about 3% years ago. New England was one of the last major markets to be 
attached by the interstate pipelines, and is now served by two of them. The 
companies which I -represent are served principally by Tennessee Gas Trans- 
mission Co. Four of the smaller distribution properties are served by Algonquin 
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Gas Transmission Co., which in turn is supplied by Texas Eastern Transmis- 
sion Corp. 

When natural-gas service for New England was first proposed, in 1950, the 
average price per M ec. f. was approximately 44 cents, and our early market 
estimates and construction plans were based on this level of prices. By the 
time construction was completed and natural gas first became a reality, increased 
construction costs required an increase in the average price to 47 cents per 
Me.f. Asa result of two subsequent increases the price now being paid by our 
companies is approximately cents per M ec. f. This represents a total increase 
from the original price estimates of 25 percent. 

This 25 percent increase over our original estimates has had a very material 
effect upon our ability to attach new customers, particularly volume customers 
for space heating and industrial uses. Each of these markets is competitive 
with oil, particularly the industrial market. While an increase of a few cents 
in the field price of gas may at first blush seem to be a very minor component 
of the final selling price, after transmission and distribution have been per- 
formed, it bears a very immediate and direct relationship to our ability to 
attach new industrial loads in a competitive market. The last Tennessee in- 
crease of 2.15 cents, currently being collected under bond pending hearing by 
the Federal Power Commission, has effectively priced out of the market about 
1 billion cubic feet of industrial gas for which negotiations were earlier pending 
by our companies. 

The effect of such incidents is cumulative since the investment costs, both of 
the distribution facilities and transmission facilities, must be borne by a smaller 
volume of total sales, with resulting increases in the cost of serving gas to our 
existing customers. 

I have sketched this background briefly to indicate to the committee our very 
deep concern in the matter under consideration today. 


COMMENTS ON PENDING RILLS 


I believe our common objective in these hearings is to strike an equitable 
balance between the producer interest, on the one hand, and the consumer 
interest, on the other. Both the interstate pipelines and the local distribution 


companies are vitally interested parties in the solution of this ultimate problem. 

Like the producers, we start from the premise that any unnecessary extension 
of Federal regulations to a new segment of industry is to be avoided, if the 
ordinary workings of the private-enterprise system will reach equitable results 
without undue dislocation of the consumer market, which now depends upon a 
stable supply of natural gas. We recognize that the gas-producing industry 
differs in many important respects from other regulated utilities. We also 
recognize that too stringent regulation of this segment of the industry may 
well endanger the long-range supply of interstate gas, by withdrawing the 
incentives necessary to insure continued exploration for new gas reserves. 

For these reasons we are sympathetic with the general philosophy underlying 
the White House report on energy supplies and resources policy which is em- 
bodied in the Harris and Hinshaw bills. 

We believe, however, that complete exemption of the independent producer 
from regulation under the Natural Gas Act must be accompanied by some sub- 
stitute means of restraining runaway field prices, in order to provide adequate 
protection for the consumer. We believe that neither competitive forces, nor 
State regulation, nor indirect regulation through the interstate pipeline com- 
panies, is an effective means of providing this protection or of achieving reason- 
able stability in the natural-gas price structure. 

(1) Competitive forces operate in fixing the price of natural gas at two levels: 
First, in the contract negotiations between producers and interstate pipeline 
companies in marketing the reserves of natural gas in the field; and second, 
in the competition with other fuels which exist in the ultimate market. 

In recent years we have witnessed a seller’s market in the gas fields. As a 
result, the most notable byproduct of the competitive forces which enter into 
negotiations in the field has been a great flowering of escalation clauses of 
many variant types. The unfettered working of such escalation clauses has 
tended to create an ungoverned spiral of increases in the field price of gas, and 
has been an important factor underlying many of the pipeline rate cases before 
the Federal Power Commission. The unsettling effects in the distribution market 
have been described in detail by Mr. Robinson and Mr. LeBoeuf. 
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Competition with other fuels in the ultimate distribution market is a factor, 
the effect of which is now being felt by the distribution companies. Unfortu- 
nately, it is by no means so immediately felt by the producers in the field, both 
hecause of the distances involved and because of the unknown destination and 
ultimate use of the gas as it leaves the field. Over the long term, this competi- 
tion will necessarily set an ultimate ceiling on the field price of gas, but neither 
we nor our customers are willing to be the victims of the trial-and-error process 
of the competitive cycle in establishing this limit. 

(2) Nor do we believe that the consumer interest can adequately be protected 
by State regulation, as was suggested by General Thompson of the Texas Railroad 
Commission. Our distribution companies are regulated by the three New England 
States where their distribution systems are located, and the wellhead price 
of gas can be regulated by the Southwestern States in which the gas fields are 
located. No one State can effectively regulate both the price to the producer, on 
the one hand, and the price to the consumer, on the other. For this reason, it 
seems Clear to us that regulation which will strike an equitable balance between 
these two vital interests must be found on the Federal level. 

(3) Finally, we seriously doubt that effective regulation can be achieved indi- 
rectly through regulation of the interstate pipeline companies. The Harris and 
Hinshaw bills say, in effect, that a pipeline company must purchase gas at no 
more than a fair field price, and that any excess payments will be disallowed for 
the purpose of setting pipeline rates. Regulation of pipeline rates, however, has 
been firmly established on a cost-of-service basis, on the underlying assumption 
that the pipeline company is entitled to recoup from its customers any expenses 
properly incurred in rendering service. 

If a pipeline company is bound, by contract, to pay more for its gas than the 
allowable fair field price, a strong case can be made out that rates which fail 
to compensate for this expense are confiscatory. As a result, therefore, in ad- 
ministering the Harris and Hinshaw bills there will be almost irresistible pres- 
sure on the Federal Power Commission to allow a pipeline company its unavoid- 
able contract costs in the purchase of gas—either by permitting direct recoupment 
of these costs as at present, or by giving formal recognition to the language of the 
proposed bills but including a margin of return to compensate indirectly for these 
costs, 

The testimony of Mr. Searls and Mr. Merriam illustrates clearly the extreme 
difficulties which would be faced by the Commission under the proposed bills 
when they state, quite realistically, that any failure to recoup a major item of 
expense could lead to bankruptcy of the major pipeline companies. The amend- 
ments which they propose would guarantee the pipeline companies the right to 
pass on Such expenses. As a result, we feel that this indirect approach to the 
regulation of the field price of gas necessarily eliminates any realistic considera- 
tion of the consumer interest and the competitive value of the gas in the ultimate 
market place. 

In addition to this basic concern as to the efficacy of the indirect regulation 
provided by the Harris and Hinshaw bills, I should like to point out two further 
matters which concern us in the drafts as they now stand. 

(1) The impact of these bills is solely on new contracts which may be nego- 
tiated (or renegotiated) in the future. As a result there is no control, direct or 
indirect, on the prices which may be paid under the great bulk of existing con- 
tracts, on which our present supplies of gas are primarily dependent for a con- 
siderable period in the future. This matter is particularly serious, since the bills 
would thus effectively withdraw from the Federal Power Commission any control 
over the spiraling of prices under existing escalation clauses. 

(2) The bills would require the Federal Power Commission to adopt the stand- 
ard of a “reasonable market price of the gas in the field where produced,” but 
with no standards to guide this determination. As a minimum, we feel that this 
term should be defined to require the Commission to give consideration to com- 
petitive prices in the ultimate market. As a corollary, it would be proper to 
state explicitly that the cost of the producer’s investment in bringing in an in- 
dividual well should not be the basic test of a fair field price, but rather the com- 
modity value of the gas itself, based on a consideration of all relevant factors. 


CONCLUSIONS 


Our analysis of the pending bills leads us to the conclusion that, as presently 
drafted, they are inadequate to give the minimum protection necessary for the 
consumer interest. We reach this conclusion reluctantly, for we feel that the 
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approach to this problem by means of indirect regulation is desirable from many 
important points of view. Basically, this approach is consistent with our belief 
that regulation should not be unduly extended to new areas, and it would have 
advantages in simplifying the mechanics of regulation. We are hopeful that 
the suggestions brought to your committee by the participants in these hearings 
may point the way to amendments of the pending bills that will incorporate ade- 
quate safeguards for the consumer interest, and thus permit the use of this 
approach. 

While we have no pat solution to this very difficult problem, we feel that basic 
requirements of new legislation are these: 

(1) Price spiraling through various types of escalation clauses must be con- 
trolled, and some of the more extreme types of escalation should be wholly 
eliminated. E&ffective control of these clauses can be achieved only if existing 
contracts, as well as new and renegotiated contracts, are kept within the scope 
of regulation. 

(2) The standards for determining the fair price of gas in the field should give 
explicit recognition to the value of the gas in the ultimate market place, in 
competition with other fuels. 

(3) In view of the large number of independent producers involved, the 
mechanics of regulation must be designed to keep the administrative process 
simple and straightforward. 

‘The Federal Power Commission has already relieved the independent pro- 
ducers from the necessity of following its Uniform System of Accounts, and 
this result should be carried forward by a provision expressly permitting any 
generally accepted method of accounting. 

Elaborate certificate filings seem unnecessary, and a simple registration pro- 
cedure could well be substituted. 

Finally, since the pattern of the entire market is largely set by the major 
producers, much in the way of administrative simplicity can be achieved by 
exempting the smaller producers from regulation, as proposed in the Heselton 
and MacDonald bills, H. R. 4924 and H. R. 5339. In this connection, we suggest 
that consideration be given to the more flexible procedure of providing an 
exemption for smaller producers by means of administrative regulations issued 
by the Federal Power Commission, rather than by a rigid statutory provision. 
The technique of handling exemptions at the administrative level has been 
successfully used in a number of Federal regulatory acts; see, for example, 
section 3 (b) of the Securities Act of 1983; section 3 of the Public Utility Holding 
Company Act of 1935; and section 6 (c) of the Investment Company Act of 
1940. 

We are hopeful that from the full presentation of all points of view that has 
come about as a result of these hearings, a workable system of regulation can 
be devised which will strike the necessary balance between the producer and 
the consumer, and will at the same time be fair to the interstate pipelines and 
the local distribution companies. 

We are fully conscious of the intricacies of the problem, and believe it should 
not be approached as a new aspect of traditional utility rate regulation. Rather, 
we feel that the problem should be treated as one of commodity pricing, with 
regulation playing the role of bringing into focus and balance the competitive 
factors which, through a long and costly course of trial and error, are the 
ultimate basis for determining a value at the wellhead which is fair both to the 
producer and the consumer. 

Mr. ALLEN. To summarize very briefly, as you have stated I appear 
for the Massachusetts distribution companies, 1 Rhode Island dis- 
tribution company, and 1 very small Connecticut distribution com- 
yany. These are all affiliated companies. We are all in New England. 

Ve are 1 of the last markets to be attached by the interstate pipeline 
companies because we are at a very great distance from the oil pro- 
ducing States and our rates, as we take them from the pipeline com- 
pany, are correspondingly high. 

We are served by Tennessee Gas Transmission Co. which originally 
‘ame into New England through its subsidiary Northeastern Gas 
Transmission Co., and Annes Gas Transmission Co, which 1s 
physically a continuation of the Texas Eastern Tennessee system. 
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At the time gas was contemplated in Massachusetts both by us and 
the pipeline companies, a very essential part of our calculation was our 
ability to expand our sales over the strictly domestic pattern of our 
sales part of that time. If it were not possible to attach space heating 
customers and corresponding summer sales of industrial gas on an 
interruptible basis, the volumes would probably not have justified 
the extension of the pipeline companies to New England with a very 
great cost involved, and a very great cost which our companies and 
our consumers have been put to to convert to natural gas. 

Since our original pricing and look at the feasibility of the exten- 
sion to New England prices have increased to us of roughly 23 
percent. Not all of that has been due to increases of producer’s prices. 
A quite considerable portion of that was increased construction costs 
over the original estimate. 

Mr. Harris. Do you have any way of dividing the increased cost? 
How much has it been due to increased cost of gas and how much due 
to construction ¢ 

Mr. Auuen. I could not do it accurately. 

Mr. Harris. Approximately. 

Mr. ALLEN. I think very approximately it might be 50-50. It takes 
an analysis of the Tennessee and northern situation in more detail 
than I have at the moment. The most recent increase that we have 
received from Tennessee Gas Trasmission Co., is a very critical in- 
crease and I think really the significance of my testimony here is 
that I represent companies which are on the feather edge of com- 
petition with other fuels. 

Like Lake Shore Gas Co., we have had the experience of having 
sales virtually arranged for about a billion cubic feet of interruptible 
gas, which is the complement of your winter heating gas, to find that 
the most recent increase of a very modest amount of 2.15 cents, which 
is Tennssee’s increase as a result of the November increases in pro- 
dueer prices, has priced that gas out of the market. We have vir- 
tually, in the terms of the other companies you have heard today, no 
industrial gas and we just simply can’t sell interruptible gas at this 
price. This gives us a very clear look at the future. We look at the 
Bill Jones situation just as Mr. Willis does. If we can’t sell inter- 
ruptible gas to take the valley gas from our space heating gas we 
cannot. very well afford to expand our space heating customers for 
winter service, and we are going to therefore revert back to what 
we were before: strictly a service to domestic customers. 

If we do that the investment charges which both we and the trans- 
inission companies have made, will have to be borne by those very few 
customers. They are for a reasonable period tied to gas because they 
have installed the gas-burning equipment. In the long run, how- 
ever, I think we are another transit company situation unless we 
can make this expansion. 

The problem of increasing prices puts us face to face with the 
problem of whether our selling is good enough to overcome this very 
great handicap. 

I would like to turn to commenting on the pending bills and I 
would like to say very sincerely that we approached Mr. Harris’ and 
Mr. Hinshaw’s bill with very great hopes. We feel as a matter of 
philosophy and economics that we don’t want to see any more regu- 
lation than we can help. We feel that there are very serious prob- 
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lems and we don’t think that they are surmounted by the bills as they 
stand. Let me come to the Harris bills after two preliminary 
comments. > 

There have been other suggestions which have been discarded, I 
think. The first suggestion is that we rely totally on competitive 
forces. That is the way to treat commoduiities. I think all of us 
are sympathetic with that. That is the way we have been brought 
up. I think competition, if you analyze it, works at two levels. The 
first level is in the field and the much more potent level at which it 
works is in the ultimate market place. Competition in the field, 
taking it in that sense, means competition between producers to sell 
their gas. It has been no problem in recent years. As we all know, 
it has been a seller’s market there. 

That is not the essential kind of competition which ultimately 
puts price on a commodity. The essential kind of competition that 
puts a price on the commodity in the sense we know it in the wheat 
or any commodity market is the coming together of purchasers who 
will pay up to a certain price and sellers who will sell down to a 
certain price. Ultimately you come to a commodity price in the 
market. That is what we normally mean by a fair market price. 

I think in the long run that competition in the ultimate market 
place with other fuels, coal and oil, will set a commodity price for 
gas. The thing that we fear, however, is that the telegraph system 
does not work very well. We are face to face with very serious com- 
petition which may cripple us. It is going to be a long time before 
that news goes back to the other line and when it does the individual 
producers are very inclined, I am sure, to say, “We have 20-year 
contracts. Let us run them out at least.” The individual producer 
is, I am sure, going to insist on the contract provisions if they should 
stand, that not only should he have his 20-year contract but he should 
have his escalation clauses. 

There comes a breaking point to be sure, but the breaking point 
does not come soon enough to save us. We will be the casualty of 
competition. We have an obligation which we take seriously in the 
utility industry to continue to:serve our customers. We would hate 
to be a victim of a cycle of competition which might be avoided by 
more intelligent attacks on the problem. We feel that competition 
is not, therefore, the answer. 

There have been suggestions that State regulation is appropriate. 
Again we are in sympathy but I think the plain fact of the matter 
is that you cannot have effective State regulation of the price of a 
commodity if one end of the market is in the Southwestern States 
and the other end of the market is in New England. It simply does 
not work because neither Commission has jurisdiction. 

Monday’s decision, as far as I underseand it, puts further doubt 
on the right of the selling States or the producing States to regulate 
price. In any event it is not a workable system. You need some 
one person or some one regulatory body that has jurisdiction over 
the both ends of the transaction. That necessarily is the Federal 
Government. 

Indeed, to answer Mr. Rogers, that is why there is a Congress and 
why there is a committee on Interstate Commerce. It is to take care of 
matters of interstate commerce. 
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We have turned very hopefully to Mr. Harris’ solution as a means 
of indirect regulation of producer prices through the persons who are 
already regulated, the interstate pipeline companies. We feel, as I am 
sure you know, along with all other distributors, that effective regula- 
tion must take account of existing contracts as well as future contracts 
because as has been many times stated for the next 10 or 15 years that 
is where our gas supply is determined. 

We feel that the possibility of successful regulation indirectly 
through the pipeline companies is very slim. The pattern has been 
so firmly established that it seems unlikely that it can be broken. 
The Federal Power Commission shall regulate the pipeline companies 
on a cost-of-service basis. This is the approach to regulation which 
has long been felt gives the consumer the best break. He pays for the 
actual cost of the investment and a fair return; that is all. 

If we say that existing contracts shall be regulated but no more 
than a fair field price shall be paid, you put in the hands of the Fed- 
eral Power Commission the right, of course, to determine what is the 
top limit of a fair field price. If the pipeline company is not going 
to be allowed all of its costs and we put a parenthesis there, because 
the pipeline company has made a contract with escalation clauses in 
it which are valid as far as State law is concerned, he must under his 
contract pay the escalated prices; he cannot recover it under the theory 
of regulation which is pretty standard and adopted by the Federal 
Power Commission, You, in the pending bills, would say that is too 
bad, you may not recover that; and that is the price of being in this 
field, Mr. Pipeline. 

| think the pipeline companies fear very, very seriously and quite 
realistically that if they are unable to recoup a very important part 
of their costs, they will be priced out of the market and with them, of 
course, the movement of gas will either cease or break down pretty 
badly. 

The Federal Power Commission in administering these bills would 
he under very serious pressure to say “Yes, we will only allow the fair 
field price of gas because that is what the Congress told us we could 
allow, but now you are going to have to pick up the breakage on the 
contracts where by State law you must pay more and you therefore 
have a much more risky business. We will have to give you not a 6- 
percent return but a 7-percent return.” 

I don’t think there is much escape from that. I think, therefore, 
that this means of indirect regulation, while it is awfully close to the 
problem, is unadmirable. I think there are means of approaching this 
problem which would not endanger the producers and do not—we are 
as interested as you in the continuation of our supply on a proper 
basis. Plainly we are not going to regulate the producers and their 
prices on an original cost basis, as is the general utility pattern. As 
has been pointed out this is a business affected with the public interest, 
not a public utility in the strict sense. It would be very shortsighted 
of us to insist that the producer’s return be fixed at 6 percent on the 
investment in the drilling in the field. There should be a commodity 
price fixed and the commodity price fixed should be that which would 
be produced by competition between the producers in the field and 
other fuels in the market if we could have the perfect competition 
that such a market presupposes. 
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I think the essential thing to write into the standard of the legisla- 
tion should you go to this, is this very concept of a commodity price. 
You should emphasize that you do not intend traditional utility rate 
regulation. You do intend commodity rate regulation. That regula- 
tion to the extent that it is necessary is simply a means of accelerating 
the telegraph down the pipeline to the field. 

There are various w ays of approaching that. We in common with 
all the other distributors feel that the out-of-hand escalation clauses 
are the big problem which plagues us now, and, if continued, will 
plague us in the indefinite future. There must be some control there, 

Mr. Robinson has suggested that if the producers wiil give up those 
escalation clauses the distributing companies would be happy to take 
their chances on competitive forces as they remain. The problem, as 
Mr. Harris has pointed out, is how you do justice if you eliminate a 
part of a contract and not all. I think the proper way of answering 
that question is to provide the absolute minimum regulation by the 

Federal Power Commission that the situation seems to demand. It 
does not demand the regulation you give the interstate pipeline 
companies. 

I think it is perfectly feasible to produce legislation which will 
give a very different type of regulation but one which will establish 
a commodity price which will not overburden the Federal Power Com- 
mission, either by letting the Federal Power Commission exempt 
smaller producers or, as Mr. Heselton suggests, doing it yourself. | 
think it might be more flexibly administered and better for everybody 
if it were put in the hands of the regulatory body. 

I think the mechanics of operation as they now exist for pipeline 
companies could be greatly simplified. You don’t need to certificate 
particular facilities. All you need is to know who is selling gas in 
interstate commerce and that is a simple registration proc edure. 

I don’t think you need, and the Federal Power Commission is not 
requiring elaborate uniform system of accounting. I assume most 
producers keep their accounts in a pretty standard way, and the audi- 
tors look at them. Any standard method of accounting should be 
sufficient for this purpose. 

Finally, I think the problem is either to exempt producers who give 
up the out-of-hand escalation clauses as Mr. Robinson suggests, and in 
a more elaborate form Mr. LeBoeuf has suggested, and we are in hearty 
agreement with those positions, or if you want a different approach 
to provide a means for the Federal Power Commission at the behest 
of either the independent producer or the pipeline company or the 
affected distribution companies to take a look, not at an individual 
contract, but field by field, and say we have considered all factors 
including the competitive prices which ultimately set the commodity 
value of this gas and we have concluded that the bogey for this field is 
such-and-such fair field price. 

On that basis you may permit increases to that as the contracts 
demand or as equity demands. You may permit increases above that 
only upon a showing of a very special circumstance of a hardship case 
in the matter of producers. 

That system I have spelled out in very brief and rough form and 
I have not attempted to draft it. I know it is draftable. I think it 
isasolution. I admit it is a very tough regulatory problem but there 
is no escape from that in this field. 
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The CuatrMan. Mr. Allen, let me congratulate you very sincerely 
on a very well reasoned statement. I think you have certainly given 
a great deal of study to this question and I believe you can be of : a lot 
of help to this committee in its further consideration. I would wel- 
come from you any suggestions from the standpoint of drafting lan- 
cuage because I think, as one member of the ¢ ommittee, that you have 
presented a very well reasoned statement in the approach to this 
subject. 

Mr. Auten. Thank you, sir. I would be happy to be of any help 
that I can. 

The CuarrMAn. Are there any other questions? 

Mr. Harris. No, but I think it is a very fine statement and I think 
you have approached it from a very reasonable manner. 

* The CuarrMan. We certainly thank you for your statement. I am 
sorry that we had to keep you waiting so long and all the other 
witnesses. 

The committee will stand adjourned until 10 o’clock Monday 
morning. 

(Whereupon, at 5 p. m., the hearing was recessed to reconvene at 10 
a m., Monday, April 18, 1955.) 








NATURAL GAS ACT 
(Exemption of Producers) 


MONDAY, APRIL 18, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. J. Perey Priest (chairman) 
presiding. 

Mr. Harris. The committee will come to order. 

The committee has met this morning to continue hearings on 
H. R. 4560 and H. R. 4675 and related bills to amend the Natural 
Gas Act. 

We are glad to have as our first witness this morning Mr. Patrick 
L. Farnand, on behalf of the Minneapolis Gas Co., Minneapolis, Minn. 

Our esteemed colleague, Mr. O’Hara, hails from the State of Min- 
neapolis and I would like to recognize Mr. O’Hara, because I know 
he is interested in the welfare of the country, but particularly in those 
matters affecting his own State. 

Mr. O’Hara. Mr. Chairman, I thank you for the courtesy. 

Mr. Farnand is an old personal friend of mine and has been for 
perhaps 35 years or more. 

He is a distinguished lawyer in my own State and a former State 
Senator. His company does not serve any of the people in my 
constituency that I know of, but I do know that Mr. Farnand will 
give us a most interesting statement. I have no knowledge of what 
the statement contains, but I know it is well prepared and will be 
interesting, and I know that Mr. Farnand has the reputation and 
the ability to express whatever his views may be very clearly, and it 
is a pleasure to have him here before us this morning. 


STATEMENT OF P. L. FARNAND, APPEARING ON BEHALF OF 
MINNEAPOLIS GAS CO., OF MINNEAPOLIS, MINN. 


Mr. Farnanp. Thank you, Mr. O’Hara, and thank you, Mr. chair- 
man and gentlemen of the committee. 

Mr. Harris. Before you start, Mr. Farnand, you may have your 
entire statement together with the exhibits which I believe you have 
attached to your statement included in the record and then summarize 
if you wish. 

Mr. Farnanp. That is what I had in mind. 

Mr. Harris. Then, your entire statement, together with the exhibits 
ae you have attached to your statement will be included in the 
record, 
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Mr. Farnanp. Thank you, Mr. Chairman. 
(The statement and exhibits referred to above are as follows:) 


STATEMENT OF Mr. P. L. FARNAND ON BEHALF OF MINNEAPOLIS GAS Co, 


Mr. name is P. L. Farnand. I am an attorney for the Minneapolis Gas Co., of 
Minneapolis, Minn., and I speak here today on behalf of that company and its 
187,000 customers. Of this number, 176,000 are residential customers and 142,000 
are heating customers. In 1954 our company distributed and sold 51,753,158 
M ¢. f. of natural gas in the area served by it comprising the city of Minneapolis 
and environs. This company purchases all of the natural gas it sells from North- 
ern Natural Gas Co. Northern purchases gas in Kansas, Texas, Oklahoma, and 
New Mexico. 

May I say at the outset that we do not appear here in the role of an opponent to 
any particular segment of the natural-gas industry but rather to speak primarily 
for those persons who have neither the time nor the money to appear here and 
make known their wishes—the ultimate consumers of natural gas. 

We very definitely are convinced that the Harris bill or similar legislation de- 
signed to remove from the Federal Power Commission its jurisdiction to regulate 
the field price of natural gas will ultimately adversely affect not only the ultimate 
consumers but also the local distributing companies, the interstate pipeline com- 
panies, and the producers and gathers as well. 

It seems to us a fundamental proposition that unless each group within the 
natural-gas industry is regulated, regulation of other groups will be made consid- 
erably ineffective. We are convinced that the price of natural gas in the field, 
unless it is regulated, will continue to increase and that this will result in natural 
gas at the local level being placed in a noncompetitive position. It is our feeling 
that this result is no more to be desired by the producers than by the pipeline com- 
panies, the distribution companies, and the ultimate consumer. Therefore, we do 
not appear as partisans in the ordinary sense of the word and hope that our call- 
ing your attention to certain factual data will be helpful to the members of the 
committee in resolving the problem presented. 


INTENT OF CONGRESS 


There has been considerable discussion regarding the claim that it was the 
intent of Congress that when the Natural Gas Act was passed in 1938 it was 
not intended to regulate the sale price of gas produced in the field and moving in 
interstate commerce. One of the bases for this argument is an early decision 
of the Federal Power Commission in 1940, Columbian Fuel Corporation (2 F. P. C. 
200), which ruled by a majority vote that the Federal Power Commission did 
not have authority to regulate the sale price of gas produced for interstate 
commerce. Of course, that case was not appealed to the Supreme Court and 
it now is settled that that decision, as was the Commission’s decision in the 
Phillips case, was erroneous. 

The fact that the Commission, shortly after the passage of the Natural Gas 
Act and subsequently in the Phillips case, held that it did not have jurisdiction 
to regulate sales for produced gas moving in interstate commerce does not of 
itself conclude that it was the intent of Congress when the law was first passed 
that such gas sales should not be regulated by the Commission. As a matter of 
fact, a close analysis of the entire bill and of the legislative history can produce 
substantial arguments to sustain the conclusion that it was the intent of Congress 
when the bill was passed to authorize the Commission to regulate the sale price 
of such produced gas. 

Prior to the passage of the Natural Gas Act, the Supreme Court of the United 
States had ruled that the State of Texas, where the gas is produced, and the 
State of Minnesota, where the gas is sold for resale, could not regulate the price 
for which the gas is sold by the producer in Texas or for which the gas is sold 
by the transporter in Minnesota. Those were activities in interstate commerce 
and were subject to the exclusive jurisdiction of the Congress of the United 
States. Prior to the passage of that act, then, there was a field in which every 
State was powerless to enact legislation to protect the ultimate consumer from 
exploitation. 

Under these circumstances the Congress passed the Natural Gas Act and this 
very committee, in its report to the House on said act (H. Rept. No. 709, 
75th Cong., Ist sess., 2), said that the basic purpose of Congress in passing 
that act was “to occupy this field in which the Supreme Court has held that 
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the States may not act.” Now, having the basic purpose of the act in mind, let 
use analyze the act’s language granting to the Commission the authority to regu- 
late sales. The Congress said in section 1 (b): 

“The provisions of this act shall apply to the transportation of natural gas in 
interstate commerce, to the sale in interstate commerce of natural gas for re- 
sale * * * but shall not apply to the local distribution of natural gas or other 
facilities used for such distribution or other production or gathering of such 
patural gas.” 

Now, since the basic purpose of the act was to confer upon the Commission the 
authority to regulate the sale in interstate commerce of natural gas for resale, 
and since that was the generic, basic, and primary grant of jurisdiction, we must 
assume that the Members of Congress who agreed to this language knew that the 
fundamental law of statutory regulation was that an exception to the primary 
grant of jurisdiction is one that is to be strictly construed. Hence, when the 
Congress said to the Commission, “You have the right to regulate the price of 
the sale in interstate commerce of natural gas for resale,” then the fact that 
thereafter in the same section the Congress said “the act shall not apply to pro- 
duction and gathering,” it must perforce be concluded that the Congress meant 
simply to preserve in the States the power of regulation in areas where the 
States are constitutionally competent to act. Nowhere has anyone claimed, and 
the proponents of this bill do not claim now, that the States where gas is pro- 
duced have not, by a series of enactments, made elaborate provisions regulating 
the production of natural gas and have established various rules and regulations 
relating to the production and gathering processes. When the Congress of the 
United States said that this act shall govern all sales made in interstate com- 
merce but shall not apply to production and gathering it is logical to conclude 
that it had in mind those processes and those regulatory enactments relating 
to the production and gathering of gas which the States have always been free 
to exercise. 

No one denies, nor can it be denied, that the sales made in the field which 

enter interstate pipelines are sales in interstate commerce. As a matter of 
fact, the Phillips Petroleum Co. admitted in the Supreme Court that the sales 
which they made and which were involved in that case were, in fact, sales 
in interstate commerce of natural gas for resale. The language of section 1 (b) 
does not distinguish between sales for interstate Commerce made in the field 
and sales for interstate commerce made at the city gate. Since these sales are 
in interstate commerce, it is difficult to perceive how the Congress could have 
intended to exempt these sales from the regulation of the Federal Power Com- 
mission by specifically stating that the. provisions of the act applied to all 
natural-gas companies engaged in such transportation or sale. If the Congress 
desired to withhold jurisdiction over the sales made by producers, it could 
have done so by stating that the act applies to natural-gas companies engaged 
in such transportation and sale. As a matter of fact, just such wording was 
suggested to the House committee on the hearings on H. R. 4008, 75th Congress, 
Ist session, 146-147, by the chairman of the State of New York Department of 
Public Service, Public Service Commission, and the committee of the House 
rejected that language and said specifically that the act shall apply to all 
natural-gas companies engaged in the transportation or sale of natural gas in 
interstate commerce. The House committee report (H. R. Rept. No. 709, 75th 
Cong., Ist sess., 1-2; S. Rept. 1162, 75th Cong., 1st sess., 1-2) refers to the fact 
that the States have for many years regulated sales of natural gas in intrastate 
transactions. It also points out that the States have been able to regulate sales 
to consumers even though such sales are in interstate commerce, such sales 
being considered local in character, and, in the absence of congressional prohibi- 
tion, subject to State regulation. The committee report then said: 
“There is no intention in enacting the present legislation to disturb the States 
in exercise of such jurisdiction. However, in the case of sales for resale or 
so-called wholesale sales in interstate commerce (for example, sales by pro 
ducing companies to distributing companies) the legal situation is different. 
Such transactions have been considered to be not local in character and even 
in the absence of congressional action not subject to State regulation (Missouri 
v. Kanwas (44 Sup. Ct. 544), and Public Utilities v. Attleboro (47 Sup Ct. 294) ). 
The basic purpose of the present legislation is to occupy this field in which the 
Supreme Court has held that the States may not act.” 

A further, and we believe a conclusive, argument to the effect that the Congress 
(lid not intend to limit the Commission’s power to regulate the sales at the end of 
the transportation only is found in further language from the committee report. 
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The House report on the bill was adopted and reprinted in the Senate. The 
House report is No. 709, 75th Congress, Ist session. The Senate report is No. 
1162, 75th Congress, 1st session. The report quotes the exemptive clause of see- 
tion 1 (b) which is “but shall not apply to any other transportation or sale of 
natural gas or to the local distribution of natural gas or to the facilities used for 
such distribution or to the production or gathering of natural gas.” 

After quoting this exemptive clause in section 1 (b), the House report states 
that: 

“The quoted words are not actually necessary, as the matters specified therein 
could not be fairly said to be covered by the language affirmatively stating the 
jurisdiction of the Commission, but similar language was in previous bills, and 
rather than invite the contention, however unfounded, that the elimination of the 
negative language would broaden the scope of the act, the committee has included 
it in this bill.” 

FAIR FIELD PRICE 


Section 2 (¢c) of the Harris bill proposes that interstate pipelines which pro- 
duce natural gas shall be allowed a fair field price of such produced gas. The 
Commission has already by its decisions made effective this proposal, the first 
being in the case of the Panhandle Eastern Pipeline Co., which decision was 
issued on April 15, 1954. The Commission in this case departed from the long- 
time practice that it adhered to prior to that date in allowing the pipeline com- 
pany cost plus a fair return on their produced gas. 

We do not believe that the Congress should fix such a method in this legisla- 
tion. There is no doubt that this method results in higher costs of gas to the 
ultimate consumer. 

The question to be determined here is whether the Congress should in the 
public interest fix a formula for the pricing of gas produced by transmission com- 
panies which has the effect of ordering the Federal Power Commission to increase 
the rates to the ultimate consumer. We do not think that that is sound legisla- 
tion, considering the basic purpose of the Natural Gas Act. 

We are familiar with this problem on the pipeline of Northern Natural Gas Co. 
An analysis of its results is contained in a dissenting opinion in Docket G-2085 
in the matter of Northern Natural Gas Co. before the Federal Power Com- 
mission. 

On the system of Northern Natural Gas Co. the Commission has not in any 
proceeding allowed Northen the fair field price in the manner provided in the 
Panhandle Eastern case. Northern is requesting such treatment in its latest 
rate filing, its fifth rate increase, 

An analysis of the facts with reference to Northern Natural’s own produced 
gas demonstrates the inequity, from the viewpoint of the ultimate consumer, of 
the proposed legislation. From the commencement of Northern’s operations in 
1930 until the end of 1951 there was acquired approximately 649,000 acres of 
leasehold by Northern Natural Gas Co. The great bulk of the acreage was 
acquired afer the Natural Gas Act was passed and the Commission’s rate policies 
became known, which, prior to 1954, allowed the transmission companies the cost 
of produced gas plus a fair return. As of the end of 1951, 229,000 acres were 
abandoned, sold or exchanged, leaving approximately 420,000 acres in Northern's 
ownership. Of such remaining acreage at that time, producing wells owned in 
the Panhandle, Hugoton, and Otis fields accounted for 156,925 acres at an invest- 
ment cost of $614,298. Nonproducing undrilled leaseholds, 263,229 acres at an 
investment cost of $582,952, account for the balance of the approximately 420,000 
acres owned as of December 31, 1951. 

From the inception of its operation down to July 1, 1952, Northern has written 
off the acquisition costs of abandoned leases, amounting to $756,883. From its 
inception to July 1, 1952, Northern, in addition to the investment cost set forth 
above, has expended $1,491,395 for delay rentals, $385,388 for nonproductive well 
drilling and $8,058 for other exploration costs. In addition, further sums of 
substantial amounts have been expended in connection with the acquisition and 
pwning of leaseholds for such items as taxes on leaseholds, geological, engineering 
and administrative expenses. 

The important fact is now about to be asserted. All of such costs incurred in 
the exploration and development of its gas reserves have been recovered by 
Northern during the years by the rates allowed by the Federal Power Commission. 
That is, they have been paid in their entirety by the ultimate consumer. During 
these years the Commission included all of Northern’s investment in leaseholds 
in the rate base, including its investment in unproven and wildcat acreage, thereby 
permitting Northern to earn a return on that investment. 
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This means, reduced to simplest terms, that for more than 20 years the ultimate 
consumers on Northern's system have underwritten and paid for in rates the 
entire cost of acquiring and developing Northern’s gas reserves. Having paid 
for such cost and development, the theory is that those consumers should now 
be made to pay the commodity value of such gas in the fields, amounting to $60 
million over cost, so that the stockholders of Northern may recoup the added 
values for their benefit. It is difficult to perceive how such proposal is equitable. 

As a matter of fact, in an early Panhandle Eastern Pipeline case (3 F. P. C. 273, 
284, Sept. 23, 1942), the Commission dealt with the same problem in that Pan- 
handle claimed an allowance in its rate base of $1.5 million as the value of the 
gas purchase contracts. This was in excess of the contract prices of such gas. 
The Commission said : 

“It would be a travesty on regulation to permit fictitious amounts of this 
character to inflate the rate base.” 

On the basis of the foregoing facts, we respectfully submit that the Congress 
should not adopt section 2 (c) of the Harris bill. 

One of the main arguments relied upon by the natural-gas transmission lines 
for the allowance of a fair field price is that it is in the interest of the pipelines 
and of the public served by them that they be able to produce themselves a sub- 
stantial portion of the natural gas which they transport and sell. In this con- 
nection, in Northern Natural’s rate case for the calendar year 1954 it was allowed 
somewhat in excess of $1 million for exploration and development costs. In their 
annual report for 1954 it is shown that Northern Natural Gas Co., through a 
wholly owned subsidiary, Northern Natural Gas Producing Co., was engaged in 
the drilling of wells in Montana and Canada. While it is true that Northern 
proposes to bring in gas from Canada to serve its present market area, it has 
never indicated that it intends to bring in gas from Montana to its present 
market area. 

Is it fair to charge the customers in Minnesota, lowa, and Nebraska explora- 
tion and development costs to develop wells in Montana which will undoubtedly 
be used to serve customers in that area? These facts, together with the figures 
showing Northern’s rate increases, demonstrate that actually, at least up to 
now, the only results insofar as the public served by Northern is concerned, is 
to increase the cost of natural gas to the ultimate consumers at their burner 
tips. 

EFFECT OF RISING FIELD PRICES ON ULTIMATE CONSUMER 


An effort has been made to minimize the effect of rising field prices on the ul- 
timate consumer of natural gas. It is asserted that 90 percent of the price of 
uatural gas to the consumer represents the cost of delivering the gas from source 
of supply to the burner tip. We will not attempt to dispute that statement and 
vill accept it as true for the purposes of this discussion. 

First, we should reemphasize the statements already made showing the terrific 
percentage increase in the field price of gas. Tables 1 and 2 of the statement 
submitted by the Consolidated Natural Gas Co. show that the average field price 
of gas in the 4 main producing States has increased from 100, using the 1947-49 
veriod as the base, to 206.9 in 1954. This compares with an increase in the living 
costs from a base of 100 to 114.8. 

In addition, the Staff of the Federal Power Commission completed a study in- 
volving 20 pipeline companies which purchased gas in the southwestern fields, 
and excluding the Appalachian companies, which buy substantial quantities from 
other companies. These 20 companies in 1952 accounted for 77.9 percent for 
all sales to other gas utilities made by natural gas companies reporting to the 
Federal Power Commission. The data compiled by the Staff were reduced to 
an M ¢c. f. basis, and on this basis average purchased gas costs and average whole- 
sale revenues of the companies were determined for each of the calendar years 
1X48 through 1953. The figures on table I, attached hereto, detail these results. 
Taking the period as a whole, the figures indicate that despite the operation of 
the “regulatory lag” during the first 2 years, for the entire 5-year period, in- 
‘reased payments per M c. f. for purchased gas have absorbed 84 percent of the 
increased revenues per M e¢. f. from sales for resale. This means that the 20 
pipeline companies which were required to increase their wholesale revenues 
Irom distributing companies, by the average price of 5.41 cents per M ec. f from 
1948 through 1953, had to use 4,52 cents per M ec. f out of that increase to pay for 
the increased cost of gas purchased in the field. The balance of 0.89 cent per 
Mc. f. (9/10 of 1 cent) was all that was required to pay for all other operating 
Costs, taxes, interest and a return. In the face of these facts, it is childlike to 
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attempt to minimize the effect of the cost of purchased gas upon the ultimate 
consumer. 

With reference to the system which serves the upper Midwest, Northern 
Natural Gas Co., we have prepared a chart which is attached hereto and marked 
table No. II. The figures from this chart were obtained from exhibit 10s, 
sheet 2, and exhibit 109 in a proceeding before the Federal Power Commission 
in the matter of Northern Natural Gas Company (Docket G-—2217). This chart 
compares the production costs, of which 80 to 90 percent comprise cost 
of purchased gas, with all other expenses between the years 1947 and 1954 on a 
cents per M ec. f. basis. In 1947 the production costs amounted to 3.35 cents 
per Mc. f. They increased to 13.12 cents per M c. f. in 1954 or an increase of 291.6 
percent. All other costs, which include taxes, interest, and return, were 15,07 
cents per M ec. f. in 1947 and increased to 17.65 cents per M ec. f. in 1954, or an 
increase of 17.2 percent. The total unit expense increased from 18.42 cents in 
1947 to 30.77 cents in 1954, an increase of 12.35 cents per M ec. f., of which 9,77 
cents per M ec. f. constituted production expense. The records in the Federal 
Power Commission disclose that from 1950 through 1954 Northern Natural Gas 
Co. filed 5 separate rate increases for its city gate charges. 

The necessity for these rate increases as filed by Northern arises primarily 
from the cost of purchased gas as the figures on table II disclose. Further proof 
of this conclusion is shown on table III attached hereto. Whereas in 147 
out of every dollar collected from its customers Northern paid 18 cents for pur- 
chased gas, in 1954 it paid 32 cents out of every dollar for purchased gas. 

What has been the effect on the ultimate consumer in the communities served 
by Northern, 

We have prepared some figures from the books of the Minneapolis Gas Co. 
to show the operating results insofar as the cost of purchased gas is concerned. 
They are contained on tables IV and V which are attached hereto. The figures 
shown on Table IV demonstrate that in 1948, being the first year that Min- 
neapolis Gas Co. distributed straight natural gas to its customers, out of every 
dollar collected from the ultimate consumer, this company paid 33.56 cents for 
gas purchased at the city gate from Northern Natural Gas Co.; but in 1955, 
out of every dollar collected from the ultimate consumer, the company paid 52.17 
cents to Northern Natural Gas Co. In other words, in 1948, out of 67 cents left 
out of each dollar collected from the ultimate consumer, the company paid all 
of its other operating expenses, taxes, interest, and earned its return; but in 
1955, out of 48 cents left out of every dollar collected from the consumer, it 
paid all other operating costs, taxes, interest, and return. In other words, in 
the space of these 8 years the unit out of every dollar of revenue required to 
pay for purchased gas has increased by 18.61 cents and on a percentage basis 
by 55.45 percent. 

There is also contained on table IV similar figures showing the next largest 
operating costs, to wit, labor operating cost. In this ease, the amount required 
to pay this operating cost has been reduced from 1948 through 1954 by 9.36 
cents and by 33.35 percent on a percentage basis. 

The figures shown on table V show the average cost to the Minneapolis Gas 
Company of purchased gas from 1948 through 1955. This chart shows an 
increase of 99.26 percent in per M ec. f. cost of purchased gas at the city gate of 
Minneapolis from 1948 through 1955. These figures tell the story of the ever- 
increasing cost of purchased gas. They show the fundamental reason for the 
increase in the price at the city gate. 

We proceed now to show the effect of the increase in the cost of purchased gas 
on the ultimate consumer served by our company. We have prepared figures as 
shown on table VI attached hereto. These figures show that the lowest cost per 
thousand cubic feet for residential gas was in 1951, when the cost was 69.39 cents. 
That cost has increased to an estimated 92.13 cents for 1955, or an increase of 
22.74 cents per thousand cubic feet over 1951. 

Table VII compares the increased cost per thousand cubic feet of residential 
gas and total gas in Minneapolis with the increased cost of purchased gas per 
thousand cubic feet. The table starts with the year 1949 because this was the 
lowest cost per thousand cubic feet of purchased gas to this company. It will 
be noted that whereas the cost of purchased gas increased 19.76 cents on the 
average from 1949 through 1955, the total cost to the customers of the compaly 
increased 20.37 cents from 1949 through 1955. This demonstrates that the 
average cost to the customers, over the average cost of the purchased gas increase, 
was increased in this period only .61 cent. In other words, for approximately 
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six-tenths of 1 cent per thousand cubic feet on the average this company has 
peen able to absorb over and above the increased cost of purchased gas all of the 
other costs of doing business, including the earning of a fair return. 

The above figures show that beginning with 1949, which was the year when cost 
of purchased gas reached its lowest average, through 1955 the cost per thousand 
cubic feet has increased 19.76 cents. On the other hand, beginning in 1949 and 
continuing through 1955, the second column shows that the average cost of gas 
to the residential consumer in Minneapolis has increased only 15.52 cents per 
thousand cubic feet. This means that the real increase to the residential con- 
sumer Was caused solely by the increase in the cost of purchased gas. 

The question that these consumers want to have answered is, how far is the 
field price going to go? They call upon you to exercise your good judgment in 
seeing to it that the prices of produced gas, like that being transported and dis- 
tributed, be regulated on a reasonable basis. 


NECESSITY FOR REGULATION OF PRICE OF PRODUCED GAS 


The evidence before this committee demonstrates very substantial increases in 
the price of produced gas in the field moving in interstate commerce over the past 
several years. It further shows that such increases have been the basic, primary 
cause for the increase in the costs to the ultimate consumer. 

This committee must answer the question whether or not it is within the scope 
of the basic purpose of the Natural Gas Act, with full knowledge that the trans- 
mission companies are regulated and can only charge a reasonable price, and 
with full knowledge that the distribution companies are regulated and can only 
charge a reasonable price, to permit the producers to remain completely and 
wholly unregulated and charge whatever price the traffic will bear. If the pro- 
ducer remains completely and wholly regulated, and he can’t be so regulated as to 
price if the Congress now so declares, it means that the entire balance of the 
natural-gas industry and the ultimate consumer are left completely at the 
producer’s whim as to the price to be paid. 

What the distributing companies and their ultimate consumers want to know 
is when the price of produced gas in the field is going to stop. If it does not stop, 
then there is only one answer, and that is many transmission companies and 
distribution companies will be sorely pressed for survival. Would such result 
be in the public interest? ‘Would such result be in the interest of the producers 
themselves? 

The argument is made that the price of no other produced commodity such as 
iron, coal, copper, zine, etc., is regulated. The simple answer to that assertion 
is the congressional declaration itself in passing the Natural Gas Act when the 
Congress said that the business of transporting and selling natural gas is affected 
with a publie interest and that regulation thereof in interstate commerce is nec- 
essary in the public interest. The Congress has made no such similar finding 
with reference to the production of ore, or oil, or copper, or tin, or any other 
produced commodity. ., 

It is illogical to conceive a continuation of a very important segment of an 
industry, which the Congress declares ought to be regulated, to be allowed to 
remain unregulated. 

The necessity for regulation of the producer is clearly found in the physical 
facts with reference to the production, the transportation and the distribution 
of this commodity, natural gas. The ultimate consumer, the average home- 
owner in the city where natural gas is distributed who uses gas for heating his 
home, is attached to the system that commences in the ground in Kansas or 
Texas. As he looks forward to the next heating season he knows that he must 
accept the price charged to him by the distributing company because he is 
attached to the system. Unlike the person who uses fuel oil to heat his home, 
the natural-gas user cannot go out into the market and seek the lowest-gas price 
from 1 to 2 dozen distributors within the city. This situation in which the 
hatural gas ultimate consumer finds himself is unlike any other situation involv- 
ing the use of a produced commodity. For this reason alone it is contrary to 
commonsense that all other portions of the industry that serve him should be 
Strictly regulated except the people who produce gas in the field. 

Respectfully submitted. 

MINNEAPOLIS Gas Co., 
By P. L. Farnanp, Attorney. 
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TABLE 1.—Comparison of increase in purchased gas cost and revenues from sales 
to other gas utilities for 20° selected natural-gas companies for years 1948-53 


[Cents per thousand cubic feet] 
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5. 55 
6. 72 
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1 These companies are: 


. Cities Service Gas Co. 

. Colorado Interstate Gas Co. 

. Consolidated Gas Utilities Corp. 

. El Paso Natural Gas Co. 

. Interstate Natural Gas Co. 

}. Kansas-Nebraska Natural Gas Co. 
. Michigan-Wisconsin Pipe Line Co 
3. Mississippi River Fuel Corp. 


sale 


age 
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16. 16 
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9. Natural Gas Pipeline Co. of America. 


. Northern Natural Gas Co. 


Increase over prior year 
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Increase over 1948 


Pur- 
chased 
gas cost 


Whole- 
sale 
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(3) of (4) 


sale (6) of (7) 


. Panhandle Eastern Pipe*Line"Co. 

. Southern Natural Gas Co. 
3. Tennessee Gas Transmission Co. 

. Texas Eastern Transmission Corp. 
5. Texas Gas Transmission Corp. 
}. ‘Texas Illinois Natural Gas Pipe Line Co. 

. Transcontinental Gas Pipe Line Corp. 

. Trunkline Gas Co. 

. United Gas Pipe Line Co. 

. West Texas Gas Co. 
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| 


(This chart was prepared by the Staff of the Federal Power Commission.) 
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TABLE 2.—Northern Natural Gas Co., comparison of unit expenses, 1947 and 1954 
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Production 
All other 


Gross plant 
Operating revenue deductions 


1 Increase, 
2 Decrease. 
3 From exhibit 109. 
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TanLe 3.—Figures from annual reports of Northern Natural Gas Co.—Percent 
of cost of purchased gas to total operating revenues 


Gas pur- 

Total chased, 
| operating | —- percent of 
| Yrevenues | 9 | Operating 
revenues 
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leis 





1946 | $19,369,222 | $3, 719,383 19. 
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1951 , 824, 469 12, 291, 661 | 

1952 | 55, 234,122 | 15, 620, 685 | 

1953 scape SS -------+-----| 68,333,122 | 21, 208, 049 
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TABLE 4.—Minneapolis Gas Co. 
PERCENT PURCHASED GAS OF GAS REVENUES 


Percent Increase over 1948 
Cost of gas purchased 
purchased gas of 
revenues! | Amount | Percent 
| 


Gas revenues 





$10, 563,389 | $3, 544, 742 
12, 530,990 | 4, 371, 461 
15, 963, 144 5, 528, 141 
18, 776, 285 7, 942, 985 | 
23, 644,554 | 10,716. 081 | 
26, 725,819 | 11, 058, 008 | 
30, 731.221 | 16, 456, 859 | 
35, 609,298 | 18, 577, 576 | 


| 





1 The figure for each — represents the number of cents out of every dollar collected from its customers 
that Minneapolis Gas Co. paid to Northern Natural Gas Co. for cost of purchased gas. 
? Estimated. 
PERCENT OPERATING LABOR COSTS OF GAS REVENUES 


P Increase over 1948 
Operating 


| Percent 
labor costs 


labor costs 
of revenues 


Gas revenues : 
Amount | Percent 


(2: 19) 
(5. 67) 

(7,08) 

(9. 13) 
(9.33), (33.28) 
(9. 3) (33. 35) 





average cost of purchased gas per thousand 
cubic feet 


Purchased gas Increase over 1948 


Amount 


18, 712,396 | $3, 544, 742 . § lt ito 
24, 307, 736 | , 371, 461 : : (5. 07) 
30, 830, 262 | , 528, 141 : - 01)| (5. 33) 
38, 395, 565 7, 942, 985 : 75 | 9. 24 
41, 444, 233 10, 716, 081 5. 6.92 | 36.54 
45, 513,846 | 11, 058, 008 24. 5. 36 | 28. 30 
50, 906, 386 16, 456, 859 32. ; 3. 39 | 70. 70 
49, 225, 540 18, 577, 576 37.7 . 80 | 99. 26 


1 Estimated. 
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TaBLe 6.—Minneapolis Gas Co., increase in residential gas revenues per thousand 
cubic feet 
l — 
Residential gas revenues Increase over 1951 
liana 
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TABLE 7.—Minneapolis Gas Co., comparison of average cost of purchased gas per 
thousand cubic feet, with average charge for residential gas per thousand cubic 
feet 


| 
Purchased | Gasrevenues,) - . 
gas, average | residential Peeerevenses, 
cost per | average, per | Pia 
thousand thousand | Per thousan 
cubic feet 


cubic feet cubic feet 





1 Estimated, 


Mr. Farnanp. My name is P. L. Farnand, and I am an attorney for 
the Minneapolis Gas Co., Minneapolis, Minn. 

Ours is a local distributing company. We serve customers in the 
city of Minneapolis and in adjoining suburban areas. 

This company has a total of 187,000 customers, and 176,000 are resi- 
dential customers and 142,000 are heating customers. 

Of the heating customers, 136,000 are residential heating customers. 

Our company obtains its entire supply of natural gas from the 
Northern Natural Gas Co., with main offices at Omaha, Nebr. 

Northern Natural Gas is a natural-gas company within the meaning 
and purview of the Natural Gas Act, and the rates which Northern 
charges to our company are subject to regulation by the Federal Power 
Commission. 

Northern Natural Gas Co. obtains its gas in the States of Kansas, 
Texas, Oklahoma, and New Mexico. 

It serves the eastern part of the State of Nebraska, a substantial 
part of the State of Iowa, a smaller portion of southeastern portion 
of the State of South Dakota, and a good share of the area of southern 
Minnesota, up to the Twin Cities of Minnesota—Minneapolis and St. 
Paul. 
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Now, may I first say to this committee, and through this committee 
to the Congress of the United States, that we congratulate the Con- 
gress of the United States for having passed the Natural Gas Act 
of 1938. 

No one can successfully argue that that act and its administration 
by the Federal Power Commission through the years has not been a 
boon not only to the companies regulated, but to the companies like 
ourselves, and to the ultimate consumers, the persons for whom the 
act was originally designed and passed to protect. 

Now, our position here is somewhat different than the position of 
other distributing companies who have appeared as witnesses before 
this committee. 

Our fundamental recommendation and request to the committee is 
that the Natural Gas Act as it has been interpreted by the Supreme 
Court of the United States remain as it is. In other words, we believe 
that the producer should be regulated in the manner now provided by 
the provisions of the Natural Gas Act. 

The production of natural gas is, of course, an integral part of the 
natural-gas industry. 

If the Congress should exempt producers from regulation there can 
be little or no question that the entire regulatory scheme has been 
weakened. As a matter of fact, it would seem to us that regulating 
the transporters of the gas and regulating the distributor of the gas, 
but leaving the producer of the gas unregulated, is, in substance, no 
regulation at all. 

The producer in the field operates where the most important element 
of the regulatory process should assert itself, and that is in the matter 
of price fixing. 

Now, with those general observations, I should like to make a few 
observations with reference to the Harris bill, and particularly sec- 
tion 2 (c) thereof, which, after the amendments proposed by Mr. 
Searls, I think is now referred to as section 2 (d). 

Mr. Harris. Well, I think, in order that the record may be clear on 
it, you had better refer to it as section 2 (c) because it is that way at 
this moment in the bill. 

Mr. Farnanp. Very well, we will refer to that as section 2 (c). 

Now, that section, in effect, would require the Federal Power Com- 
mission, insofar as gas produced by a natural-gas transmission line is 
concerned, to allow that transmission line the reasonable market price 
of the gas so produced. 

It is our view that this portion of the act will not redound to the 
benefit of the ultimate consumer. It means, of course, higher prices. 
The committee should know, and very likely does know, that until 
1954, I believe it was, April 1954, the Federal Power Commission 
had always treated gas produced by a transmission company in the 
same manner as it treated its other properties. It allowed the trans- 
mission company a reasonable return on the investment which it made 
and there was included in the rate base all of the operating expenses 
of the transmission company with reference to produced gas. 

In this respect, I should like to emphasize a few facts with refer- 
ence to Northern Natural Gas Co. From the inception of its opera- 
tions to July 1, 1952, Northern has written off the acquisition cost of 
abandoned leases amounting to $756,883. 
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Now, that was borne by the ultimate consumer on Northern’s 
system. 

From its inception to July 1, 1952, in addition to the investment 
cost, the investment cost, Northern has spent, or did spend, $1,491,000 
for delay rentals; $385,000 for nonproductive well drilling; $8,000 
for other exploration costs. 

In addition, further sums of substantial amounts have been ex- 
pended in connection with the acquisition and occupancy of lease- 
holds for such items as taxes on leaseholds, geological engineering, 
and administrative expenses. 

Now, the important fact is, gentlemen, that all of these costs in 
exploration and development of its gas reserves have been recouped 
and recovered by Northern during the years in rates allowed by the 
Federal Power Commission. That is, all of those costs have in their 
entirety been passed on to and absorbed by, and paid by, the ultimate 
consumer. 

Mr. Dotiiver. Over how long a period of time? 

Mr. Farnanp. From 1930. 

Now, since the ultimate consumer has dug down into his pocket to 
help make these gas reserves valuable, should he not now recoup to 
some exient, at least, the increase in that value for his benefit ? 

Under the method prescribed in section 2 (c) and under the Pan- 
handle decision, where the Federal Power Commission allowed 
weighted average field price for Panhandle’s produced gas, the in- 
creased values redounded to the benefit of the stockholders, who have 
not paid for these explorations and development costs. 

And now, gentlemen, I should like to pass now to the exhibits, 
the tables which are attached to my statement, and I would like to 
ask the committee, if they will be kind enough to do so, to refer to 
table No, 1. 

There has been a great deal of discussion about the question of 
what effect does the rising price of gas in the field have upon the 
ultimate consumer. 

In table I.we have a chart that was prepared by a study made 
by the staff of the Federal Power Commission from the records on 
file with the Commission, involving 20 natural gas pipeline companies 
subject to the jurisdiction of the Commission. 

Now, these 20 companies in the year 1952 accounted for 77.9 percent 
of all sales to other utilities made by natural gas pipeline companies 
reporting to the Federal Power Commission. 

Now, what does the study show? The net result of the study is 
this: If you will look at column 6, you will find that from 1948 
through 1953, the purchased gas cost of these companies increased 4.52 
cents per M c. f. 

Now, in column 7 you will note that the increase in the wholesale 
revenues of these 20 companies; that is, the charges which they make 
at the city gate and collect from the distributing companies, increased 
5.41 cents per M c. f. Now, what does that mean? That means, 
gentlemen, that for less than 1 cent per M c. f., these 20 companies 
absorbed every other cost of their doing business in that period of 
1948 through 1953; 84 percent of this increase in their wholesale 
revenues is attributable to the cost of purchased gas. Less than 1 cent 
is attributable to every other operating expense, including taxes, in- 
terest, and return to the company. 
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Now, it would seem to me, in the face of facts like this, that the 
question of the effect of the increase of gas in the field increase of the 
price of gas in the field, upon the ultimate consumer is definitely 
answered, 

The 20 companies, during 1948 through 1953, were able, gentlemen, 
to absorb all of their other costs on the average here for less than 1 
cent per M c. f., because of the tremendous effect of volume on the 
economy of transporting natural gas. By increasing the volumes, you 
increase the size of the pipe, and by increasing the size of the pipe, you 
lower the unit transmission cost. That is a mathematical and engi- 
neering certainty. 

For example, if you move gas through a 16-inch pipe at 60 percent 
load factor, it will cost 36 cents per Mc. f. If you move gas theoagh 
a 24-inch pipe at a 60-percent load factor, you can move it for 24 
cents per M c. f., a decrease of approximately 33 percent in the unit 
transmission cost, and that is why these companies have been able to 
absorb every other cost of doing business in this period, on the average, 
for less than 1 cent per Mc. f. 

Now, gentlemen, let us turn to table No. 2. That is entitled “Ex- 
hibit 108, sheet 2.” I might explain to the committee that this exhibit 
was prepared for use, and was presented to the Federal Power Com- 
mission in a proceeding entitled “Northern Natural Gas Co. Docket 
2217” and the purpose of the exhibit was to show the basis for the in- 
crease in the cost of doing business of Northern Natural Gas Co. and 
the reasons why those costs rose in the period 1947 through 1954. 

Now, if you will note the first line, “production” costs, 1947, they 
amounted to 3.35 cents per M c. f. 


Mr. Dotutver. To which chart are you referring ? 

Mr. Farnanp. Table No. 2. Now, in 1954, the production costs of 
Northern Natural Gas Co. were 13.12 cents per M c. f., or an increase 
of 9.77 cents per M c. f., and on a percentage basis an increase of 291 
percent. 

Now, I should say to the committee that there is included in pro- 
duction costs some other costs than the cost of ee gas. How- 


ever, the auditor for the Northern Natural Gas Co. advises me that the 
cost of purchased gas comprises about 90 percent of all production 
costs. 

So that you have here a picture of the production costs increasing 
tremendously, particularly in relation to all other costs of Northern 
Natural Gas Co. 

Now, all other costs of Northern Natural Gas Co. from the period 
1947 through 1954, you will note, have increased by only 2.58 cents per 
M c. f., which is shown in column 7. That is only an increase of 17 
percent, compared to production costs of which 90 percent is the cost 
of purchased gas, of increases of 291 percent. 

Mr. Dries. Mr. Chairman, will the gentleman yield right at that 
point, 

Mr. Harris. Mr. Dies. 

Mr. Farnanp. Yes. 

Mr. Drs. What is included in those, all other costs? 

Mr. Farnanp. Everything. 

Mr. Dies. Well, I mean what? 
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Mr. Farnanp. All right. There is the operations of the trans. 
mission line; there is the taxes; there is labor; there is interest ; there 
is maintenance; there is that and a return to the company. 

Mr. Dries. Thank you. 

Mr. Farnanp. Yes, sir. 

Mr. Sprincer. Will you yield at that point? 

Mr. Dies. Yes. 

Mr. Sperincer. Would you repeat that again now? I want to be 
sure I understood you. You are talking about the Northern Gas Co.? 

Mr. Farnanp. The Northern Natural Gas Co. 

Mr. Sprincer. And you say that production costs, that is, the cost 
of the gas to you increased how many percentage points? 

Mr. Farnanp. I have not referred to that table yet, sir. It will be 
shown in a subsequent table. 

Mr. Serincer. What is your 200 percent ? 

Mr. Farnanp. The 291 percent is the increase to Northern Natural 
Gas Co. of its production costs from 1947 through 1954. 

Mr. Dres. Right there. 

Mr. Harris. May the Chair say that he realizes that it is necessary 
to clarify anything this witness might say during the course of his 
discussion, but I think the witness, if he is permitted to pursue his 
statement, would save time and then everyone will have an 
opportunity. 

Mr. Sprincer. My point, Mr. Chairman, is this. I did not under- 
stand what he said and I was listening, and I still am not clear on 
that point. 

I just want to be sure I understand. 

Mr. Harris. I think that is perfectly all right. 

Mr. Farnanp. Let me repeat it. 

Mr. Sprrncer. Will you repeat what you said ? 

Mr. Farnanp. The production cost of Northern Natural Gas 
increased on the M ec. f. basis from 3.35 cents to 13.12 cents per M c. f. 
in 1954 over 1947. 

Now, that is a percentage increase of 291 percent. 

Now, then, all other costs increased by 2.56 cents per M c. f. That 
is a percentage increase of 17 percent. 

There, again, you have the effect of volume on transmission and 
these interstate pipelines. In that period, from 1947 through 1954, 
Northern’s gross plant increased from $85 million to $281 million 
and that is, on 214 cents they were able to pay for the return to that 

lant. 
: Now, gentlemen, I would like to turn to table No. 3. These are 
figures taken from the annual reports of Northern Natural Gas Co. 

Mr. Harris. Before you leave that, for clarification, what do you 
mean by gross plant and figures following that? Is that dollars or 
Mc. f.? 

Mr. Farnanp. Those are dollars, sir. Iam sorry. Yes. That is 
$85,693,000 and $281,316,000, and the operating revenues are $14,137, 
000 and $75,412,000. 

Now, on table No. 3, we have figures from the annual reports of 
Northern Natural Gas Co., showing the total operating revenues from 
1946 through 1954 and the gas purchased cost of Northern Natural 
for the same years. 
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In the third column of that table we have the percent of gas pur- 
chased to operating revenues. In other words, in 1946, out of every 
dollar that Northern collected from its customers, it paid 19 cents for 
the cost of purchased gas. 

Now, look at the way that has increased, gentlemen, through the 
years. We get down to 1954 and we find that the gas purchased cost 
instead of being 19 cents out of every dollar, has risen to 31.9 cents 
out of every dollar. 

This means, of course, that the unit of the dollar, insofar as its unit 
costs are concerned, have been going down, while the unit of the dollar 
insofar as gas purchased is concerned, has been going up. 

Now, on table 4, we have figures of the Minneapolis Gas Co. which 
show the same thing as was shown on table 3. As affecting the Minnea- 
polis Gas Co., in 1948, out of every dollar that this company collected 
from its customers, it paid 33.5 cents for the cost of purchased gas. 
In 1955, on an estimated basis, it will pay 52.17 cents out of every dol- 
lar for the cost of purchased gas. 

Now, as I said, with reference to Northern, when the unit of pur- 
chased gas continues to take more, and more, and more of the dollar 
collected from the ultimate consumer then the unit of other operating 
expenses must necessarily take less, because in the final analysis there 
is just that $1 to be accounted for. 

So, we have put in here the figures showing the next largest operat- 
ing expense of the Minneapolis Gas Co., operating labor costs, and 
they show that for the comparable period in 1948, 26.07 cents was paid 
for labor, operating costs out of every dollar, and in 1954, 18.71 cents— 
now, that may be to some extent misleading. You might get the im- 
pression from those figures that the company has not been treating 
its employees in a proper manner, but, of course, that is not so. The 
employees of the Minneapolis Gas Co. have enjoyed very substantial 
wage increases during these years. In this period the company has 
installed a most beneficial pension plan and in addition too, employees 
are receiving the usual fringe benefits that are contained in collective 
bargaining agreements. 

Here, again, is demonstrated the result of the effect of volume upon 
doing business in the distributing end of the natural-gas business. 

Now, then, table No. 5. This table shows the average cost of pur- 
chased gas per M c. f. of the Minneapolis Gas Co. from 1948 through 
1955, estimated. 

Now, you will notice that in 1948 the company paid 18.94 cents per 
Mec. f. In 1955, on an estimated basis, it was 37.74 cents. 

Now, I think I should say to the committee, point out, these facts 
in connection with the 1955 estimate. 

Northern Natural Gas Co., our supplier, filed a rate increase in June 
of 1954. It was suspended for a 5-month period by the Federal Power 
Commission, but the rate went into effect on December 27, 1954, and 
we are now paying that full rate increase, pending a final determina- 
tion by the Federal Power Commission as to the lawfulness and rea- 
sonableness of the rate. 

In the gas purchased column for 1955 we have reflected that full cost, 
because that is what we are now paying and we do not know just 
exactly what it will be. I think it will be somewhat less than this. In 
other rate cases, the transmission company has generally not re- 
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ceived the full amount of their rate increase, but gentlemen, this shows 
the increase in the unit cost of purchased gas to our company over 
these years. 

The percent of increase is 99 percent from 1955 over 1948 and the 
cents increase per Mc. f. is 18.80. 

Now, gentlemen, if you will turn to table No. 6. This table shows 
the increase in our residential gas revenues. 

Now, this is the one that shows the effect on the increased cost of 
purchased g gas upon the ultimate consumer. It is interesting to note 
that from 1948 to 1951 there was a drop in the average revenues, 

Mr. Dies. What? 

Mr. Faranp. From 1948 through 1951 there was a drop in the M 
c. f. average revenues from our residential customers. 

You will note that it started out at 78.66 and going up te 69.39, and 
then it starts up. In 1950, Northern Natural Gas Co. filed its first rate 
increase in the history of the company. Prior to that time it had been 
rate decreases to the benefit of our company. ‘To the benefit of North- 
ern; to the benefit of the ultimate consumer; but since 1950, Northern 
Natural Gas Co. has filed five rate increases. The fifth one became 
effective on December 27, 1954, and the result of those rate increases 
are shown here, showing the effect jumping in 1951 from 69.39 to 92.15. 

Now, table 7 is the table that I think highlights this entire series 
of tables and is the one that I believe demonstrates conclusively that 
the increased cost of gas at the burner tip, at least in our community, 
is caused solely—well, let me put it this way—primarily as a result 
of the cost of rising prices in the field. 

Now, let us take that table No. 7 and note that from 1949 through 
1955 the increased cost of gas to us at the city gate was 19.67 cents. _ 

Now, in that same period, gentlemen, the increase in our residential 

revenues was only 15.5 cents, or less than the cost of purchased gas and 
then in the third column, gas revenues, total, it is shown that the in- 
crease has been 20.37 cents. 

Now, if you deduct the 19.67, which is the increase in the cost of pur- 
chased gas from 20.37, which is the total increase to our customers, 
you Ww ill have six-tenths of 1 cent. 

Now, what does that mean? It means that this company has been 
able to absorb ev ery other cost of doing business from 1949 through 
1955 on this estimated basis for six-tenths of 1 cent per Me. f. 

The balance of the 20.39 cents was required to pay for the increased 
cost of gas at the city gate. 

Now, I have said that there are 136,000 homes heated with natural 
gas in the Minneapolis area. I am sure, gentlemen, those homeowners, 
many of whom are average people, some of them veterans of the 
Korean war, coming back nl buying themselves a little home and 
operate on a strict budget—a dollar a month means a lot to them—are 
wondering when the trend is going to stop, and speaking for them, 
gentlemen, it is our conviction that if you adopt the provisions of the 
Harris bill, this trend will not stop. 

On the other hand, if you permit these companies to be regulated 
as Natural Gas Act says they should be, this trend, we believe, will 
stop. 

One thing that the average householder wants to know is that there 
will be stability in the price » of the utilities furnished to him. 
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Now, of course, no one is going to deny that the producers of gas 
are not entitled to their increased cost of doing business, just like 
everybody else is, but gentlemen, the fundamental question presented 
to your committee is, to my mind, a very simple one, and that is this: 
You have here a scheme of regulation. It seeks to protect the ultimate 
consumer. If you adopt the provisions of the Harris bill, you say to 
the people of the United States, “We do not think that the production 
of natural gas is frought with the public interest, even though the 
transmission of it may be.” 

Now, if you are going to have a scheme of regulation at all, why, 
gentlemen, let us be fair with each other and admit that we ought to 
have a decent one. 

What are you going to do with section 1 (a) of the Natural Gas 
Act, if you amend it in accordance with the provisions of the Harris 
bill 

That section says that the natural-gas industry is fraught with the 
public interest. Are you going to add a provision there which would 
say “Provided, however, That we believe that the production of gas, 
even though an integral part of the natural-gas industry, is not fraught 
witha public interest”? We believe that they should not be regulated. 

What are you going to do, gentlemen, with section 5 of the Natural 
Gas Act, or 4 (a), which says that all rates and charges made, de- 
manded, or received by any natural-gas company shall be just and 
reasonable? Gentlemen, you know that the term “just and reason- 
able” does not have a relation to the value of the service being rendered. 

Let me illustrate what I mean by that. I have a telephone in my 
house. I pay $8 a month for the use of it. The telephone manager 
comes to my house and he says “Mr. Farnand, this telephone is of ex- 
treme value to you, to your family, and on occasions to your business.” 
I say “Indeed it is. We think it is worth $20 a month to us.” My 
answer is “Yes,” but do I pay it? No, the telephone rates are regu- 
lated. The electric rates are regulated. And so it is with natural 
gas. 
~ Tf our company had been unregulated through these years, gentle- 
men, we could have collected millions of dollars from the people of 
Minneapolis because they wanted the commodity ; it was cheap and we 
sold it to them. We could have sold it to them at a much higher price 
through the years. We did not. We are glad and we are happy to 
be able to render service to those homeowners at a cost that is just and 
reasonable. 

Now, then, gentlemen, what are you going to do with the provisions 
of section 5 (a) if you amend this act and leave free from regulation 
an integral part of the natural-gas industry, because that section 
says: 

The Commission shall have no power to order any increase in any rate con- 
tained in the currently effective schedule of such natural-gas company on file 
with the Commission unless such increase is in accordance with a new rate 
schedule filed by the natural-gas company. But the Commission may order 
a decrease where existing rates are unjust, unduly discriminatory, preferential, 
otherwise unlawful, or are not lowest reasonable rate. 

Gentlemen, I don’t know what you are going to do with that lan- 
guage. In one section you say we leave the production end of this 
business completely and totally unregulated, except in an indirect 
way with reference to the pipelines not being able to charge more than 
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the market price, and then in the other section you say the Commis- 
sion has the right to fix the lowest reasonable rate. 

There have been discussions here regarding contracts existing be- 
tween the producers and the pipelines. By virtue of that discussion 
I got the impression—and I am sorry if I got the wrong impres- 
sion—that some of the members of the committee were of the view 
that the Congress could not interfere with the provisions of those 
contracts. 

Let us say that the production of natural gas is not a public utility. 
Why, then, can the Congress regulate a business or an industry that 
is not a public utility and does the Congress have the power to step 
in and say to a producer “this part of your contract is unlawful; 
that _ is unlawful; the price is wrong, and we authorize the Fed- 
eral Power Commission to adjust them” ? 

Gentlemen, there cannot be any question at all, in my judgment, 
about the power of the Congress to do just exactly those things. As 
a matter of fact, what happened when the Gas Act was passed in 
1938? You know, do you not, that there were many contracts then 
in existence between the natural-gas transmission companies and the 
distributors. What happened to those contracts? They fell under 
the superior paramount power of Congress to legislate for the public 
welfare. As a matter of fact, the pipelines in their efforts to get 
the courts to hold that the Natural Gas Act was unconstitutional made 
those types of arguments with reference to their being a nonutility, 
and so forth. 

In the seventh circuit, decided on April 14, 1941, the circuit points 
out what the Natural Gas Pipeline Company of America was arguing. 
They said: 

Natural Gas Pipeline argue that they are not in fact or in law a public utility, 
and the legislative declaration that they are is unconstitutional and ineffective 
to make them such. 

They do not sell to the public, they argue; 98 percent of their prod- 
uct is sold to wholesale customers. The price charge has small 
effect on the consumers’ cost because the service company’s fixed 
charges are the dominant factor in the ultimate cost to the public. 
Their gas is but an element in the product the public purchases, which 
also contains artificial gas. 

The fact that gas is widely used by the public is not important, 
they argue, “because so are meat, groceries, and many other unregu- 
lated commodities.” 

They go on to argue: 

The act changes an existing wholly private industry into a public utility 
burdened with many ironbound mandates. All this without giving them the 
right to withdraw from the harshness of such supervision, and is, therefore, 
a violation of the fifth amendment. 

They cite the fact that the act delegates to the Power Commission 
the power to choose their customers for them and prohibits their 
dropping a customer, unsatisfactory though he may be. 

Now, how did the court respond with reference to those arguments! 
In one very short, sweet sentence—— 

Mr. Hare. What are you reading from? 

Mr. Farnanp. I am reading from the decision of the seventh circutt 
court of appeals in the case of Natural Gas Pipeline Company of 
America against the Federal Power Commission, which is reported 
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in One Hundred and Twentieth Federal Reporter, second series, at 
page 625. — 
They said: 


We conclude without much doubt that the Natural Gas Act is constitutional. 


Mr. Hatz. What is the date of decision ? 

Mr. Farnanp. That decision is 1941. It was appealed to the 
Supreme Court and I believe the Supreme Court granted certiorari 
and affirmed the decision. 

Mr. Hate. There is no serious doubt today about the constitution- 
ality of the act, is there? 

Mr. Farnanp. No, there is not. 

Mr. Hate. I think you asked the question the other day about what 
precedent was there for the passage of a law fixing the rates of an 
industry that was not a public utility. The Natural Gas Act itself 
is the precedent. 

Mr. Dottiver. It should be pointed out in fairness that the Natural 
Gas Act specifically excluded from its operation the production and 
gathering of natural gas. Is that not true? 

Mr. Farnanp. That is correct. But it did not exclude the sale in 
interstate commerce. 

Mr. Hate. Just a minute, Mr. Farnand. You say that the Natural 
Gas Act is the very precedent that I was talking about. Will you 
spell that out a little? Iam not clear what you mean by that. 

Mr. Farnanp. The natural gas industry, the transmission end of it, 
let us say, was not a public utility in the generally accepted concept 
of that word. They argued to the court “since we are not a public 
utility the Congress has no right to regulate us.” But the court made 
quick shrift of that. 

How about the State of New York that set up a commission or some- 
body to regulate the price of milk? Concededly the production and 
selling of milk is a utility business. But the courts held that the State 
had the right to do that for the common good and in the public welfare. 
There are other instances where the Congress of the United States 
passed the Bituminous Coal Act in the thirties where they authorized 
a board to fix the price of coal. The production of coal is not a public 
utility in the general concept of that word. 

Mr. Sprincer. Were those not all cases where they were engaged in 
interstate commerce ? 

Mr. Farnanp. They would have to be if the act was passed by the 
Congress because that is what gives the Congress the power. 

Mr. Sprincer. We are all agreed on the question if it is in inter- 
state commerce the Congress has the power to regulate ? 

Mr. Farnanp. That is right. 

Mr. Sprincer. But we are talking about a field here, are we not, 
where there is a serious question as to whether or not you are in inter- 
state commerce. That is, as to whether or not the gathering and 
producing of gas is engaging in interstate commerce. 

Mr. Farnanp. Mr. Springer, there cannot be any question about 
the fact’ that the sale of gas in the field is interstate commerce. There 
just cannot be any question about that. 

Mr. Sprrncer. Let me as you this: Would you say that the man- 
ufacturing of shoes in the field would necessarily be engaged in inter- 
state commerce ¢ 
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Mr. Farnanp. It depends on where those shoes were destined to 
move. If they were destined to move out of the State then the em- 
ployees in that factory would be working in a business that affects 
interstate commerce. 

Mr. Sprincer. Actually unless you are engaged in interstate com- 
merce itself, you are not subject to Federal regulation ? 

Mr. Farnanp. That is correct. But the man who sells the billion 
feet of gas in Texas for moving into an interstate pipeline to be re- 
sold to Iowa is engaged in interstate commerce when he makes that 
sale. There just cannot be any question about that. 

Mr. Sprincer. Let me ask you this: Suppose I produce shoes, we 
will say, in Richmond, Va., and I sell them without knowing where 
they are going, but they ultimately end up in San Francisco. Am | 
engaged in interstate commerce ¢ 

Mr. Farnanp. I think you would be subject to certain laws that the 
Congress has passed under the interstate power provision of the Con- 
stitution. For example, the Wage and Hour Act. 

Mr. Sprrncer. That is true where you are engaged in interstate 
commerce. 

Mr. Farnanp. That is correct. You would be if you made shoes 
and it was shown those shoes were destined for shipment out of the 
State. Your business would be a business that affects interstate com- 
merce and your employees would be entitled to the protection of the 
Wage and Hour Act. 

Mr. Sprincer. Assuming all that is true—I am not going to assume 
that it is true—suppose this: In addition to what you have said, that 
the act also says that the producing and gathering of natural gas 
shall be excluded from the provisions of this act 

Mr. Farnanp. That is mght. 

Mr. Sprincer. Are they excluded or not? 

Mr. Farnanp. Indeed they are. 

Mr. Sprincer. Did the act say that or did it not? 

Mr. Farnanp. It says that production and gathering are excluded 
from the act. But just what do those words mean ? 

Mr. Sprincer. I would interpret, as a reasonable lawyer, as a curb- 
stone opinion that you did exclude them from the regulations of this 
particular act. 

Mr. Farnanp. You exclude production and gathering. That is, 
physical facilities having to do with production and gathering. But 
you do not exclude the separate identifiable act of the sale of the gas. 

Mr. Sprincer. Then you have gone far beyond the Supreme Court 
decision. I do not think in the Wisconsin case they did go as far as 
you did. They did not say that at all. That is not the way I under- 
— it and I just read a part of the decision to this group the other 

ay. 

Are you reading from the Wisconsin case? 

Mr. Farnanp. Phillips Petroleum against the State of Wisconsin. 
I will read for you 

Mr. Hare. What are you reading? 

Mr. Farnanp. The decision of the United States Supreme Court of 
the Phillips Petroleum Co. against the State of Wisconsin. 

Mr. Hatz. That is June of 1954? 
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Mr. Farnanp. June 7,1954. Iam going to read that portion where 
they refer to just what the Congress meant when it said production 
and gathering. 

In Federal Power Commission v. Panhandle Eastern Pipe Line Company, 1949, 
we observed that the natural and clear meaning of the phrase “production or 
vathering of natural gas” is that it encompasses the producing properties and 
gathering facilities of a natural-gas ea 

Similarly in Colorado Interstate v. the Federal Power Commission we stated 
that transportation and sale do “a ‘include production or gathering, and indi- 
cated that the production or gathering exemption applies to the physical activities, 
facilities, and properties used in the production and gathering of natural gas. 

To me that is very clear. 

Mr. Sprincer. Let us take this instance. If they are not, they 
are certainly not going to regulate any of the facilities for the produc- 
tion of gas. 

Mr. Farnanp. That is right. 

Mr. Sprincer. How are you going to get the cost? If they do not 
have any power to regulate the physical facilities which produce the 
gas, and that is what I understand you are asking be done in this 
case—if you do not take the tanks, wells and various physical proper- 
ties and regulate them upon a percentage basis the same as they 
regulate the tanks and facilities of the Minneapolis Gas Co., how 
are you then going to regulate if you say you are excluding the very 
facilities upon which you have an interest and a return and so on? 

It seems to me that you are stretching a point here pretty far when 
you are going to regulate the gas as it goes out through the pipes but 
you are not going to regulate the facilities which produe eit. That is 
a pretty fine ] point of law. 

Mr. Farnanp. Let me make this observation. The Federal Power 
Commission has included production and gathering facilities of nat- 
ural-gas pipelines in their rate base for many years. They are not 
regulating them. But they know what the costs are because they 
make the pipeline company come in and produce their costs. Regula- 
tion, sir, as far as we have known the concept of regulation to be, 
ic a regulation that has some relationship to cost. 

Mr. Sprrncer. Does not cost take in physical facilities which you 
and the Supreme Court say are not regulated ? 

Mr. Farnanp. They are not regulating them. All you are asking 
them to do is to come in and show us what those costs are. 

Mr. Springer. Is that not regulation and on the basis of that you 
are going to regulate their costs and you are going to regulate the 
selling price based on those physical facilities? 

Mr. Farnanp. All I can say to you is that the Supreme Court 
said no. 

Mr. Sprincer. I am not saying that the Supreme Court did not say 
what you said. What I am coming back to is the fine distinction what 
you say and what was meant in ‘this act. 

Were you here the other day when I read what was said to this 
Congress on the floor of the House? 

The CuarrmMan. May the Chair inquire if the witness had finished 
his prepared statement ? 

Mr. Farnanp. I have just one more subject. 

Mr. Springer. I will yield. 

The CHarrman. I tiaosagtel maybe we were delaying too long the 
completion of his original statement. 
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Mr. Sprincer. I will come back to this later, Mr. Chairman. 

Mr. Farnanp. Mr. Springer, the fine point you say I am making 
actually was made by the Supreme Court of the United States. Let me 
add that. 

Mr. Sprincer. There were also four people who dissented. 

Mr. Farnanp. No; I think there were three. 

Mr. Sprrncer. How many passed the decision ? 

Mr. Farnanp. Five. 

Mr. Sprincer. It was a 5 to 3 decision? 

Mr. Farnanp. I think so. Mr. Justice Jackson took no part in 
the deliberation or decision of that case. 

Now, I want to discuss with this committee what to us is a very sig- 
nificant thing and that is the competitive price of natural gas today 
in the area served by Northern Natural Gas Co. I think it was Mr. 
Boatright, in his testimony, who mentioned a proceeding before the 
Federal Power Commission a few years ago in which many, many 
communities in the Midwest area where Northern Natural’s pipeline 
runs came in asking for a supply of gas, and that is true, they did. 
One of the communities to which the Federal Power Commission allo- 
cated a supply of gas was the city of Dubuque, Iowa. They were allo- 
cated the sum of 10 million cubic feet per day. Under Northern’s con- 
tract with each of its distributors, there is a fixed volume of gas set 
which is the volume that Northern is required to deliver every day of 
the year with a few minor exceptions during the summertime when 
they can cut it down for maintenance. 

Dubuque was allocated 10 million feet. They put in a distribution 
system there, reconverted, I guess, from manufactured gas, and what 
has happened? The have not been able to sell the gas as they ex- 
pected they would. One of the main reasons is the price increase that 
Northern put into effect in December of 1954. In addition thereto, a 
tremendous effort on the part of the coal and the oil interests to meet 
this competition. So bad has the situation become in the city of Du- 
buque that the company has filed a petition with the Federal Power 
Commission asking that the contract demand be reduced to five-—— 

Mr. Dotutver. Which company ¢ 

Mr. Farnanp. The North Central Public Service Co. 

Mr. Douuiver. It is the utility company and not the pipeline? 

Mr. Farnanp. That is correct. Under the contract with Northern 
this utility company has to pay a demand charge on that 10 million 
feet. The rate which Northern charges is a two-part rate consisting of 
a commodity charge and demand charge. The demand charge pres- 
ently is $2.70 per thousand cubic feet per month. This company must 
pay that every month on the 10 million feet whether they take the gas 
or not. 

In their petition asking the Federal Power Commission to relieve 
them of the responsibility of paying this high demand charge and 
cutting the demand down to 5 million feet, here is what they say: 

In explanation of the failure of the space heating and interruptible load to 
develop as anticipated, the petitioner points out that the estimates of the customer 
growth and use made by its predecessor, while somewhat optimistic, were reason- 
able forecasts but have not materialized because, first, the reduction in ecoal prices 


and freight rates in the Dubuque area since the presentation of evidence in G—2063 
have slowed the conversion to gas by users of other fuels. 
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There, gentlemen, the day is here when the price of gas at the burner 
type is in the competitive field. Is it doing the producers of gas any 
good to have a company come in and say, “We don’t want the 5 mil- 
lion feet that we thought we were going to use?” That is not doing 
the producers of gas any good. 

Let me call your attention to table 5 where it shows that as far as 
the Minneapolis Gas Co. is concerned, you will note for 1955 the esti- 
mate of gas to be purchased from Northern has dropped over the pre- 
ceding year. That is the first time that has happened in the last many 
years. Why has that happened? Gentlemen, I will tell you why. 

Approximately 40 to 45 percent of our gas is sold as industrial 
interruptible gas, a good thing insofar as the householder is concerned. 

Mr. Harris. You are talking about the distributing company now ? 

Mr. Farnanp. That is correct. Our biggest industrial customer is 
an electric powerplant owned and operated by the Northern States 
Power Co. It is called the Riverside plant and it is located on the 
Mississippi River in the city of Minneapolis. Last year Northern 
completed a new plant just south of Minneapolis on the Minnesota 
River called the Black Dog generating plant. They are generating 
electricity in that Black Dog plant with coal. It is a new plant. It 
can be used more efficiently. Therefore, they have cut down the use 
of gas that they were buying from the Minneapolis Gas Co. 

In that very connection, in order to really bring home the results of 
the high price of gas, let me read for you the testimony of Mr. John 
Merriam, the president of Northern Natural Gas Co., who testified 
here before this committee. 

Mr. Hatz. That testimony was given where? 


Mr. Farnanp. This testimony was given by Mr. John Merriam on 
January 26, 1955, in a proceeding before the Federal Power Com- 
mission in the matter of Northern Natural Gas Co., docket G—4259, 
et cetera, at pages 2546 to 2547 of volume 19 of that transcript, sir. 
Here is what he said: 


Q. Mr. Merriam, there has been substantial testimony previously in this record 
to the effect that Northern’s proposal with respect to the continuance of a 22.1 
cent commodity price per M. c. f. was a management decision. First let me ask 
you whether you participated in that decision. 

MeERRIAM. Yes, I did. 


Mr. Hatz. As the president of the company ? 
Mr. Farnanp. That is correct. 


Q. Will you please state at this time the reasons and the factors underlying 
your decision with respect to the proposal of the use of that commodity price? 

Merriam. The marketing department of Northern Natural Gas Co. has called 
attention to the fact that the 22.1 cent commodity price provided in Northern’s 
wholesale tariff was a price which was getting very close to the competitive price 
of other fuels, specifically coal, and that if that price was increased beyond the 
22.1 cent figure, that sales of gas on an overpeak basis might be lost. That such 
loss of business would remove revenues which were currently carrying the cost 
of gas sold to the general consumers of Northern Natural Gas Co. Therefore, it 
—e considered desirable not to raise the commodity price any further at this 
ime. 


Gentlemen, what in effect does that mean? I think Mr. Dolliver 
asked a question the other day about the increased cost falling on 
the homeowner exclusively. That is what is happening. When you 
increase the cost of the charges of the natural gas transmission com- 
pany to the distributing companies and you place the entire portion 

61557—55—pt. 156 
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of that increase on the demand charge, and you don’t increase any 
of the level of your charges to your industrial customers, it means 
that the residential consumer absorbs it all. 

Mr. Dotxiver. Right at that point, sir, is it not possible for the 
local governing body, whether it be a State commission or whatever 
it may be, to control that distribution of the final cost to the consumer! 

Mr. Farnanp. No. That control is made by the Federal Power 
Commission. The Federal Power Commission is the Commission that 
sets this rate at the city gate. 

Mr. Dotirver. You mean to say that the Federal Power Commis- 
sion comes into aaa and fixed the charges of your company / 
Mr. Farnanp. Not the charges that we make to our consumers. 

Mr. DoLutver. That i is what I am talking about. 

Mr. Farnanp. It fixes the charge that we pay to Northern Natural 
Gas Co. 

Mr. Dotiiver. I understand that. I am talking about this alloca- 
tion of price to the domestic consumer and the industrial consumer 
about which I asked the other day. That is within the control of 
your State utilities commission, is it not? 

Mr. Farnanp. To some extent, yes. Let me point out to you that 
if the Minneapolis Gas Co. or other companies on Northern’s system 
increase the cost they are charging to the industrial customers, they 
will lose that business. 

Mr. Dotuiver. Sure; but that is a matter of competition between 
the different forms of fuel. 

Mr. Farnanp. That is right. 

Mr. Dies. That is a good point right there. 

Mr. Farnanp. I don’t see anything i in the Natural Gas Act that 
talks about the competitive prices of other fuels. I fail to read in 
the language of the Natural Gas Act, and I fail to read in any decision 
of any “court interpreting that act to the effect that it is the duty of 
the commission to take “into consideraion the price of competitive 
fuels. The Congress may see fit to change that picture. 

Gentlemen, I think I have completed 1 my statement and I want to 
thank you very much. 

The CHatrman. Mr. Farnand, we thank you very much for your 
statement. The Chair believes that. the representative comes from 
a district represented, certainly by the State, represented by our 
distinguished colleague from Minnesota, Mr. O’Hara, and I had 
planned to recognize him first for questioning. 

_Mr. O’Hara, if you have questions you will be recognized at this 
time. 

Mr. O’Hara. Thank you, Mr, Chairman. I will yield to my friend 
from Iowa because he has to leave. 

Mr. Dotitver. I thank you, Mr. O’Hara. 

This is a very pointed and pertinent question. As I understand 
your testimony you are opposed to any legislation at this point and 
would allow the matter to stand in the present condition that it is 
under the decision in the Phillips v. Wisconsin case? 

Mr. Farnanp. That is correct, sir. 

Mr. Dottiver. I just wanted to make that clear. 

Mr. FarRNAND. That is correct. 

Mr. Staccers. Would the gentlemen yield before Mr. Dolliver 
leaves because I would like to clear up a point with him. 
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Mr. O’Hara. Yes. 

Mr. Straecers. I thought I understood Mr. Dolliver to say that I 
wanted the regulation of gas by the utilities. I donot. My bill does 
not have anything to do with that. I wanted to point that out and 
then I want to ask a question of the witness. My bill says that the 
direct sales over the transmission lines over whom no one has con- 
trol—the public utility, the United States Government or no one has 
control—I say that should be controlled. What they are doing is 
selling it at 18.3 cents a foot on the average in the United States when 
they are selling to the average of your consumers of 86.5 cents. What 
they are doing is dumping it and they are actually making your people 
pay most of the costs. If they are going to regulate any part why 
should it not all be regulated ? 

Mr. Dotutver. I did not mean to infer anything, Mr. Staggers. 

Mr. Sraaerrs. I know you did not. I wanted to clear it up because 
I think there has been a misapprehension that I am trying to regulate 
the utilities and say how they should use their gas. No, sir; I believe 
it should be free and use it as a competing fuel or whatever way they 
want to use it for. 

Mr. Dotutver. Thank you. I am glad for the explanation. 

Mr. O’Hara. Mr. Farnand, I believe I understood your testimony 
and Mr. Merriam’s testimony to the effect that Northern Natural sup- 
plies all of the gas that is used in the State of Minnesota ? 

Mr. Farnanp. That is correct; all the natural gas. 

Mr. O’Hara. As has appeared from your testimony and Mr. Mer- 
riam’s testimony, that company has seen fit to file five separate in- 
creases. And I believe five separate increases of gas prices have been 
made since 1950 by the Federal Power Commission ? 

Mr. Farnanp. That is correct. The last one is effective under that 
part of the Natural Gas Act which says that if the hearing has not 
been concluded within 5 months it then becomes effective subject toa 
refunding of any portion that the Commission may ultimately find 
to be unjust or unreasonable. 

Mr. O’Hara. It is paid under bond? 

Mr. Farnanp. The Commission has eliminated the bond provision. 
It is paid under an agreement made by the pipeline company that they 
will refund it and when the Commission finds that the amount being 
collected is unjust or unreasonable, or any portion thereof. 

Mr. O’Hara. In our State there is no public utilities commission 
that regulates the sale of gas or electricity ; is that correct ? 

Mr. Farnanp. I would not put it quite that broad. I would say 
we have no State commission which regulates the price of gas or 
electricity. 

Mr. O’Hara. Is it true generally that under the contracts with 
Northern Natural than any increases are subject to approval or dis- 
approval of the city councils of the respective communities ? 

Mr. Farnanp. That is true in most cases. 

Mr. O’Hara. In our State the railroad and warehouse commission 
regulates the cost of telephones but does not extend to public utilities 
such as the furnishers of electric power or of natural gas? 

Mr. Farnanp. That is correct. 

Mr. O’Hara. I presume that you also operate under some provision 
of the right of the review by the council of any increase of gas rates? 





878 NATURAL GAS 


Mr. Farnanp. That is correct. We have a rather unusual contract 
in Minneapolis with the city council in that it allows this company 
to earn a fixed amount plus 614 percent on net additions and better- 
ments in a given year. 

Mr. O’Hara. What has been the net amount of the increases in the 
cost of gas of the five raises of Northern Natural? As I recall the 
testimony of Mr. Merriam it was an increase of about 98.5. I am 
not sure as to the decimal part of it. 

Mr. Farnanp. Percentagewise ? 

Mr. O’Hara. Percentagewise. 

Mr. Farnanp. Over 1950? 

Mr. O’Hara. Over 1950. 

Mr. Farnanp. I would have to guess. I don’t know the exact an- 
swer to that. 

Mr. O’Hara. I think the record shows that was approximately the 
increase over that period of years. Have you had to pass on as the 
public utility distributor those increased costs to your consumers ? 

Mr. Farnanp. Yes, we have. I think our tables demonstrate that 
is the real reason why we have had to pass them on and increase our 
prices if we are going to make the earnings that we are entitled to 
make under the ordinance with the city of Minneapolis and the appli- 
cable law. 

Mr. O’Hara. In your own situation do you have any favored clause 
to industrial consumers whereby they get a different rate than the 
residential rate ? 

Mr. Farnanp. Yes, we do. 

Mr. O’Hara. Is that uniform with the distributors ? 

Mr. Farnanp. No,it isnot. There are different classes. The low- 
est rate is charged to that industrial consumer who is No. 1 on the 
interruption list. That is, when you reach a cold day and you have to 
interrupt your industrial customers the one you interrupt first is the 
man who pays the cheapest rate for the industrial gas. Then there 
are four different steps, I believe, each one paying a little bit higher, 
because the man in the last step will have the gas for a longer period 
than the man in the first step. 

Mr. O’Hara. Mr. Farnand, the situation where you make a distinc- 
tion between the gatherer of natural gas and the pipeline company. 
is it not fair to say that it is your position that you feel that it is neces- 
sary to regulate at least the sale of that gas which is a regulation in 
itself of the wellhead operation? Is that not true? 

Mr. Farnanp. That is correct. Also, to regulate the abandonment 
of facilities. Once devoted to the public use I don’t think the individ- 
ual or the company should be permitted to abandon at his whim, but 
as is now provided in the Natural Gas Act whereby he can abandon 
the facilities only after he obtains prior approval from the Federal 
Power Commission. 

Mr. O’Hara. That is all, Mr. Chairman. 

The Cuarrman. Mr. Harris. 

Mr. Harris. Mr. Chairman, I pass for the moment. Time is really 
going by and I know other members have questions. I will wait and 
see how the time situation becomes. 

The Cuatrman. Mr. Hale. 

Mr. Hate. Mr. Farnand, let us take the case of John Doe who is 
producer of natural gas. If he produces the gas and does not sell it 
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to anybody you agree that he is not subject to regulation and I sup- 
pose there is no doubt about that. 

Mr. Farnanp. I think that is a fair conclusion. 

Mr. Hatz. He obviously is not going to produce the gas except for 
the purpose of selling it to somebody and he does in fact sell it to a 
pipeline. You say his sale to the pipeline should be, and under the 
Phillips case is subject to regulation 

Mr. Farnanp. That is right. 

Mr. Hare. What I want to know is how you can possibly regulate 
the sale from John Doe to the interstate pipeline without regulating 
the act of production ? 

Mr. Farnanp. It may be a very fine distinction. But that is exactly 
what the Supreme Court pointed out. 

Mr. Hate. The Phillips case or at least the majority opinion therein 
seems to me very “weasely.” 

Mr. Farnanp. Of course, it is not to me. It is Just a matter of 
opinion. 

Mr. Hate. Will you explain to me why it is not weaseling? 

Mr. Farnanp. Let me say this to you. The Federal Power Com- 
mission has explained in the rate base of natural gas companies that 
it has been regulating under the Natural Gas Act production and 
gathering facilities through the years for the purpose of permitting 
them to earn a return on those production and gathering facilities. 
The determination of the cost of those production and gathering 
facilities, after the man puts them in as he thinks he ought to put them 
in, is not a regulation of those facilities. That is all that they have 
done through the years, that is, determine the cost of the production 
and gathering facilities, put them in the rate base, and allowed the 
natural-gas transmission line a sixth or whatever rate of return they 
allowed. 

Mr. Hate. But John Doe is still going to be confined to a particular 
rate of return on what he does, is he not ? 

Mr. Farnanp. It depends on what the Federal Power Commission 
would do in connection with the regulation. 

Mr. Hatz. You mean it depends on what theory they go on with 
respect to regulation. 

Mr. Farnanpb. That is correct. 

Mr. Hatz. Then you get into what I was saying the other day, that 
there are no rules for the g game when you regulate something that 
is not a public utility. 

Mr. Farnanp. There were no rules for the game when you passed 
the Natural Gas Act in 1938. All you said was that the rates to be 
charged shall be just and reasonable. That is the only rule that you 
laid down there. 

Mr. Hate. I know. 

Mr. Farnanp. Mr. Hale, let me say that under that rule the Federal 
Power Commission has operated and has given wonderful benefits to 
the ultimate consumer, and the natural-gas pipelines that have been 
regulated by the Commission under that ‘rule have waxed and grown 
fat through the years. 

Mr. Hate. Yes. But over the years through a long series of de- 
cisions by many State and Federal courts the process of regulating a 
publie utility has become a highly conventional process. You agree 
to that, do vou not ? 
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Mr. Farnanp. | think that is a fair statement; yes, sir. 

Mr. Hate. I was much interested in your mentioning these milk 
price laws as a precedent for regulating a nonutility. I am not too 

familiar with the milk statutes, ~ but I ‘would not think the analogy 
was complete by any means. 

Mr. Farnanp. It is conceded that the milk business is not a public 
utility. 

Mr. Hae. I agree to that. 

Mr. Farnanp. All right. 

Mr. Hae. Nor is it a monopoly. 

Mr. Farnanp. But it is also conceded that the legislative bodies 
have the right to regulate the price at which milk can be sold. 

Mr. Hare. I can see that. It is rather a different matter to regu- 
late the milk business ? 

Mr. Farnanp. That is for the legislative body to determine. They 
determine the policy. I am talking about their power. There have 
been other businesses that have been regulated that are not a public 
utility. Let me give you a few instances. 

In the case of Z'ownsend v. Yeomans (57 Sup. Ct. 842), the Supreme 
Court upheld a Georgia statute fixing maximum wi arehouse charges 
for the handling and selling of leaf tobacco. 

Mr. Hare. There is maximum price legislation but that is different 
from regulation. 

Mr. Farnanp. That is regulation, where you authorize a board to 
fix a maximum price. That is regulation of the first water. In 
another case, in 1939, l’. S. Rock Royal Cooperative, (59 Supreme 
Court 933 ) 

Mr. Hate. That is a case where the board fixed the maximum price 
and not the legislature ¢ 

Mr. Farnanp. That is correct. The act authorized the board to 
fix a maximum price. The last case is an act of Congress under the 
commerce clause to xuthorize the fixing of minimum prices for milk 
which was upheld. In 1940, Sunshine Anthracite Coal v. Adkins 
(60 Sup. Ct. 907), price-fixing provisions of the Bituminous Coal 
Act of 1937 was upheld. 

Mr. Hate. I do not question that we could strike out the exception 
in the Natural Gas Act and say specifically that producers and gath- 
erers should be regulated and we still presumably would have a con- 
stitutional statute. ‘That does not worry me. 

Whatever the Congress said in 1938 or whenever the Natural Gas 
Act was passed, they said we are not going to regulate producers and 
gatherers and never did regulate them until the Phillips case was 
decided; and of course they ‘have not even been regulated since then. 

Mr. Farnanp. Let me say this. That is not exactly a correct state- 
ment, Mr. Hale. 

Mr. Hate. Very well, correct me. 

Mr. Farnanp. In 1942, I believe, the Federal Power Commission 
sought to regulate the sales made by Peoples Natural Gas Co. to 
the New York Natural Gas Co., a sale made in Pennsylvania by 
Peoples to New York Natural Gas Co., and it moved into the State 
of New York. 

Mr. Hare. You mean by a pipeline company to a distributor ? 
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Mr. Farnanp. Yes, sir. The sale was made in Pennsylvania and 
it was transported after the sale was made into the State of New 
York. 

In 1942 the Circuit Court of Appeals here in the District of Colum- 
bia ruled that that sale was subject to the jurisdiction of the Federal 
Power Commission. The Supreme Court of the United States denied 
certiorari even as far back as 1948, then after that decision the Federal 
Power Commission took jurisdiction over the Interstate Natural Gas 
(‘o. in Louisiana, which was a producer and which was selling gas to 
three pipelines and they challenged—— 

Mr. Hate. What is the date of that decision ? 

Mr. Farnanp. The Interstate case ¢ 

Mr. Hate. Yes. 

Mr. Farnanp. It reached the Supreme Court in 1946, I think. It 
was a result of that decision, Mr. Hale, that the Moore-Rizely bill was 
introduced in the 1947 session of Congress. 

Mr. Harris. Will the gentleman yield ? 

Mr. Hate. Yes. 

Mr. Harris. The distinction you fail to make is that is a natural 
gas company’s operation and not the independent producers and 
gatherers. 

Mr. Farnanp. Mr. Harris, I agree it was a natural gas company’s 
operation. But as I understand the Interstate case the reasoning of 
the Supreme Court was not based upon that thought or fact. 

Mr. Harris. That was the entire reasoning behind it. 

Mr. FarNanb. We may read it differently. 

Mr. Harris. We certainly do. If you go back to read it you will 
‘nd that no independent producer’s produc tion is even mentioned. It 
is only by dictum they were brought in. 

Mr. Farnanp. What I am saying to you is that the Supreme Court 
decided in the Interstate case, which produced some gas, that the sale 
made by that interstate company, a producer was subject to the regula- 
tion by the Federal Power Commission. 

Mr. Harris. But you failed to mention the fact that it is an inter- 
state natural gas pipeline involved there and not the independent 
producer. They were talking about the natural gas company. I 
think you should know that, Mr. Farnand. There were three inter- 
state natural gaslines involv ed. 

Mr. FARNAND. Yes. 

Mr. Harris. Of course there were. 

Mr. Farnanp. Wait a minute. There were three companies that 
Interstate sold to. 

Mr. Harris. They were all long line natural gas companies? 

Mr. Farnanp. That is correct. 

Mr. Harrts. You should not try to leave the impression that the 
independent producer was the one that the Supreme Court was regu- 
lating in that decision. 

That is all, Mr. Hale. 

Mr. Farwanp. In answering Mr. Harris’ observation let me read 
from the Phillips decision. 

Mr. Harris. We are all pretty familiar with those provisions of 
‘aw. You are taking a lot of time to read a lot of decisions. 
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Mr. Farnanpv. Ina sense you impugn either my ability to read Eng- 
lish or my desire to mislead this committee, and I don’t intend that 
should be left unchallenged. Here is what the Supreme Court said. 

Mr. Have. Mr. Farnand, all the members of the committee have 
read the Phillips decision over and over again. I do not think you 
need to read that to us. 

Mr. O’Hara. He wanted to clear up one statement. 

Mr. Farnanp. That is correct. I said that the interstate company 
that was being regulated by the Federal Power Commission was a pro- 
ducer of gas. Didn’t I? * All right; let me read what the Supreme 
Court said: 

Even more directly in point is our decision in the Interstate Natural Gas (Co, 
case. The Interstate Co. produced or purchased natural gas which it in turn 
sold and delivered to three interstate pipeline companies; all of the activities 
occurring within the State. 

Any more questions ? 

Mr. Hate. Yes. 

To summarize your attitude, it is that you are very much concerned 
about the very rapid increase in the cost of natural gas which you 
have to pass on to your customers in order to stay in 1 business, ind 
you think that you are ultimately going to get toa point where natural 
gas is not going to be a competitive ‘fuel and then you will have to 
pass out of the picture ? 

Mr. Farnanv. That is right. That will be a very bad day for the 
producers. 

Mr. Hate. You think if the Federal Power Commission exercises 
the power that it got not from Congress but from the Phillips decision 
everything is going to be dandy. Is that not a fair summary of your 
position ? 

Mr. Farnanp. I think that if the Congress of the United States 
will leave the Natural Gas Act the way it is today that the price of gas 
in the field will be stabilized. I think that is what the ultimate con- 
sumers in this country are vitally concerned with and vitally inter- 
ested in. 

Mr. Hater. Let me tell you this, Mr. Farnand. I think it is a mat- 
ter of common honesty if the Phillips case was correctly decided and 
should represent the policy of the law, then Congress ought to strike 
out the language of the 1938 act about excepting pr oducers and 
gatherers. Just because the United States Supreme Court says that 
C ongress did not mean what it said in 1938 does not satisfy me. I 
think Congress ought to say just what it does mean. If we mean to 
regulate producers and gatherers then let us say with great clarity 
that they ought to be regulated. 

Mr. Farnanp. The Supreme Court said that is what you meant 
when you passed the Natural Gas Act. 

Mr. Har. That is right. 

Mr. Farnanp. There cannot be any question about what they said. 

Mr. Hare. Five members of the Court said that and three members 
of the Court said something else. 

Mr. Farnanp. That is right. 

Mr. Hate. I happen to think that the five members referred to 
reached their conclusion by a process which I described as “weasel- 
ing” and I am well enough satisfied with the word to repeat it. 
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Mr. Farnanp. Mr. Hale, in that connection just let me make this 
observation. The Phillips Petroleum Co. was interested in the de- 
cision in the Supreme Court. It was one of the parties. The im- 
pression was left and attempted to be created that this came as a big 
surprise to the Phillips Petroleum Co., that they were suddenly a 
natural gas company within the meaning of the Natural Gas Act. 

Let me read for you, sir, in a prospectus filed by the Phillips Petro- 
leum Co. in 1947 with the Securities and Exchange Commission— 
here is what that company said in that prospectus 

Mr. Hate. What is the date of the prospectus? 

Mr. Farnanp. I don’t know. It was filed in 1947. 

Although such sales and the transportation of natural gas antecedent thereto 
constitutes operations by the company as a natural gas company under the 
Natural Gas Act—— 
is that clear ? 

Mr. Hate. It has been a matter, Mr. Farnand, of controversy ever 
since before the so-called Moore-Rizley bill as to the scope of the ex- 
ception in the 1938 law. 

Mr. Farnanp. I agree with that. 

Mr. Hare, Everybody in the last 6 or 7 years has certainly known 
that. The members of the Federal Power Commission were scarcely 
on speaking terms because they disagreed as to what the interpretation 
of the Natural Gas Act should be. I want to say, speaking for myself 
and with great solemnity, that I think it is the duty of the Congress 
to clarify this situation by affirmative action. I do not think we can 
rest on the Phillips case. Whether we want to subject the producer 
and gatherer to regulation is something we shall have to decide. 

Mr. Farnanp. That is right, sir. 

Mr. Harz. If we say he is going to be regulated maybe we ought to 
say how he is going to be regulated. If we say he ought not to be 
regulated maybe there is some way, as suggested by some of these 
witnesses who have appeared before us, by which we can do some- 
thing about these escalation and favored-nation clauses. 

The one thing we certainly cannot do is pass legislation which will 
keep the price of natural gas down. We may pass legislation which 
will look in that direction, but we cannot control the processes of nature 
or the economic laws. 

Mr. Dies. Will the gentleman yield right there? 

Mr. Hate. Yes. 

Mr. Dres. In other words, we cannot give gas a monopoly over all 
other fuel. 

Mr. Hate. We not only cannot give it a monopoly but we cannot 
tell you that in 1965 coal may not be a much more attractive fuel. 

Mr. Farnanp. No one can answer that question today. 

Mr. Hatz. You can argue that the price increases which disturb you 
so much are occasioned by lack of regulation but it is pretty difficult to 
prove that. 

Mr. Farnanp. Of course, I am without facts, Mr. Hale, to be able 
to prove whether the companies who produce and sell the gas are exact- 
Ing excessive and unreasonable rates, because I don’t have their figures. 
I don’t think this committee does, either. You passed the Natural 
Gas Act in 1938 based upon an extensive hearing by an independent 
agency that made substantive findings, the very essence of which was 
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that the natural-gas industry ought to be regulated in the public 
interest. 

Mr. Hate. Except for the producers. 

Mr. Farnanp. I suppose we could continue to argue this point. 

Mr. Harris. Are there any further questions? 

Mr. Hate. No, Mr. Chairman. 

Mr. Harris. Mr. Heselton ? 

Mr. Hesetron. I have no questions at this time, but I would like to 
submit for the record a short 3-page report to me from the Legislative 
Reference Service. You will recall, Mr. O'Hara raised the question 
of the possible unconstitutionality of the bill which would exempt the 
so-called small producers. I said I would ask for that report. I now 
have it. I think it thoroughly establishes the constitutionality. | 
would like to submit it for the record. 

Mr. Harris. Without objection, it will be received. 

(Document referred to follows:) 


THE LIBRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D. C., April 5, 1955. 
To: Hon. John W. Heselton. 
From: American Law Division. 
Subject: Constitutionality of H. R. 4924. 

The above bill would amend section 1 of the Natural Gas Act, to make it 
inapplicable to ‘‘any sale of natural gas in interstate commerce at or prior to 
the conclusion of production or gathering by a person whose total sales of 
natural gas in interstate commerce individually or in the aggregate with affiili- 
ated producers and gatherers do not exceed on an annual basis 2 billion cubic 
feet computed at fourteen and sixty-five hundredths pounds per square inch 
absolute at 60° F. provided such person is neither a natural-gas company by 
reason of other activities nor affiliated with a natural-gas company.” 

We are of the opinion that a stutute of this character would be constitutional. 
Exclusions based on differences of degree, stated in terms of differences in 
numbers, are commonplace in the law. For example, the Fair Labor Standards 
Act exempts employees of certain newspapers which have a circulation of less 
than 4,000 (U. S. C. 29:2183). The SEC is authorized to exempt from the 
Securities Act of 1933, as amended, issues of securities which do not exceed 
$300,000 (U. S. C. 15:77 (c)). The Trust Indenture Act of 1939 does not apply, 
in stated circumstances to securities issued pursuant to an indenture which limits 
the aggregate principal amount outstanding thereunder to $1 million or less 
(U. S. C. 15:77 ddd). A similar exemption is granted from the provisions 
governing the issuance of securities by motor-vehicle carriers (U. S. C. 49: 314). 
Stockyards in which the area normally available for handling livestock, exclusive 
of runs, alleys, or passageways, is less than 20,000 feet, are exempt from the 
Packers and Stockyards Act (U. 8S. C. 7: 202). The Adamson Act, which estab- 
lished the 8-hour day for railroad employees, exempted certain independently 
owned lines not more than 100 miles in length (U. S. C. 45:65). The Federal 
Unemployment Tax is imposed only on employers of eight or more (U. S. C. 
26 : 3306). 

Occasionally, the objection is raised that a statute is invalid because of exclu- 
sions of this character. But the Supreme Court has consistently rejected these 
arguments. In Wilson v. New ((1917) 243 U. S. 332, 354), it dismissed the 
contention that the exemption of short-line railroads made the Adamson Act 
invalid, with the brief comment that this point “has been adversely disposed 
of by many previous decisions.” In support of this statement it cited a series 
of cases in which State statutes which exempted small enterprises were sustained 
against the charge that they violated the equal-protection clause. 

“To hold that Congress in establishing its regulation is restricted to the 
making of uniform rules,” wrote Mr. Chief Justice Hughes in Currin v. Wallace 
( (1939) 306 U.S. 1, 14) “would be to impose a limitation which the Constitution 
does not prescribe. There is no requirement of uniformity in connection with 
the commerce power * * *” In Mabee v. White Plains Publishing Co. ( (1946) 
327 U. S. 178, 184) the Court held that the exemption of certain small newspapers 
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from the Fair Labor Standards Act did not constitute an unconstitutional 
discrimination against other newspapers. It declared: 

“The fifth amendment does not require full and uniform exercise of the 
commerce power. Congress may weight relative needs and restrict the appli- 
cation of a legislative policy to less than the entire field.” 

Administrative convenience and the expense of enforcing a law against persons 
engaged in small-scale operations have been deemed to be adequate reasons for 
the exclusion of such persons, Steward Machine Co. v. Davis ( (1937) 301 U. 8. 
548, 584). 

Mary Louise RAMSEY, 
American Law Division. 

Mr. Harris. Mr. Staggers? 

Mr. Sraccers. I believe due to the late hour I do not have any ques- 
tions. 

Mr. Harris. Mr. Springer. 

Mr. Sprrncer. Mr. Farnand, would you turn to the last table? 

Mr. FarNANp. Yes, sir. 

Mr. Sprincer. Will you turn to the first column which is the pur- 
chased gas average cost per thousand cubic feet ? 

Mr. Farnanp. The first column? The first column are the volumes. 

Mr. Sprincer. I understood that was in cents. It says “cents” at 
the top. 

Mr. Farnanp. Excuse me, sir, I had the wrong table. This is 
table 7. 

Mr. Sprrncer. That is is cents, Mr. Farnand? 

Mr. Farnanp. That is right. 

Mr. Sprrncer. May I ask you, is that your cost at the gate? 

Mr. Farnanp. That is correct. 

Mr. Sprrncer. Have you broken these figures down so that you can 
tell us what the cost of production is and the cost of transportation 
and all other charges after it has left the producer ? 

Mr. Farnanp. That is shown on table 2. 

Mr. Sprincer. Did you say table 2? 

Mr. FarNanp. That is correct, sir. 

Mr. Sprincer. The figure in column 7 is 9.77; is that correct? 

Mr. Farnanp. That iscorrect. That is 1947 through 1954. 

Mr. Sprrncer. In other words, it has increased from 3.35 to 9.77? 

Mr. Farnanp. That iscorrect. On the system of Northern Natural. 

Mr. Sprincer. Do you know what that has been due to? 

Mr. Farnanp. Ninety percent of production costs are cost of pur- 
chased gas. 

Mr. SprinGeR. Are you saying that 9.77 is what you are paying for 
It 

Mr. Farnann. No. That is the average per thousand cubic feet cost 
of production for Northern Natural Gas Co. 

Mr. Sprincer. What are you paying for it? 

Mr. Farnanp. We are paying the price shown on table 7, column 1, 
to which you first referred. 

Mr. Sprtncer. You say 9.77 is the cost of production of the company 
from whom you buy it? 

Mr. Farnanp. That is correct, for the year 1954. 

Pardon me. That is increase, sir. The actual cost is column 5, 
15.12, 

Mr. Sprincer. In other words, you pay 13.12. The actual cost to 
you at the gate is 37.74; is that correct ? 
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Mr. Farnanp. That is right. 

Mr. Sprincer. So that difference between 13.12 and 37.74 is the 
actual cost of transportation ; is that correct; or that is the cost after 
it leaves the field? 

Mr. Farnanp. Let me point your attention to the fact that the 
37.74 after 1955, in table 7, is for 1955, and if you want to relate 
the figure on table 2 to table 7, you will have to use the 1954 figure, 
because the production costs for 1954 on table 2 would then be related 
to the average gas cost of 32.33 cents to us for 1954. 

Mr. Sprincer. In other words, it is approximately 24 cents more; 
is that correct ? 

Mr. Farnanp. I beg your pardon. 

Mr. Sprincer. I withdraw that question. 

Twenty-four cents is the difference between 13.12 and 37.74, which 
is the cost of the gas after it leaves the field and when it arrives at 
your gate? 

Mr. Farnanp. I think that is a fair deduction. 

Mr. Sprincer. We had some testimony here, Mr. Farnand, some- 
time ago that the cost was 2.37 dollars per M. c. f. in New York. 

Mr. Farnanp. Yes, sir. 

Mr. Sprrncer. They were paying approximately 9 cents in the 
field. Can you tell why it is costing you 13.12 and it is costing them 
only 9 cents in the field? 

Mr. Farnanp. No, sir. 

Mr. Sprincer. Are you paying from the same company ? 

Mr. Farnanp. No, sir. 

Mr. Sprincer. Where does your field originate? 

Mr. Farnanp. It originates in Kansas. Most of our gas comes 
from Kansas. Some of it comes from Texas and some from Mexico. 

Mr. Sprincer. Is the cost of production greater in Kansas than in 
Texas ? 

Mr. Farnanp. I don’t know; I can’t answer that. 

Mr. SprrnGer. You do not know? 

Mr. Farnanp. That is right; I don’t know. Please understand 
there is included in that 13 cents as cost of production some costs 
other than cost of purchased gas. 

Mr. Sprincer. What other costs? 

Mr. Farnanp. Some gathering facilities cost. There is a certain 
amount of administrative expense attached to the gathering plants. 

Mr. Harris. Some processing ? 

Mr. Farnanp. Some processing. They are all part of production 
costs. 

Mr. Sprincer. Is that a part of the transmission company’s obliga- 
tion regulated by the Federal Power Commission or 1s that a part 
of the cost of the producer ? 

Mr. FarNAND. That is a part of the cost of the transmission com- 
pany. 

Mr. Sprincer. Very well. What I am trying to get down to is 
this: What in dollars and cents are you paying per M. c. f. for the gas 
when it is produced ? 

Mr. Farnanp. I don’t think I could answer that. 

Mr. Sprincer. That is something, Mr. Farnand, that is most im- 
portant. I am trying to find out what you are paying to the man 
who produces it. 
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Mr. Farnanp. We are paying our share of all the production costs 
listed on column 5, table 2, plus all other costs listed on column 5, 
table 2, which is an average of 30.77 cents per M c. f. on the system 
of Northern Natural Gas Co. for the year 1954. 

Mr. Sprincer. Now, Mr. Farnand, that still does not give me what 
you are paying the producer, and you are paying him something. 
Can you get that and supply it for the committee? In the case which 
| previously described as the New York case, we actually have the 
figure, Which was about 9 point cents for production alone. 

Mr. Farnanp. Perhaps this may answer your question. In the 
annual report of Northern Natural Gas Co. for the year 1954 they 
make this statement: The average cost of gas purchased by the com- 
pany was 10.4 cents per thousand cubic feet, or 1.3 cents higher than 
the average cost of gas purchased in 1953. 

Mr. Sprincer. Then it is about 10 cents? 

Mr. Farnanp. About ten and a half cents. 

Mr. Serrncer. Does that not compare very favorably then with the 
production as it was in Texas? It is about 10 percent more, I will 
admit. 

Mr. Farnanp. I would think so. 

Mr. Springer. Do you consider that to be unreasonable ? 

Mr. Farnanp. The production costs ? 

Mr. Sprrncer. Yes. 

Mr. Farnanp. It depends on what you mean by unreasonable, sir, 
and that is the crux of this whole thing. From the very point of the 
value of the service rendered to the pipeline, to the distributor, and 
to the ultimate consumer, I think probably you would say that is 
not unreasonable. But in any scheme of regulation, sir, value of the 
service rendered is not a matter that is considered in arriving at a just 
and reasonable rate. 

Mr. Sprrncer. I think the crux of this whole thing as far as your 
case 1s concerned—and I have watched these various cases come in, 
yours, the New York case, and the New England situation—is that 
$2.37 that it costs a fellow when he turns on his burner. The cost 
is 9 cents back there that you are trying to get regulated at this time. 
I do not think it is a fair argument—I will be honest with you and I 
am being as fair as I can—to say that you are going to do a whole lot 
with the cost of gas by regulating that 9 or 10 cents. 

If you have a theory they ought to be regulated, I think that is 
all right. If you honestly and sincerely believe that as a philosophical 
and legal standpoint, I think that is fair. But to say that you are 
going to do something for the public, and that is the statement you 
are making, is trying to demagog this thing when you are not going 
to do anything substantial about regulating. That man out in the 
field is concerned about getting his costs down; is that right? 

Mr. Farnanp. I won’t admit that is right. If he is going to be 
regulated, and if the price which the Federal Power Commission fixes 
bears some relationship to his cost of production, my own notion is 
that the price would come down some. 

Mr. Sprrneer. Let us say we take him down 10 percent. I cannot 
see that the Federal Power Commission will drop him more than 10 
percent under any conditions. 

Suppose you drop him 10 percent. To the man in New York that 
will make one-fourth of a cent in $2.37. 
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Mr. Farnanp. It does not work that way. Let me point this out 
to you. If gas in the field is increased 1 cent, that could very well 
be without any further costs on the part of the transmission cost, or 
on the part of the distributing cost mean a 3-cent increase to the 
residential consumer; and I will tell you why. Residential gas is 
burned at about a 33-percent load factor, so that when it is 1 cent 
on a 33-percent load factor it amounts to 3 cents on his bill. 

Mr. Sprincer. I will assume that all you are saying is right. | 
do not know that, but I will assume that your experience would bear 
that out. I still do not think, even if that is the situation—— 

Mr. Harris. Will the gentleman yield before you leave there? 

Mr. Sprincer. Yes. 

Mr. Harris. That is based on the theory that 33-percent load 
factor is going to assume the entire increase and you are not going 
to pass any on to the industrial customer ? 

Mr. Farnanp. That is correct. 

Mr. Harris. I think that is very important because you have just 
said that 44 percent of your entire load goes to industrial consumers. 

Mr. Farnanp. That is right. I want to emphasize that our indus- 
trial rates in Minneapolis have reached the point where we cannot 
raise them any more. 

Mr. Sprincer. I have 2 or 3 questions, and I will be through shortly. 

Mr. Farnand, these figures that you have produced here showing 
these figures—and I take it those are all true—I want to give you my 
experience. About 1948 is the year I built a house in Champaign, 
Ill. Icould not get any gas, although I used all the influence I could. 
I could not get any gas fora year andahalf. Finally a pipeline came 
through about 25 miles south of my home and I got gas within a few 
weeks. Are not most of these costs here all figured in the increase 
to it; in fact that you discovered and people went out and got new 
fields in production along about this time when there was a terrific 
demand for gas? 

Mr. Farnanp. That is correct. 

Mr. Sprincer. Are not a large part of these costs due to the fact 
that some entrepeneurs discovered new fields and got new pipelines 
in existence, but all that cost a lot of money ? 

Mr. Farnanp. That is true. The same argument holds true with 
the transporter. He was an entrepeneur who spent a lot of money to 
build a gasline without which the gas in Texas would be worth nothing. 

Mr. Springer. I agree. They put the pipelines out because they 
were sure they would have the gas? 

Mr. Farnanp. That is right. 

Mr. Sprincer. The man who put the boring out there had no assur- 
ance ? 

Mr. Farnanp. That is right. 

Mr. Sprincer. There is considerably more risk to that venture. You 
would not compare a pipeline, at least I would not, with a producer 
who puts a hole in the ground in the hopes of obtaining gas? 

Mr. Farnanp. I think it follows. I think there cannot be any ques- 
tion about the fact that the drilling for gas and oil involves more risk 
with your money than the laying of a pipe to transport the gas. 

Mr. Springer. I want to follow to the third premise. I donot know 
whether I am accurate in this. As a utilities lawyer you are certainly 
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familiar with the rate cases of the United States Supreme Court, are 
you not? 
" Mr. Farnanp. In a general way. 

Mr. Sprrncer. Generally speaking that follows a trend, with some 
exceptions. The general trend is that they allow them a percentage of 
rofit ? 

; Mr. Farnanp. That is correct. 

Mr. Springer. You are actually in business as a utility company. 
But how are you going to guarantee the producer anything, and if you 
regulate him you have to guarantee him. He produces 10 dry holes, 
another man produces 2 good holes and 10 dry ones, and another one 
produces 5 good ones and 5 bad ones. At the present time we do not 
guarantee anything until a man comes in with gas. Ifa man drilled 1 
hole that was good he could charge off the other 9 holes. 

Mr. Farnanp. There is no question about it. 

Mr. Sprincer. Are you not guaranteeing the inefficient producer 
under this procedure that you have ? 

Mr. Farnanp. I suppose you might find a few here and there that 
you could classify as inefficient producers. But mind you, Mr. 
Springer, the very thing that you wonder how it can be done has been 
done by the Federal Power Commission ever since 1938 and with ref- 
erence to the operation of Northern Natural Gas. Co., it is a producer 
of gas, the Federal Power Commission has been allowing Northern 
Natural a return on the investment of its leaseholds but in addition 
to that has been exacting from the ultimate consumer on Northern’s 
line all of the costs which Northern incurred in the development of 
these gas reserves including every dry hole that they put down. 

Mr. Sprincer. That is true. They have been a problem producer. 

Mr. Farnanp. That is correct. 

Mr. Sprincer. The problem that disturbs me is what you are going 
to do about the inefficient producer. 

You drew a parallel here a few minutes ago between a telephone 
company and a gas producing company, I take it. The largest user of 
copper, I believe, in America is American Telephone & Telegraph. On 
the theory that you could give the customer lower cost would you 
agree that the Federal Government should go in and regulate copper? 

Mr. Farnanp. Mr. Springer, I am not prepared to make a bold, flat 
statement. that the Federal Government should or should not go in 
to regulate copper. I do impress upon you the fact, however, that 
the Federal Government has seen fit to pass an act declaring that it is 
in the public interest to regulate the natural gas business. It has never 
made such a finding with reference to the production of copper. 

Mr. Sprincer. I am in agreement with you. I just ask as to what 
your general philosophy is. That is what I am trying to get at. Do 
you believe we should pursue this one step further and regulate the 
integral parts of public utilities that have not been regulated before? 

Mr. Farnanp. No. I am not making any such claim. I am trying 
to impress you with this fact, though, that in the natural-gas industry 
where you leave an important segment of it unregulated and where 
you say another segment of it must be regulated, then your declaration 
of that the other segment of it must be regulated really is meaningless. 

Mr. Sprincer. Just this last point. 

Mr. Farnand, was it your thought since the time that this act was 
passed that the Federal Power Commission had the power to regulate 
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the producers and gatherers of natural gas? Has that always been 
your theory ? 

Mr. Farnanp. Sir, there is an attorney for a natural-gas pipeline 
that owes me $5 on the Phillips decision. I bet him that the Supreme 
Court would sustain the circuit court of appeals, if that answers your 
question. That was my view of the law as I saw it. 

Mr. Sprincer. Here is the thing that isin my mind. Here was a law 
that was being administered by a commission since about 1937 or 
1938. That is almost 17 years. On that Commission, as I ran the 
roster the other day, I believe there have been 13 lawyers. Nota single 
one of those lawyers, as far as I have ever gotten any indication, have 
ever believed that they had the power to regulate producers and gath- 
erers of natural gas. On that Commission I would say that there were 
some lawyers as good as there are on the Supreme Court of the United 
States. Those people were supposed to follow the act. They inter. 
preted the act to mean that they did not have the power to regulate 
the producers and gatherers of natural gas. 

Mr. Farnanp. The Commission, as you probably know, had at one 
time said we do have the power, and another time said we do not have 
the power. They passed an order, for instance, 139, in 1947, I believe, 
in which the said that it would now be the policy of the Commission 


to regulate the producers of natural gas following the decision of the 
Supreme Court in the interstate case. 

Wait a minute, it was just the reverse. Order 139 said they would 
not. Back in 1950, I believe, they came out with order 154, which said 
they would regulate them. 

Mr. Sprincer. And they have been regulating them since 1950? 


Mr. Farnanp. No. 

Mr. Sprincer. I believe that is all, Mr. Chairman. 

Mr. Harris. Mr. Farnand, would it be convenient for you to be 
back at 2 o’clock because other members of the committee have other 
questions ? 

Mr. Farnanp. It will be convenient, but I will be weak, Mr. Chair- 
man. 

Mr. Harris. The committee will adjourn until 2 o’clock. 

(Whereupon, at 12:20 p. m., the hearing was recessed to reconvene 
at 2 p.m. the same day.) 


AFTER RECESS 


(The committee reassembled at 2 p. m., pursuant to the taking ofa 
recess, Hon. Orin L. Harris, presiding.) 
Mr. Harris. The committee will come to order. 


STATEMENT OF P. L. FARNAND—Resumed 


Mr. Harris. Mr. Farnand, you may resume. 

Mr. Rogers, you had some questions? 

Mr. Farnanp. Thank you, Mr. Chairman. 

Mr. Rogers. Mr. Farnand, I have just 1 or 2 questions I want to 
ask you. I want to clear some matters up. 

Did I understand you to say that if the price of gas in the field was 
increased 1 cent a thousand cubic feet, that that would mean that the 
increase to the consumer would probably be around 3 cents? 
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Mr. Farnanp. Yes, sir; I said that. 

That, as Mr. Harris pointed out, however, that must be explained 
in this way: If the price is increased by 1 cent per M c. f. in the field, 
and that 1-cent-per-thousand-cubic-feet increase is at the city gate—— 

Mr. Rocers (interposing). I understand. 

Mr. Farnanp. And you are not able, by virtue of the change, to 
charge that to your industrial consumers, because the rate is so high 
that you cannot raise their rates, then the entire 1 cent must be borne 
by the residential consumer. Now, he operates—his gas is actually— 
it is less than 3314 percent. 

Mr. Roerrs. Yes; I understand that; but, actually, the way it oper- 
ates is, regardless of what factors that causes it, the increase would be 
on about a 3-to-1 ratio by the time it gets to the consumer ? 

Mr. Farnanp. And assuming that the residential consumer had to 
bear the entire 1 cent. 

Mr. Roerrs. In other words, if the price went up 10 cents per thou- 
sand cubic feet at the well, that would be an increase of about 30 cents 
to the consumer ? 

Mr. Farnanp. If the consumer bore all of that increase. That has 
not been 

Mr. Rogers. I understand. Now, if you reduce the price of that 
gas at the wellhead 10 cents, how does that work, in reverse? Would 
it reduce the price per thousand cubic feet to the consumer 30 cents? 

Mr. Farnanp. Sir, I do not know that I can answer that. 

Mr. Rogers. Why can’t you? Now, you have given us a picture 
here that looks pretty black from the standpoint of increasing 1 cent 
on the basis of the field price and that that means quite an increase, 
3 to 1, to the consumer; and what I do not understand is why there 
has not been some study made of these things in reverse. 

Mr. FarNanpD. Well, the trouble is there has been no reverse in the 
past several years. It has all been up, and up, and up. 

Mr. Rocers. Yes, sir. Well, that is the thing that I have heard a 
lot of talk about, increases to the consumers, and that is the thing 
that I want to get at. 

I built a house one time, and I thought that the price was too high 
and I said that the price was too high. They ald. “Well, you have 
got a basement in there and that basement represents $2,000.” I said, 
“Well, take the basement out.” And they did, and knocked off $300. 

Now, it looks to me like that is the problem of what is going on in 
this business, trying to lay the cost increase to the consumer on the 
doorstep of the producer, where I don’t think it belongs. 

Mr, Farnanp. I think that my figures demonstrate that that is the 
fact, insofar as our company is concerned. 

Mr. Rogers. Yes, Mr. Farnand. Your figures are wonderful and 
I want to compliment you on the fine case you have made, from the 
standpoint and on behalf of what you are for; but I wish we had time 
to fill in many gaps that are left in those figures. In this business of 
where you say there has been an increase, in 1955 over 1949, and this 
is shown in your table 7, of 19.76 cents per thousand cubic feet of gas. 

Mr. Farnanp. That is right. 

_ Mr. Rogers. All right. How much was the field price of gas 
Increased, in cents, during that period of time? 

Mr. Farnanp. If you go back to table 2, you will find that the 

production cost is increased by 9.77 cents. 
61557—55—pt. 1——57 
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Mr. Rogers. Increased by 9.77 cents? 

Mr. Farnanp. That is right. 

Mr. Rocers. All right. Now, then, that is less than 50 percent of 
the figures you have in table 7, is it not? 

Mr. Farnanp. That is right. 

Mr. Rogers. Now, somebody else increased the cost somewhere before 
that gct to the consumer, did they not? There was a 100 percent 
increase somewhere along the line, was there not ? 

Mr. Farnanp. Well, I do not think that that necessarily follows, 
The facts are that most of the increase in the cost of Northern Natural 
Gas Co.’s gas from 1947 to 1954, is attributable to production costs. 

Mr. Rocers. To production costs ? 

Mr. Farnanp. Yes, sir; and production costs comprise, as North- 
ern’s auditor has advised me, approximately 90 percent purchased gas, 

Mr. Rogers. Oh, well, Mr. Farnand, let us see about that. What 
is that 90 percent you are talking about? You are talking about a 
90-percent increase and you were talking about a 90-percent increase 
this morning. 

Mr. Farnanp. That is right. 

Mr. Rogers. Of the production costs ? 

Mr. Farnanp. That is right. 

Mr. Rogers. Of course, 90 percent of 10 cents is not near as much as 
20 percent of 90 cents, is it? 

Mr. Farnanp. Well, I have not followed your arithmetic that fast. 

Mr, Ronuns, Well, 90 percent of 10 cents would be 9 cents, would 
it not? 

Mr. Farnanp. That is right. 

Mr. Rogers. Well, now, 10 percent of a dollar would be—— 

Mr. Farnanp. Ten cents. 

Mr. Rocers. Ten cents. 

Mr. Farnanp. That is right. 

Mr. Rocers. So the actual percentage can be a little misleading, 
can it not? 

Mr. Farnanp. Well, it depends upon what problem you are rais- 
ing, sir. The Mc. f. cost of gas in production has gone up 291 per- 
cent and 90 percent of that is attributable to purchased gas. You 
cannot deny the fact that the basic reason for the increase in produc- 
tion costs has been the increase in the price of purchased gas. 

Mr. Rogers. Now, how much do you get for your gas that you sell 
to the consumer, per thousand cubic feet? 

Mr. Farnanp. On the average? 

Mr. Rogers. On the average. 

Mr. Farnanp. On the average, our gas revenues per M ce, f. for 
the year 1954 was 59.4 cents. 

Mr. Rogers. Yes. Now, Mr. Farnand, I am not talking about 
that. I am talking about this. You have bills that you submit to 
customers ? 

Mr. Farnanp. That is right. 

Mr. Rocers. Now, then, what is the rate that you charge for the 
first thousand cubic feet of gas on bills that you send to the customers 
that you expect them to pay ? 

Mr. Farnanp. All right; just a moment. 

Mr. Rogers. Residential. 

Mr. Dies. That is residential. 
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Mr. Rocrrs. Residential. 

Mr. Farnanp. I have our rate schedules in my files here somewhere. 
We have 2 different rates, 1 in the city of Minneapolis and 1 in 
suburban areas. 

In the city of Minneapolis, for the first 300 cubic feet or less per 
month, $1. For the next 29,700 cubic feet per month, 87 cents. 

Mr. Rocers. The next 29,700 feet ? 

Mr. Farnanp. That is right. 

Mr. Rogers. In other words, you would have a balanced rate there 
of—you say about 88 cents? 

Mr. Farnanp. Eighty-seven cents. 

Mr. Rogers. You would have a balanced rate there of around 88 
cents for approximately 30,000 cubic feet of gas? 

Mr. Farnanp. I have not figured it out. 

Mr. Rogers. Well, now, don’t you keep those averages, your 
company ? 

Mr. Farnanp. Yes. I have got the averages on the table there. 

Mr. Rogers. No, no; I am not talking about the average. That 
average includes a lot of industrial sales. 

Mr. Farnanp. The residential average is on that page, too. 

Mr. Rogers. Table 7. 

Mr. Farnanp. Table 7. 

Mr. Rocers. Here is what I want to ask about, and I think this 
will clear it up. 

Your company, and of course, the gas people have made researches 
as to people using gas, have they not, Mr. Farnand ? 

Mr. Farnanp. I assume they have. 

Mr. Rogers. Now, what is the average amount of gas consumed in 
1 year by the average householder; residential user, in this country? 

Mr. Farnanp. Well, I do not know what it is for this country. I 
think this figure for Minneapolis shows about 160,000 cubic feet. 

Mr. Rocers. 160,000 cubic feet ? 

Mr. Farnanp. Yes, sir. 

Mr. Rogers. A year ? 

Mr. Farnanp. Yes, sir. 

Mr. Rogers. Per customer? 

Mr, Farnanp. That is right. 

Mr. Rogers. Now, what is the average bill, about? Do you not have 
those figures ? 

Mr. Farnanp. I do not, sir. 

Mr. Rogers. You mean your company does not have them ? 

Mr. Farnanp. They may have them, and if you would like a state- 
ment, I would be glad to send you one showing what the average bill 
would be per year, for this 160,000 cubic feet, based on the rates I 
have given to you. 

Mr. Rogers. Yes; I would like to have that. 

Mr. Farnanp. Yes. 

Mr. Rogers. I think it is important. 

(Mr. Farnand later submitted the following information :) 


Cost or GAS FoR AVERAGE RESIDENTIAL USER IN MINNEAPOLIS 


The figure of 160,000 cubic feet is the amount of natural gas which the average 
householder in Minneapolis uses in a year for house heating only. Based on 
Presently effective rates in the city of Minneapolis, the cost to the average house- 
holder for this 160,000 cubic feet is $148.07. The average house that uses 





894 NATURAL GAS 


natural gas for house heating and domestic purposes will use approximately 
187,000 cubic feet per year. For this latter volume the average householder 
will pay at the present rates $171.56 per year. 

Mr. Rocers. Now, what about the B. t. u. gas you are delivering? 

Mr. Farnanp. One thousand. 

Mr. Rocers. One thousand ? 

Mr. Farnanp. Yes. 

Mr. Rogers. In other words, it has the same heating content as the 
gas that you buy from the pipeline ? 

Mr. Farnanp. All of the gas which we distribute is straight natural 
gas. 
Mr. Rocers. All of the gas which you distribute is straight natural 
gas? 
Mr. Farnanp. Yes, sir; with the exception of those days when we 
use some of our standby equipment for peak shaving. We manufac- 
ture a little gas on some very cold days. 

Mr. Rogers. But, you do not manufacture a great deal ? 

Mr. Farnanp. It is insignificant. 

Mr. Rogers. It is not a very large percentage ? 

Mr. Farnanp. That is right. 

Mr. Rocers. Well, now, of course, Mr. Farnand, you would have to 
admit that if the price of gas per thousand cubic feet at the wellhead 
is approximately 9 cents, if that gas were given to your company, it 
would not measurably reduce the bill that you send to the consumer. 

Mr. Farnanp. Oh, I think it would, Mr. Rogers. 

Mr. Rogers. How much would it reduce it ? 

Mr. Farnanp. Well, I do not know the amount, but our average 
M c. f. cost of purchased gas, if it were reduced at the city gate by 9 
cents, it would have a considerable effect; a considerable effect on the 
rate that our ultimate consumers would pay. 

Mr. Rocrers. You mean that it would decrease it in a 3-to-1 ratio’ 

Mr. Farnanp. It could well do it. 

Mr. Rocers. Otherwise, if it were raised 10 cents, 9 or 10 cents— 

Mr. Farnanp (interposing). I say, I have never figured it out, 
never figured out that ratio in reverse, because it just has not happened, 
just has not been any. We just have not had that experience. 

Mr. Rogers. But you have concluded, after studying this, that the 
producers of gas should come in under Federal jurisdiction ? 

Mr. Farnanp. That is right. 

Mr. Rocers. Be subject to Federal jurisdiction. 

Mr. Farnanp. That is right. 

Mr. Rogers. What about your utility company ? 

Mr. Farnanp. Well, what about it; what do you mean? 

Mr. Rogers. Don’t you think that you should be under the Federal 
Power Commission too ? 

Mr. Farnanp. Mr. Rogers, I do not think it could be, because it 
is a local intrastate business. 

Mr. Rogers. Well, you have just 

Mr. Farnanp (interposing). And the Congress of the United 
States does not have the right to regulate intrastate businesses. It 
has the right to regulate an interstate business, but not an intrastate 
business. 

Mr. Rocrers. They are using an interstate product, are they not? 
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Mr. Farnanp. That is correct, but still it is an intrastate business in 
that it is completely local distribution. 

Mr. Rogers. But that is only because, Mr. Farnand, the courts have 
not extended their definition far enough to take you into interstate 
commerce, is it not ? 

Mr. Farnanp. I think under the decisions of the Court, the Court, 
as I would interpret it, the local distributing company is not engaged 
in interstate commerce. 

Mr. Rogers. But they are using a product that came through inter- 
state commerce. 

Mr. Farnanp. That is correct. 

Mr. Rogers. Now, let us look back and see about the independent 
producer who is producing gas out of a well—and you testified this 
morning that if that is sold, that product, to a man who is engaged 
in interstate commerce, then he becomes engaged in interstate com- 
merce and ought to be subject to the Federal Power Commission. 

Mr. Farnanp. That is what the Court held. 

Mr. Rogers. That is just the point that I am making. The courts 
have defined a lot of people into interstate commerce, at our end of 
the line, but you do not want them to be defined in interstate com- 
merce at your end of the line, do you ? 

Mr. Farnanp. The Northern Natural Gas Co. that sells to the 
Minneapolis Gas Co., at the city gate, is subject to the jurisdiction 
of the Federal Power Commission, because that is a sale at the city 
gate where the interstate transportation ends and is a sale for resale 
and interstate commerce. 

Now, when the Minneapolis Gas picks up the gas and sells it to Joe 
Smith, on 11th Avenue South, in Minneapolis, that is not a sale in 
interstate commerce. 

Mr. Rocrrs. Yes, sir; I understand that, Mr. Farnand. What it is 
is simply this, that out at our end of the line, it is bought and sold 
and that is under interstate commerce, but under your end of the line, 
only one party of the sale gets under interstate commerce. That is 
what the courts have done. I do not want to debate the question with 
you, because I have been against it all along, Mr. Farnand. I do not 
think that the courts have been fair in what they have done in defining 
these people into interstate commerce. 

Let me make this observation with reference to our end of the line. 

Mr. Farnanp. There are a lot of sales made down there, in Texas, 
where the gas sales are in Texas, and that is not in interstate commerce. 

Mr. Rogers. There is no question about that. 

Mr. Farnanp. That is the same with us. 

Mr. Rogers. Those are intrastate sales. 

Mr. Farnanp. That is correct. 

Mr. Rogers. And if you were buying your gas from somebody who 
was producing in your State, it ought to be an intrastate sale. 

Mr. Farnanp. That is right. 

Mr. Rogers That is exactly right. 

Mr. Farnanp. That is right. 

Mr. Rogers. In other words, you are willing for the people in our 
section of the country to be included in the jurisdiction of the Federal 
Power Commission, but you are not-willing to-go there yourselves, 
are you ? 
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Mr. Farnanp. I am saying that the Natural Gas Act, as it has been 
interpreted by the Supreme Court, should have its full effect. 

Mr. Rocers. I am not asking you what the Natural Gas Act does, 
I am asking you for your opinion. I want to know, want to find out 
what the opinion of the people who are engaged in this business js, 
I think it is very important to this country to know what the opinion 
of some of the people in these public utilities is; what their attitude 
is, in regard to Federal control and centralization of government, 

I think it is one of the most dangerous things this country has got 
to face today and I think we ought to get the chips on the table where 
we can see them. 

Mr. Farnanp. Well, Mr. Rogers, my opinion is that in 1938, the 
Congress of the United States, after an exhaustive administrative 
hearing, decided that the natural-gas business should be regulated. 

Now, I do not know that this committee has had a similar exhaus- 
tive hearing which would now justify the committee in concluding, 
after the courts have held that the production end of it ought to be 
regulated, that the production should not be regulated. 

Insofar as the Federal control is concerned, it is not our company 
who urged the passage of the Natural Gas Act. 

Mr. Rogers. I did not say it was. I was not asking you about that. 

Mr. Farnanp. It was the Congress of the United States who adopted 
the Natural Gas Act and they said, in the interest of the people of this 
country, the natural-gas business should be regulated. That is a very 
definite finding in the Natural Gas Act itself. 

Mr. Rocrers. Now, Mr. Farnand, let me carry that just one point 
further, and then I will quit. I do not want to argue about that, be- 
cause I do not think we will agree. 

You testified this morning that the exemption of the producer and 
the gatherer was fine and dandy, but when that fellow sold that gas 
to an interstate pipeline, he became a natural-gas company, and that is 
what the Court held in the Phillips case. 

Mr. Farnanp. That is right. 

Mr. Rocers. And you, as a lawyer—and I know that you are a good 
one. I know you by reputation. Don’t you think if the Congress 
had intended what the Supreme Court held in the Phillips case, there 
would have been no necessity whatever to have mentioned production 
and gathering as being exempt; would there? 

Mr. Farnanp. No, sir; I do not agree with that. 

Mr. Rocers. Well, you said this morning that they could produce 
and gather all of the gas they wanted to, but they could not sell it. 

Now, what do you suppose that Congress thoucht that they could do 
with that gas after they produced it and gathered it? 

Mr. Farnanp. They could sell it in interstate commerce and they 
said in the act that that was a sale in interstate commerce and subject 
to the jurisdiction of the Federal Power Commission. 

Mr. Rocers. And suppose that the man producing and gathering 
did not want to come under the jurisdiction of the Federal Power Con- 
mission ? 

aan Farnanp. I assume he would not want to go into the business 
then. 

Mr. Rocers. In other words, he would just store his gas and hold it! 
That is all he could do? 

Mr. Farnanb. They are doing it today, some of them, Mr. Rogers. 
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Mr. Rogers. That is all, Mr. Chairman. 

Mr. Harris. Mr. Heselton. 

Mr. Heseiton. Has oo company made any studies as to the com- 
parative cost of coal and oil and gas for fuel purposes? 

Mr. Farnanp. We have some. I obtained some figures from one 
of the vice presidents of our company which show the following, for 
the year 1954: Residential gas per therm, 0.0960; fuel oil, No. 2, per 
therm, 0.09528 ; stoker, West Virginia coal, per therm, 0.07319. 

Mr. Heseiton. Does that study carry far enough to show, over a 
recent period of time, what the increased costs were for those prices 
of fuel 

Mr. Farnanp. Yes. For example, in 1947, the per therm cost of 
No. 2 fuel oil was 0.0767; and the per therm cost in 1954 for the same 
number of fuel oil, 0.09527; in 1947 per therm, residential gas was 
0.0825. And the increase, it increased to 0.0960 in 1954. 

Now, on the basis of our estimates for 1955, which are subject to 
adjustment, as I explained this morning, when the rate is finally fixed 
with the Federal Power Commission, but on the basis of the estimates 
for 1955, the per therm cost of gas is 0.105, and the per therm cost of 
fuel oil in February 1955, No. 2 fuel oil, was 0.098. 

You see, the gas 1s beyond it. 

Mr. Hesetton. In your opinion, is there a - at which the use 
of natural gas will price itself out of the market ? 

Mr. Farnanp. Yes, sir. 

Mr. Hesetron. How far away is that? 

Mr. Farnanp. Now, that is a very difficult thing to say. 

Mr. Hesetron. I realize that. I would like to have your opinion. 

Mr. Farnanp. That is a very difficult thing to say. I believe that 
the price of natural gas could go somewhat beyond the price of a 
competitive fuel, like fuel oil, because of the fact that it is cleaner and 
more convenient; but just how far that point would be, I am not ina 
position to say. I do not know. 

If you were here this morning, when I gave to you the experience of 
the city of Dubuque, Iowa, where they asked for 10 million feet and 
got it from the Federal Power Commission, and are today asking that 
that be reduced to 5 million feet, because they just have not been able 
to sell it like they thought they were going to be able to and the reason 
is the competition of fuel oil and coal. 

Mr. Hesetron. How much of the consuming market does your com- 
pany supply? What percentage would you say? 

Mr. Farnanpb. Well, I would say, so far as residential heating is 
concerned, we supply—I am making an estimate here now—we supply 
perhaps 70 percent of the market. 

Mr. Heseiton. And as I understand it, that is all natural gas? 

Mr. Farnanp. Straight natural gas. 

Mr. Hesettron. You previously manufactured gas? 

Mr. Farnanp. Yes. 

Mr. Hesetron. And there is no anticipation that you will return to 
that at this moment? 

Mr. Farnanp. No; there isnot. Unless, of course, the cost of natural 
gas reached the point where the company management might have to 
do something by way of supplying a substitute; but that would, of 
course, be very, very, difficult. 
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Mr. Hesetron. On March 31, Mr. Robinson was before the commit- 
tee. I called his attention to certain information that I had, which 
probably has changed since the information came out, indicating that 
the residential consumers in the country were 19,732,000; commercial, 
1,594,000; industrial, 8,000; others, 25,000, or a total of 21,731,000. 

Now, my colleague, Mr. Harris, and I had some questions on that 
point, I do not think it was thoroughly brought out, and the record 
should be made clear. Perhaps you can help us do this. Is it nota 
fact that if the so-called Harris bill were enacted insofar as contracts 
are concerned—and limited, I should add in all fairness—limited to 
those contracts to the escalation clauses, favored-nation clauses, escape 
clauses, the consumers would be utterly helpless, so far as getting any 
protection in terms of prices concerned; that is, the Federal Power 
Commission would be ousted from their jurisdiction and the State 
commissions would have no jurisdiction. 

Mr. Farnanpv. That is right. That is the way we interpret it. 

Mr. Hesevron. Does your company have contracts with any of those 
clauses in them ? 

Mr. Farnanp. No; we do not. We have one contract with the 
Northern Natural Gas Co. We do not buy gas direct from any pro- 
ducers. All of our gas is furnished to the city gate by the Northern 
Natural Gas Co., under a form of contract approved by the Federal 
Power Commission; the same type of contract that the Northern has 
for all of its distributing companies. 

Mr. Heseviron. Speaking of competitive fuel, and approaching it 
from an overall point of view, there is, of course, an increased activity 
in terms of these experimental atomic-energy plants. There are some 
7 or 8 of them. There is one, I am very glad to say, coming into my 
own district. 

Does your industry anticipate that the atomic-energy picture will be 
as bright as Chairman Strauss indicated and that within the next 10 
years, it will be competitive with fuels ? 

Mr. Farnanp. That question is pretty much a question of manage- 
ment and I do not know that I would be quite able to answer that with 
any definiteness or authority. 

I think that the thinking of our management is that the time isa 
little bit further away than 10 years. 

Mr. Heseiron. The Consolidated Edison Co. apparently is expect- 
ing to produce power at its Peekskill plant at a cost of only 9 mills per 
kilowatt-hour. I understand that is in contrast with the average cost 
per kilowatt-hour of 7.5 mills for electricity generated with the latest 
type of steam plant. 

So, there is not so much of a spread. 

Mr. Farnanp. That is right. 

Mr. Hesevton. Presumably with the changeover and the emphasis 
on peacetime uses of atomic energy, that is a factor that will have to 
be taken into consideration by this committee in judging the prob- 
abilities. 

Mr. Farnanp. That is right. 

Mr. Hesei.ton. I want to compliment you on your statement and on 
your testimony. You have been extremely helpful. 

Mr. Farnanp. Thank you. 

Mr. Hesevron. Mr. Chairman, some days ago I asked the Chairman 
of the Federal Power Commission when he was here to check my un- 
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derstanding that 30 companies owned a total of 134,300 billion cubie 
feet of gas, which is approximately 63 percent of the total recoverable 
reserves of the country. 

That report was referred to the committee. I do not know whether 
it has been offered for the record or not. If it has not, I would like 
to have it offered. 

The CoarrMan. It isin the record. 

Mr. Hese.ton. I would like to make a further request that upon 
studying this, I notice that there are some half a dozen or more com- 
yanies, as to which no information is available; no data are available. 
f do not understand that there is any breach of confidence with the 
companies—just that they have not been asked. Most of the companies 
have either furnished the information, or the data has been available. 
I wonder if it would be possible for the staff to complete that table, 
by writing to the 6 or 8 companies we have no information on and 
have the revised table submitted for the record. 

The Cuarrman. If you will submit the names of the companies to 
the staff, we will make an effort to do that and complete the table, 
Mr. Heselton. 

Mr. Hesevton. Thank you. 

The Cuatrman. Mr. Dies, do you have any questions? 

Mr. Dies. Just a few, Mr. Chairman. I do not want to take up 
very much time. 

I just want an explanation about your tables here. I notice in table 
2, you give the gross plant value in 1948 as $85,695,000. 

Was that the value of the plant? 

Mr. Farnanp. That is the cost ; the original cost, Mr. Dies. 

Mr. Dries. Of the distributing company ¢ 

Mr. Farnanp. No; the Northern Natural Gas Co. 

Mr. Drrs. I see. 

Mr. Farnanp. You are referring to table 2. 

Mr. Dries. Northern Natural Gas Co. ? 

Mr. Farnanp. That is correct. 

Mr. Dies. Then they expanded, increased that cost to $281,316,000 
by 1954. 

Mr. Farnanp. That is right. 

Mr. Dies. Or an increase of 328 percent. 

Mr. Farnanp. That is right. 

Mr. Dies. Now, when did your company begin using natural gas? 

Mr. Farnanp. We first began using natural gas in 1934, 

Mr. Dies. Way back there? 

Mr. Farnanp. Yes, sir. 

Mr. Dies. What were you using before ? 

Mr. Farnanp. Manufactured gas. 

Mr. Dies. What was the cost of manufactured gas to you; do you 
know? 

Mr. Farnanp. I do not know. 

Mr. Dres. It was considerably more than natural gas? 

Mr. Farnanp. I would say so; yes, sir. 

Mr. Dres. And your company has expanded considerably since 
you changed to using natural gas? 

Mr. Farnanp. Very much so. 

Mr. Dres. In fact, from 1949 until 1953, according to the figures of 
the Federal Power Commission—do you have a statement showing the 
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growth of your company? Do you have it in terms of the number of 
customers, say from 1950 to the present time ? 

Mr. Farnanp. Yes, in 1950 we had a total number, we had a total 
number of customers of 155,787, and in 1954, 186,192. 

Mr. Dres. And what has been the increase in the value of your dis- 
tributing company ; what daes it show there? Do youhavethat? The 
point I am trying to make is 

Mr. Farnanp. It may be here. 

Mr. Dries. The point that I am interested in is that your company 
has grown very much. 

Mr. Farnanp. Very much, sir; and the result of the-—— 

Mr. Dres. I will get to that in a minute. 

Mr. Farnanp. Yes. 

Mr. Dies. But your company has grown very much and until quite 
recently, you did not increase your rates, did you ? 

Mr. Farnanp. That is a fact; our rates were not increased until 
Northern began increasing them at the city gate. We had a history 
of going down. The first rate increase that Northern made was in 
1950 and up until that time 

Mr. Dres (interposing). Well in 1950—your costs were less than 
they were in 1949, to the consumer ? 

Mr. Farnanp. Residential consumer ? 

Mr. Dries. Residential consumer. 

Mr. Farnanp. That is correct. 

Mr. Dres. And you were able through the use of natural gas to 
expand your facilities considerably ? 

Mr. Farnanp. That is correct. 

Mr. Dres. Increase the value of your company and for a long time, 
to absorb all of the increased costs, production costs, and everything 
else ; is that not true? 

Mr. Farnanp. That is right. 

Mr. Dres. So that during all of that period you have no complaint? 

Mr. Farnanp. No, sir. 

Mr. Dres. I mean you did magnificently well. 

Mr. Farnanp. As a matter of fact, Mr. Dies, I opened my state- 
ment this morning by congratulating the Congress of the United 
States for passing the Natural Gas Act and I should also add that I 
wish to congratulate the members of the Federal Power Commission 
over the years for the overall good job they have done for the ultimate 
consumer. 

Mr. Dres. You covered that this morning. 

Now, what did your company earn in 1954? 

Mr. Farnanp. I think it is 5.24 percent. 

Mr. Dies. 5.24 percent ? 

Mr. Farnanp. I think that is right. 

Mr. Dres. And how does that compare with earnings in 1955? Do 
you have any estimate? 

Mr. Farnanp. No; we do not. 

Mr. Dries. Well, prior to 1954, how does that compare, with 1950! 
Is that about the average earnings, 5.24 percent ? 

Mr. Farnanp. No; I would say that the average was a little better 
than that; maybe 6.5. 

Mr. Dres. Your average earnings are about 6.5 percent? 

Mr. Farnanp. I think that is about right. 





Mr. Dries. And are you limited by your local regulating body as: to 
how much you can make ? 

Mr. Farnanp. Yes, sir. 

Mr. Dies. How much are you limited to? 

Mr. Farnanp. We have a franchise, a contract with the city of 
Minneapolis, that specifies X dollars that we can earn in a given 
year and then, in addition to that, we are allowed to earn 6.5 percent 
on the net additions and betterments. 

Mr. Dies. What is the total maximum that you could earn; what 
was it in 1954? 

Mr. Farnanp. That was referred to in the ordinance of the Min- 
neapolis Gas Co. as to the allowable annual return, which is the net 
the company, after paying all operating expenses, That figure is 
$9,551,561. 

Mr. Dries. The point I am making is, Did you earn the maximum 
you were entitled to earn ? 

Mr. Farnanp. We did not in 1954. That is why we had that adjust- 
able-rate provision. Some years we are over and some years we are 
under, and we make it up. So, if we are over, it redounds to the 
benefit of the ratepayer next year, and if it is under, he has to make 
it wp the next year. 

r. Dies. Well, so far as your figures show, how much in the past 
10 mere mee often have you been over and how often have you been 
under 

Mr. Farnanp. Mr. Dies, I do not know. 

Mr. Dies. Do you have any idea? 

Mr. Farnanp. It varies. Weeven up. Let me put it this way. We 
ended up in 1954, with an overage not based on our normal operations, 
because in that year we received from the Northern Natural Gas Co. 
a refund as the result of the closing litigation in connection with city 
gate rates involving 2 or 3 years. 

Mr. Dies. Well, of course, during all of this time that you have 
expanded your company, and grown, and made a very nice return, it 
has been while the production of gas has been unregulated. 

Mr. Farnanp. That is correct. 

_Mr. Dries. At no time has it been regulated, even up to the present 
time. 

Mr. Farnanp. That is right. 

Mr. Dies. It is not regulated now. 

Mr. Farnanp. That is right. 

Mr. Dies. Competitive conditions among the producers have been 
satisfactory, so far as your company is concerned, because you have 
been able, under those conditions, to do very nicely. 

Mr. Farnanp. Yes. 

Mr. Dies. Up to date. 

Mr. Farnanp. That is right. 

Mr. Dies. Now, what you really fear is that in the future, the gas 
prices will continue to rise until such time as it becomes competitive 
with coal and oil and other forms of energy. 

Mr. Farnanp. Well, it is right at that stage today. 

Mr. Dres. Well, it really is not, because it has so many advantages 
besides the price; does it not? You yourself mentioned that. 

Mr. Farnanp. That is right. 





902 NATURAL GAS 


Mr. Dries. Cleanliness. 

Mr. Farnanp. Even with those 

Mr. Dies. More convenient, and all of those things, enter into the 
economic picture, do they not ? 

Mr. Farnanp. That is right, but even those advantages, with those 
advantages, there are some communities that are having difficulty, 
Let me point this out, Mr. Dies. Let me opint this out to you. Under 
the tariff of the Northern Natural Gas Co., the distributing companies 
are required on the first of May of each year to advise Northern the 
total volume of gas, additional, that they want the following fall— 
18 months later. 

All right, on April 1, 1954, the distributing companies of Northern 
Natural said, “We want 60 million feet in the fall of 1955, additional.” 
Our company asked for 12 million. 

Northern then filed its application to bring in gas from Canada, 
from the Alberta fields in Canada, and as required by the rules of the 
Federal Power Commission, they have to list the price that they 
thought would exist if these facilities were built, and the gas came in 
from Canada. 

Now, the price was so high, that those distributing companies with- 
drew their request for 60 million feet and reduced it to 40 million feet. 

Now, I use that to illustrate the fact that the price condition of 
natural gas today is right there. 

Mr. Dies. In other words, you fear that customers will prefer some 
other form of energy; prefer to go back to coal, or to go to fuel oil, in 
preference to gas. That is what you fear so far as the future is con- 
cerned; but so far as the past is concerned, as I said, you could not 
have any cause for complaint with respect to your company, because 
as far as the figures I have here, from every standpoint show, you have 
had a remarkable success. 

Mr. Farnanp. Right; but Mr. Dies, let me say this to you. I am 
not only here speaking for the Minneapolis Gas Co. 

Mr. Dries. I understand that. 

Mr. Farnanp. I am speaking for 136,000 homeowners. 

Mr. Dres. I understand that. 

Mr. Farnanp, In Minneapolis—and they do not like the way the 
price of gas has been going up, and up, and up. 

Mr. Dies. Well, of course, now, your average homeowner—let me 
see if I can get that cost—now, your price to residential customers in 
Minneapolis in 1949 was 76.6 cents and in the next year it was 75— 
that was 1950—75.4 cents. 

In 1951 it was 69.4 cents. 

Mr. Farnanp. That is right. 

Mr. Harris. Will the gentleman yield at that point? 

Mr. Dress. Yes. 

Mr. Harris. I think that it is well to point out at that point, that the 
average cost to residential customers went down by 6 cents and that 
was when you started your heavy conversion from manufactured gas 
to natural gas, was it not? 

Mr. Farnanp. That is correct. We put 1948 in here for the reason 
that 1948 was the first year, full year, that our company used straight 
natural gas. 

Mr. Dies. So that up to date your customers have been treated very 
nicely, have they not? 
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Mr. Farnanp. Yes, sir. 

Mr. Dies. They have not complained to date? 

Mr. Farnanp. Well, we put in a 15-cent per M c. f. rate increase, 
effective January, and there was bitter complaint. 

Mr. Dies. There was ? 

Mr. Farnanp. Yes. 

Mr. Dries. What does your average residential customer pay a year 
for his gas? Do you have those figures? That is, m dollars and cents ¢ 

Mr. Farnanp. That is on that same table you are just reading from, 
table 5 or table 6. It is 92.13 cents. That is on an estimated basis. 

Mr. Dies. 92.13 cents. What table did you say that is on ? 

Mr. Farnanp. Table 6. ; 

Mr. Dies. I mean, what would be the average bill for a residential 
user, to heat a house. 

Mr. Farnanp. Fora year? 

Mr. Dies. Yes. Take the average customer. What would he pay 
for his gas? 

Mr. FarNanp. I have not got that. 

Mr. Dies. You have no idea about what it would be a month ? 

Mr. Farnanp. Well, I think I could make a fair guess. I think 
probably 

Mr. Dres. What did it cost you a month? 

Mr. Farnanp. Well, I have a little apartment and the top month, 
I think, was around $32. 

Mr. Diss. For heating and cooking ? 

Mr. Farnanp. Heating and cooking. 

Mr. Dres. I see. 

Mr. Farnanp. And water heating. 

Mr. Dies. I think you agree also—of course, we are not debating 
here whether or not Congress has the power to do it, or anything else, 
the Supreme Court has already held that the Gas Act does apply to 
producers and gatherers. But at the same time, the question before 
us is whether it is in the public interest that we undertake to regulate 
these numerous producers. 

I imagine that you are primarily interested in two things: one is a 
sufficient supply of gas to keep your company going and expanding. 
That is important, is it not ? 

Mr. Farnanp. Yes. 

Mr. Dies. And if you thought that anything would discourage pro- 
duction to the point that you could not get gas, you would not be in 
favor of that, would you ? 

Mr. Farnanp. No, sir. 

Mr. Dies. Then, of course, you want a reasonable price to the pro- 
ducer and a reasonable price to the consumer. Is that not right? 

Mr. Farnanp. That is right. 

Mr. Dres. And you think that competitive conditions, among hun- 
dreds and thousands of producers, would not insure a reasonable price ? 

Mr. Farnanp. No, we do not think so. 

Mr. Dres. And you are probably thinking that because of the eseala- 
tor clauses ? 

Mr. Farnanp. Well, that is one of the main ones. 

Mr. Dres. And, you agree with the rest of the distributors in find- 
ing the escalator clause as the cause of increases ? 





904 NATURAL GAS 


Mr. Farnanv. One of the main reasons. 

Mr. Dres. Well, I mean, that is the principal one. I do not think 
anybody has assigned any other reason, any of the distributors except 
the escalator clause and what I want to know is whether you share that 
opinion, give that as the major reason. 

Mr. Farnanp. That isthe major. There are others. 

Mr. Dres. That is the major? 

Mr. Farnanp. Yes. 

Mr. Dries. And you think that competitive conditions prevailed 
pretty much during the period of your company’s use of natural 
gas—— 

Mr. Farnanp. Competitive conditions. 

Mr. Dies. Have you been satisfied up until recently with the law of 
supply and demand in giving you gas? 

Mr. Farnanp. I should say yes, sir. 

Mr. Dres. It is just what you fear may happen in the future that 
causes you to want Congress to let the Phillips case stand ; is that right? 

Mr. Farnanp. We are convinced that the price of gas will continue 
to increase, as it has been increasing over these past few years, unless 
the producers are regulated. 

Mr. Dies. Well, of course, you would not want gas to stand still 
when other commodities were increasing, would you ? 

Mr. Farnanp. No, sir. 

Mr. Dies. You would not expect that, of course ? 

Mr. Farnanp. No, sir; and of course, if the producers were regu- 
lated by the Federal Power Commission, they would not stand still. 
If they could show that their costs had gone u 

Mr. Dries. And, of course, we do not know what would happen, do 
we, because here we are attempting to regulate something, a business, 
that has thousands of producers. I mean, of course, it is true some of 
them are big producers, but we have many, many small producers. 

Mr. Farnanp. That is right. 

Mr. Dies. Anybody who wants to go into the business of exploring 
for gas can do it. 

Now, here are all of these thousands of people engaged in this busi- 
ness, and I am sure you will agree that there are numerous small pro- 
ducers, and that the numerous small producers are certainly a break 
on the big boys. Do you not think so? 

Mr. Farnanp. Possibly, to some extent. 

Mr. Dies. And do you think there is any practical way by which the 
Federal Power Commission can regulate the gas business and not do 
more harm than good by it? 

Mr. Farnanp. Oh, yes. It seems to me, Mr. Dies, that the answer to 
that, sir, is in the regulation of the Federal Power Commission over 
the gas-transmission companies. They have—— 

Mr. Dies. But you only have a few transmission companies; do you 
not ? 

Mr. Farnanp. It still created a terrific problem for the Federal 
Power Commission in connection with the regulation of the transmis- 
sion companies. 

Mr. Dries. I understand that, but I was not referring to that. What 
I meant is that you would not compare the regulation of a few trans- 
mission companies with an attempt to regulate thousands of concerns, 
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many of them little individuals. You would not want to compare 
that ? 

Mr. Farnanpv. No; I am not sure that that is what the Federal 
Power Commission would do. 

Mr. Dies. Do you not think, as a very fine lawyer, that there would 
be, and do you not anticipate tremendous difficulties in trying to have, 
any real regulation of the gas production ? 

Mr. Farnanp. Yes, I do. And in that connection, let me read to you 
the testimony of Mr. Floyd C. Brown, vice president and general man- 
ager of the Natural Gas Pipeline Company of America when he tes- 
tified here on the original Gas Act. 

It was not difficult, he said, to theorize on how improvements can 
be made to better safeguard the public interest. 

Recommendations for control and price regulations should, how- 
ever, be subjected to the test of whether or not it is practical and in 
the best interest of the parties concerned. 

The variable factors and dissimilarity of conditions from year to 
year make it difficult, if not impracticable, for any regulatory body—— 
' Mr. Dies. He is talking about transmission companies. 

Mr. Farnanp (continuing). For any regulatory body to fairly ad- 
minister this problem. 

Mr. Dies. Of course, he’s talking about transmission companies. 

Mr. Farnanp. That is correct. ‘ 

It is the same criticism, it is going to be impractital and just cannot 
be done. 

Now, I think that the Federal Power Commission, Mr. Dies, if they 
are properly equipped, if they are given the funds, and if they are 
given the technical assistance, can proceed with the job. 

Mr. Dres. Here is what I want to ask. Do you not think that it 
would be much more to your interest as a distributor and to your con- 
sumers, to have this thing done by the law of supply and demand and 
if it is not being done that way, if there are monopolistic conditions, 
if there are escalator clauses preventing it, do you not think that we 
could do more good for the distributors and the consumers, by remov- 
ing those conditions, and by leaving it to the law of supply and de- 
mand ; do you not think so? 

Mr. Farnanp. No, sir. 

Mr. Dres. You do not think so? 

Mr. Farnanp. No, sir. To me it is illogical to leave it to the law of 
supply and demand, that is, the production end of it, of this business, 
and regulate the transmission and distribution end of it, because under 
those circumstances, the cream, or the gravy that would come from 
this wonderful fuel, would all gravitate to the production end. 

Mr. Dres. That is all. 

The Cuarrman. Mr. Dolliver. 

Mr. Dotitver. I have no questions. 

The Cuarrman. Mr. Schenck. 

Mr. Scuencx. Mr. Chairman, I would just like to ask our friend 
here—and also I want to compliment him on his statement; I think it 
has been very splendid. 

Mr. Farnanp. Thank you, sir. 

Mr. Scnenck. I am somewhat confused by the term “producers” 
or “producing,” because I think there are people who have used it at 
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various times with different meanings. Is the producer, the owner of 
the well ? 

Mr. Farnanp. Well, I assume there would be various aspects of that. 
As I understand the oil drilling or the business, 1 particular well may 
be owned by 10 different parties, or by 2 or by 3. 

Mr. Scuencx. I mean, whoever owns the one well is the producer? 

Mr. Farnanp. I would think so. 

Mr. Scnenck. Is the producer ? 

Mr. Farnanp. I would think so. He is only a producer, however, 
under the terms of the Natural Gas Act, if he sells the product he is 
producing, and that product moves in interstate commerce. Other- 
wise, he is not a producer, under the Natural Gas Act. 

Mr. Scuenck. Well, now, to whom does the owner of this one well 
sell his gas? Does he sell it directly to the interstate pipeline com- 
pany or “does he sell it to a transmission company which gathers it 
from various wells and then pipes it into the interstate pipeline com- 
pany ¢ 

Mr. Farnanp. I think generally he sells to the interstate pipeline 
company, although there may be instances of the nature that you just 
described. 

Mr. Scuenck. Then, a contract for the price of gas at the wellhead, 
so to speak, is between the interstate pipeline company and the owner, 
or owners of that individual well. 

Mr. Farnanp. That is right, generally speaking. Of course, some- 
times the producer has what they call a gasoline extraction plant and 
he will bring the gas from the well to the gasoline extraction plant 
and will extract the gasoline and the natural gas he will sell at the 
outlet side of the gasoline extraction plant to the interstate pipeline 
company. 

Mr. Scuenck. Then, because of the many things that have been 
testified to here, so far as the distribution of the gas at the consumer 
end of it is concerned, a 1-cent raise in gas paid to the owner of a well 
is multiplied a number of times, by the time it gets to the ultimate 
consumer. Is that right? 

Mr. Farnanp. That is not always true. That is not always true; 
no. 

Now, just let me illustrate, when I answer you that way. 

If you will turn to our table No. 7, you will note there that that com- 
pares our cost of purchased gas with our average charge for residential 
gas. That gives the purchased g gas average cost, the gas revenues, resi- 
dential average and the gas revenues, total average. 

Now, we have projected 1955 in there on an estimated basis, but let 
us analyze the figures for 1954. 

The increase in the cost of purchased gas from 1949 through 1954 1s 
14.35 cents per Mc. f. Now, the increase in the cost of gas revenues to 
our residential consumers in that same period is 5.78 cents. 

Now, if you assume that this entire 14 cents was attributable to the 
costs of purchased gas in the field, you can see that we have only 
passed on 5.78 cents of that to our residential customers in that per iod 
of time through 1954. That, sir, results from the increase in business, 
the increase in volume, which brings in additional revenue and be- 
cause our profits and our earnings are limited, redounds to the benefit 
of the ultimate consumer. 

Mr. Scuenck. That is all I have in mind, Mr. Chairman. 
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Mr. Harrts. Mr. Chairman. 

The CHarrman. Mr. Harris. 

Mr. Harrts. Mr. Farnand, what is the total amount of gas your com- 
pany received in 1954¢ 

Mr. Farnanp. In 1954 our gas sales amounted to 51,733,158 M c. f.’s. 

Mr. Harris. Your volume has been gradually—in fact, more than 
gradually, increasing since you started the use of natural gas in your 
system in 1949. 

Mr. Farnanp. That is correct, 1948, Mr. Harris. 

Mr. Harris. In fact, your volume is more than twice, in 1954 more 
than it was in 1949? 

Mr. Farnanp. Well, now—in 1949 it was 24 million M ec. f.’s, and 
in 1954, 51 million. 

Mr. Harris. Now, a natural resource, such as oil, is a commodity, 
is it not? 

Mr. Farnanp. That is right. 

Mr. Harris. Is coal, a natural resource, a commodity ? 

Mr. Farnanp. I would think in the same terms. 

Mr. Harris. Is natural gas a commodity # 

Mr. Farnanp. I would think in the same general terms. 

Mr. Harris. There is, then, a great deal of difference in a commodity 
as to the cost price, and, in the service, as to the cost, is there not ? 

Mr. Farnanv. That is right. 

Mr. Harris. Now you have had a great deal to say in your state- 
ment about the stability of your company, which I compliment you 
for, and the stability in price of the interstate natural gas companies 
increasing only so much when the cost of the commodity has increased 
more. 

Now is it not a fact that when you send about twice as much volume 
of a commodity through the same lines, or practically through the 
same lines, that your cost in transportation does not go up except for 
the normal and natural increase in cost, but that you return doubles? 

Mr. Farnanp. That could well be. 

Mr. Harris. Then the Northern Natural has started out in 1948 
or 1949 with some 20 to 25 million M c. f. through a facility-—— 

Mr. Farnanp. Yousay Northern Natural ? 

Mr. Harris. To your company—— 

Mr. Farnanp. Oh, yes. 

Mr. Harris (continuing). Through a facility that they had capi- 
talized and built principally immediately following the war, was it 
not ¢ 

Mr. Farnanp. Well, their facilities have been expanded each year 
commencing, I should say, in 1946 or 1947, right up through last year. 

Mr. Harris. Well, have the long lines, the part that carries the vol- 
umes, been substantially increased ? 

Mr. Farnanp. Yes, sir. 

Mr. Harris. By replacement or by additional lines? 

Mr. Farnanp. By additional lines and looping of old lines. 

Mr. Harris. In other words, their capitalization, then, has per- 
mitted the Federal Power Commission to increase their rate at the city 
gate, the price which you pay only to take care of their expanded 
investment and the return that is considered to be reasonable to that 
capital investment ? 

61557—55—pt. 158 
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Mr. Farnanp. That is right. That is included as a part of their 
cost of service. 

Mr. Harris. Then, by expanding from 25 million M. c. f. to more 
than twice that amount, just increases the return of the company, 
pace about twice, if the revenue would remain the same per M. c. f.? 

Mr. Farnanp. Well, the plant and the total M. c. f. per year are not 
necessarily related. You might increase your total revenues in a given 
year by cohen it, but that would not necessarily mean that you 
would have to double your plant to do it. 

Mr. Harris. That is the point. That is precisely the point. 

Now it is a fact that if you have a volume going through the trans- 
portation facilities in interstate commerce at 60 percent load factor 
you can increase that volume anywhere up to 100 percent load factor 
without increasing the cost of the operation in that line, can you not?! 

Mr. Farnanp. You might decrease it. 

Mr. Harris. Then, by increasing the volume that goes through these 
transportation facilities, the increased revenues of the companies have 
pereatien them to pay even a higher price at the wellhead, have they 
not ¢ 

Mr. Farnanp. The increased revenues of the companies, yes, and 
the fact that they collect the money at the city gate from their 
distributors. 

Mr. Dies. Will the gentleman yield? 

Mr. Harris. Yes. 

Mr. Dries. Bearing out your argument there, here’s a statement that 
came on this company, this transmission company that supplies them. 
They were charging their company in 1949 5.3. That rose in 1953 
to 8.9, but when they got ready to collect from their company they 
jumped from 19.9 in 1949 to 23.6 in 1953. So it looks like your big 
increased cost has not been in the field price but in the increased 
prices of the transmission company to the distributor. 

Mr. Farnanpv. But what caused the increased prices? 

Mr. Dies. Here is your field price. You have your increase in the 
field price from 5.3 in 1949 to 8.9 in 1953. 

Mr. Farnanp. Mr. Dies, do you know 

Mr. Dries. Wait until I finish that. 

In 1949 they were charging you 19.9, but they jumped that up to 32.6, 
so that, while the increase to the field price was only 4 cents, a little 
over 4 cents, the increase to you was 13 cents ? 

Mr. Farnanp. The figures still show that the major increase in the 
cost of service—— 

Mr. Dries. I am talking about to you. 

Mr. Farnanp. To us. The major increase to us has been the cost of 
purchased gas. 

Mr. Dies. I just do not see how you arrive at that figure. You say 
that your company pays now a little over 10 cents and they are charg- 
ing, last year—What was it? 32 cents-and-something ? 

Mr. Farnanp. We do not pay over 10 cents. We pay Northern 
Natural Gas Co. 

Mr. Dies. You say that they were paying 10 cents? 

Mr. Farnanp. That was their average cost of purchased gas. 

Mr. Dries. At the wellhead? Is that right? 

Mr. Farnanp. Well, I do not know whether it is at the wellhead, 
the gasoline plant or where. 
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Mr. Dies. That is what they are paying for it. They are selling it 
to you at 32 cents, almost 33 cents, in 1954? 

Mr. Farnanp. In 1954. 

Mr. Dies. They are getting three times as much for it after it gets 
to the gate as they paid for it ? 


Mr. Farnanp. But that is not the answer we are concerned with 
here, Mr. Dies. The answer we want is what bas been the real basis for 
the increase to the ultimate consumer. These figures, I think, abso- 
lutely portray the only answer, and that is the high cost of purchased 


s. 

Mr. Dies. I know, but here is a statement of various cities in the 
country and what they are actually paying, for the field price of gas. 
It does not bear out the contention that the field price has been the 
cause of the increase to the consumer. Take Akron, Ohio. In 1949 
they were paying the field price of 9 cents; that jumped to 11.4 in 
1953, or 2 cents. But the distributing company, while it was paying 25 
cents in 1949, paid 33.8 cents in 1953, and it is that way among all 
the cities. In other words, your big cost is from the time you get in 
the pipeline until you get it to the gate and pay for it. 

Mr. Farnanp. You look in our table No. 3. 

Mr. Dies. To be frank with you, all I know is when you go through 
this city by city and see what we are getting for the gas, and then 
what you are paying for it, and it just stands to reason that the fellow 
getting the money is not the producer that you are complaining about 
but the man transmitting it. . 

Mr. Harris. Pardon me a minute, but let us use your table, and we 
will start with your table No. 2. 

In 1947 you say the production cost of Northern Natural was, per 
Me. f. 3.35. 

Mr. FarNnanp. Yes, sir. 

Mr. Harris. Now that includes the wellhead cost of gas and the in- 
cidental transportation and processing and so forth prior to the en- 
trance of the interstate trunkline, does it not. 

Mr. Farnanp. Yes, sir. 

Mr. Harris. Can you conceive of the cost of a commodity like this 
being reasonable at less than 3.35 cents ? 

Mr. Farnanp. It all depends, Mr. Harris. 

Mr. Harrts. 3.35 cents? 

Mr. Farnanp. I think it all depends on your concept of the term 
“reasonable” and mine. 

Mr. Harrts. Well, all right. Of course, I think it would be won- 
derful if we could get all of these things given to us throughout the 
country, the automobiles that come from the northern part of the 
country, or this fine ore that comes from your part of the country. 
You know people who drill these wells down there, if they get that all 
given tothem, they would appreciate it, too. 

Mr. Farnanp. We are not asking that we be given anything either. 

Mr. Harris. You are complaining that you are not getting gas at 
3.5 cents per M c. f. 

Mr. Farnanp. No, we are not complaining. 

Mr. Harris. That is my statement, and if it is exaggerated I recall it. 

But, pursuing your table, you say in 1954 the production cost was 
13.12 cents per M ec. f.? 

Mr. Farnanp. Yes, sir. 
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Mr. Harris. That is more than the producer gets at the wellhead, 
is it not ? 

Mr. Farnanp. Yes, sir. 

Mr. Harris. Now you say that is an increase of 291.6 percent ? 

Mr. Farnanp. That is right. 

Mr. Harris. Well, that looks bad, does it not ? 

Mr. Farnanp. It does. 

Mr. Harris. Because you use a percentage figure / 

Mr. Farnanp. That is right. 

Mr. Harris. Why did you not use the cents figure to go with it? 

Mr. Farnanp. Well, you see just like Mr. Dies here quoting these 
figures from the various cities, the cents, only a few cents has it gone 
up. When you put it on a percentage basis you really begin to realize 
what the real impact has been in the cost of purchased gas. 

Mr. Harris. But, Mr. Farnand, if you start with nothing, a 1-cent 
increase is 100 percent, is it not’? 

Mr. Farnanp. That is right. 

Mr. Harris. Well, now, when you start with very little and then, 
through the competitive influences and the established procedure in 
this country, that you have had more than twice the volume of natural 
gas delivered to you and the reserves throughout the country main- 
tained and increased during these ten years, or a little less, it seems 
to me like it is an entirely different matter. Is that true or not? 
Than using mere percentages ? 

Mr. Farnanp. Well, I do not know just what you mean when you 
say “an entirely different matter,” 

Mr. Harris. Well, you show that 291 percent is a tremendous in- 
crease. 

Mr. Farnanp. That is right, it is. 

Mr. Harris. Well, starting with a figure where you get nothing 
much for your gas to a point where you get 10 cents, is that out of 
line and unreasonable ? 

Mr. Farnanp. There again it comes to the point of what your con- 
cept of reasonableness and unreasonableness is, 

Mr. Harris. I am asking you for your concept. 

Mr, Farnanp. All right. My concept of it is that the Congress 
of the United States said that it was in the public interest that 

fdr. Harris. You said that three or four times, and I do not see any 
reason to take the time over and over again. We know what the Su- 
preme Court said. Even those who were here at that time—I was 
not—they know that Congress said a different thing from what the 
Court said. 

Mr. Farnanp. All right. 

Mr. Harris. May I say, in that regard, were you here at the time 
the Natural Gas Act was passed ? 

Mr. Farnanp. No. 

Mr. Harris. Did you visit here? 

Mr. Farnanp. No. 

Mr. Harris. Did you have anything at all to do with it ? 

Mr. Farnanp. Nothing. 

Mr. Harris. Did you know that the producers from all over the 
country were here, and they were here because they were so afraid 
of what was going to happen to them, and that they were told by 
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members of this committee and the leaders in Congress to go home, 
that they were not going to be included ? 

Mr. Farnanp. No. 

= —, Did you know that they did go home and did not oppose 
itat all? 

Mr. Farnanp. No; I did not know that. 

Mr. Harrts. If that is true, would it not be honest then to the pro- 
ducers to say, if that is a fact, that Congress should correct it? 

Mr. Farwnanp. It all depends on the language. 

Mr. Harrts. I say if that is true. 

Mr. Farnanp. It all depends on the language that the Congress 
used, 

Mr. Harris. I am talking about what Congress said it intended to 
do and what it did. 

Mr. Farnanp. What Congress did and what it told some witness out 
in the hallway it might do may be two different things, Mr. Harris. 

Mr. Harris. Would you say that the Speaker of the House, who was 
chairman of this committee when the whole matter arose, would teil 
somebody something in the hallway that was not so? 

Mr. Farnanp. No; I do not think he would. But I have not seen 
any record of that. 

Mr. Harris. You should just read the record in 1949 and 1950 when 
we had this matter before us at that time, and back when the Gas Act 
was passed. You should read the record and the statements Mr. Lea 
made, who was chairman of the committee at the time it was brought 
to the House. You should read the statements Mr. Wheeler made at 
the time it passed the Senate. 

Mr. Farnanp. That may all well be, but it is still the act that Con- 
gress passed. 

Mr. Harris. I know. That is all moot now, but you have had so 
much to say about that, that I wanted to get that part of it straight. 
I think I know from your reputation that you are a reasonable and 
honest man, and I know you want to do what is honest and fair, and 
if somebody has had something definitely promised him, why, I do 
not think you would want to join other forces and say “Let us do 
something different.” 

Mr. Farnanv. You know, Mr. Harris, assuming what you say to be 
absolutely true, the situation presented today could very well, I believe, 
require this Congress to say anew, if they never said it before, that 
it Is in the public interest, since we are regulating a portion of this 
industry, that the other portion be also regulated. 

Mr. Harris. And it is just as true that, if the Congress decides that 
some other procedure and principle is in the interest and the best in- 
terests of the public, it is the duty and the responsibility to adopt that 
principle, is it not? 

Mr. Farnanp. That is correct. That is the prerogative of the Con- 
gress, 

Mr. Harpers. Yes. 

Now your table, if I can get back to that? 

Mr. Farnanp. Yes, sir. 

Mr. Harrts. Starting with No.2. You said from 3.35 te 13.12. Weil 
the difference between those figures is 9.77. 

_ If you will turn over to table 5, you get a figure here where, to you, 
It was 32.33 in 1954? 
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Mr. Farnanp. That is right. 

Mr. Harris. And in 1948 it was 18.94? 

Mr. Farnanp. That is right. 

Mr. Harris. That is a difference of 13.39, is it not? 

Mr. Farnanp. I have not figured it out. I will accept your figures, 

Mr. Harris. You take the increase of a production cost, which, re- 
member, is more than the wellhead cost, and subtract it from that, and 
you have 3.62. Your other table, where you figure out the increase 
to the long lines, you say is the increase of 2.58, and that was 1.4 cents. 
Now when you apply that to 45 billion cubic feet as against 24 billion 
cubic feet it means a lot of money, does it not? 

Mr. Farnanp, Yes. 

Mr. Harris. How can you reconcile the figures of your two pages! 

Mr. Farnanp. All I can tell you is that the figures on table No. 2 
are furnished to us by Northern Natural Gas Co. and were used in 
the proceeding before the Federal Power Commission. And the fig- 
ures on table No. 5 are the figures from the records and books of the 
Minneapolis Gas Co. 

Mr. Harris. Well, you do see the discrepancy there, do you not! 

Mr. Farnanp. Well, I am sorry to tell you that I did not follow 
your arithmetic as I should have. 

Mr. Harris. I had picked it out of your own table as presented as 
your exhibits here, and, the way I see it, it increases the return by 
that increase base of 3.6 cents, if that would be 363499, increases it 
from about an annual basis of 61,000 to 1,638,000. 

Mr. Farnanp. The return on the plant ? 

Mr. Harrts. To the interstate line, yes. 

Mr. Farnanp. Yes, but that was all absorbed in the 214-cent in- 
crease. 

Mr. Harris. No, that is how much they got. 

Mr. Farnanp. That is right. 

Mr. Harris. You were trying to say this morning that they had 
been so stable throughout this period when the cost at the wellhead 
had gone up so much. 

Mr. Farnanp. The price has been stable, and that is proven by 
your table No. 2; the total increase in the average M ec. f. cost of 
Northern Natural Gas Co. from 1947 over 1954 is 2.58 cents per M c. f, 
and that included the absorption of the jump from $100,000 to $1 
million by way of return. 

Mr. Harris. In your table 5, what you have been paying them, you 
say that you used on table 2 as a production cost. Now on yours is 
average cost, what you pay them? It seems to me like it would be the 
same thing. 

Mr. Farnanp. Are you saying that there is a discrepancy in the 30.77 
and the 32.33? 

Mr. Harrts. I am saying that a little over $1 million is going into 
these interstate trunklines by the increase of the volume of gas and 
the increased price that they get to you, which seems to me could cap- 
italize a pretty fair expansion program. 

Mr. Farnanp. Oh, yes; but, of course, their rates are regulated by 
the Federal Power Commission. 

Mr. Harris. I know, and that is what I am trying to show here, 
under regulation that that is what they get. 
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Mr. Dies. Would the gentleman yield ? 

Mr. Harris. Yes. 

Mr. Dres. In 1949 Northern Natural Gas paid 5 cents for the gas 
at the field ; that was the well price. 

Mr. Harrts. He uses a figure here for 3 cents to show there were 
great percentages of increase. 

Mr. Dries. Wait a minute. That 5 cents increased to a little over 10 
cents field price that Northern Gas has to pay today, but Northern 
(jas increased their charge to his company from 17.9 cents in 1949 to 
37.74 this year. In other words, here is the pipeline company. 

Mr. Farnanp. That is about 100-percent increase in each case. 

Mr. Dies. I do not know what it is. 

Mr. Farnanp. That is about what it is. 

Mr. Dies. But the pipeline company has the same facilities. There 
is the pipeline handling a much increased volume, and it would seem 
to me that if you are complaining about field price you ought to also 
complain about Northern Gas, what they have been charging. 

Mr. Farnanp. Of course, that is a matter for the Federal Power 
Commission. 

Mr. Dres. If, under regulation, Northern Gas has the same increase 
as the producer who was not regulated, how do you hope by regulating 
the producer to get any relief? 

Mr. Farnanp. If you are going to hold the cost of purchased gas at 
a stabilized level it just appears to me from the figures we have given 
here that you are not going to increase the cost at the city gate. 

Mr. Dres. I am talking about taking the figures here of the increase 
in field prices from 1949 to Northern Gas to date, and then take the 
increase from Northern Gas to your company and Northern Gas is 
regulated and it had as big an increase as the field price. 

Mr. Farnanp. That is right. 

Mr. Harris. That is the point. 

I regret taking the time, but I am doing this because the impres- 
sion has gotten out around here, and the impression seems to be with 
people over the country, that the increases, increases, increases, all 
result solely to what the man down in the field, who goes out and finds 
it, explores for it, produces it, makes it available, has done. As I said 
a few days ago, I think what we should do is let the American people 
and your consumers know, as well as all other consumers, just what is 
the reason for this tremendous increase in cost of gas when volumes of 
gas have increased your revenue. You have done this, for which I 
compliment you. When you introduced natural gas into your system 
you did decrease the price to your consumers about 6 cents per thou- 
sand. There area lot of them that have not even done that. 

Mr. Farnanp. That is right. 

Mr. Harris, it seems to me that the complete answer to your state- 
ment in contained in table No. 1, where the total increase in the whole- 
sale revenue of these 20 natural-gas companies was 5.41 cents per M 
c. f., and, of that increase, 84 percent was necessary for the cost of 
purchased gas. 

Now you can give all the figures you want, but, to me, that is the 
answer. 

Mr. Harris. That is right. But you start with a very, very cheap 
price, a very low price for a commodity. People then have tried to 
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get what would be reasonable for it in order that the companies ‘will 
have the ingenuity to provide the facilities such as pipelines all over 
this country, which they have done, and that the competitive system 
can work because they have a place to send their gas to the market, 
It seems, and it is rather an unusual thing, that you want to tie it.all 
up all over the country and go back to depression prices, and which is 
precisely what you had w hen 3 you started in 1947-49. 

Mr. Farnanp. As a matter of fact, I think some of those producers 
were glad to sell their gas at 3 and 4 cents in those years. 

Mr. Harris. Because they did not have any way of getting rid of it. 

Mr. Farnanp. That is right. 

Mr. Harris. And you say that is in the best interests of the public? 

Mr. Farnanp. Not atall. 

Mr. Harris. You say not for the best interests of the consumer. 
You do not leave the impression that anything that happens in the gas 
industry should be reflected one way or the other, and should only 
reflect the interest of the consumer and not of anybody else. Do you! 

Mr. Farnanp. Oh, no; except that as I read the court’s decisions, 
they say that the Natural Gas Act was passed for the purpose of pro- 
tecting the ultimate consumer. 

Mr. Harris. Sure. In all their decisions and leading down to it, 
they said there were three phases of the industry. One was the pro- 
duction phase of it; the other, interstate transportation ; and, the other, 
the distributing end of it. And those were the three broad principles 
of the Natural Gas Act of 1938. That was recognized and well known 
by everybody. 

Now we have gotten down to some of these fine technicalities. 

You are not familiar with exploration for gas, are you / 

Mr. Farnanpv. No, sir. 

Mr. Harris. You do know, though, that no one can drill for gas 
unless they got out and get the man who owns the land to give them 
a lease or permit them to come out and explore? 

Mr. Farnanp. I suppose that is right. 

Mr. Harrts. And you do know that, in order to do that, the land- 
owner maintains a vested right in whatever results from that explora- 
tion ¢ 

Mr. Farnanp. Yes, sir. 

Mr. Harris. Yes, for a certain percentage. 

Mr. Farnanp. That is right. 

Mr. Harris. You want to treat that man honestly, do you not? 

Mr. Farnanp. That is right. 

Mr. Harris. When he says to company B—whether it is long line or 
independent—that when I let you come out and explore for this natu- 

ral resource you pay me a certain royalty so long as that product is 
produced. And he is entitled to that return, is he not ? 

Mr. Farnanp. That is right. 

Mr. Harris. Now you come in and present a principle based on 
cost ¢ 

Mr. Farnanp. I did not say that. 

Mr. Harris. Well, now, that is what I thought. 

You began to explain here what some of these interstate lines have 
received and charged off. 

Mr. Farnanp. That is right. But I did not assert the principle that 
if the producers are regulated by the Federal Power Commission the 
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Commission must necessarily hold them to cost plus as their return, 
as that concept is now known. And, by making this statement, I want 
to reserve the right in any proper rate proceeding before the Federal 
Power Commission, to make any stand that we think is for the best 
interests of the consumers of gas that we represent. 

Mr. Harris. That is a pretty important point there, and I want to 
ask you about it. But you do, as a matter of principle, feel that that 
landowner should have his rights protected, do you not ? 

Mr. Farnanp. Mr. Harris 

Mr. Harris. You can answer that. 

Mr. Farnanp. I will answer it this way: When that landowner en- 
ters into a contract that affects a business that has a public interest, 
to the degree that that contract is affeced by a public interest it is 
subject to regulation, always. 

Mr. Harris. Who is the public, you are talking about ? 

Mr. Farnanp. Well, under the terms of the Natural Gas Act, I 
assume it is, first, the consuming public, and then, the transporter, and 
the producer of gas. 

Mr. Harris. And then the farmer, the landowner, he is not part of 
it at all? 

Mr. Farnanp. Of course, he is. 

Mr. Harris. It will be all right with him, whatever you do to him? 

Mr. Farnanp. All I said is that since he has entered into a con- 
tract which may be affected by public interest that the public interest 
is paramount to his private rights as expressed in that contract at 
any time that a Congress decides that he should be regulated. 

Mr. Harris. You do not believe in the nationalization of the natural 
resources of the country, do you ? 

Mr. Farnanp. No, sir. There is a great deal of difference between 
proper regulation and nationalization. 

Mr. Harris. I do not see where it is when you take a man’s property 
away from him and say he is not entitled, after a certain length of 
time, to any return even though he lets something else come in to 
benefit the rest of the public. 

Mr. Farnanp. ite the Natural Gas Act the Federal Power Com- 
mission has no right to take a man’s property away from him and 
provide that he is not entitled to any return. That would be confisca- 
tion, and, of course, under our system no man’s property can be taken 
from him without due process of law. Any person or corporation 
subject to the jurisdiction of the Federal Power Commission is en- 
titled to a fair return on the rate base found by the Commission to be 
used and useful in the public interest. 

Mr. Harris. But you do not think that the Federal Power Com- 
mission should be required to use the principle of cost ? 

Mr. Farnanp. I am not prepared to make any firm statement. 

Mr. Harris. I thought that is what you said a minute ago. 

Mr. Farnanp. I said I did not make the statement that they should 
not be required to use the cost technique such as they apply to the 
natural gas transmission lines. 

Mr. Harris. In other words, you admit that they are not and should 
not be treated and considered as a utility ? 

Mr. Farnanp. I am not saying that. 

Mr. Harris. Well, what are you saying? How should they be 
treated ? 
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Mr. Farnanp. I am saying that the Natural Gas Act should have 
its full force and effect. 

Mr. Harris. We are trying to amend, or considering the amendment 
of the Natural Gas Act. 

Mr. Farnanp. That is right. 

Mr. Harris. Tell us how you think a producer ought to be treated. 

Mr. Farnanp. I think he should be regulated under the Natural 
Gas Act. 

Mr. Harris. How then, upon the determination of the price? 

Mr. Farnanp. It should be left just the way the language of the 
act is now, and that is that he shall be entitled to a just and reasonable 
rate. 

Mr. Harris. Which is a utility rate? 

Mr. Farnanp. In some it could be, and it could be otherwise. 

Mr. Harris. That is the cost principle? 

Mr. Farnanpb. Just a minute. 

It could be, and it could be otherwise. In the Panhandle Eastern 
case the Federal Power Commission departed from the cost principle, 
did they not ? 

Mr. Harris. Yes. Iam not asking you about that. 

Mr. Farnanp. They allowed the weighted average field price to cost. 

Mr. Harris. You objected to that in your statement ? 

Mr, Farnanp. I did. 

2 Harris. Then you do think they ought to pursue the cost prin- 
ciple? 

Mr. Farnanp. It seems to me that where you have a pipeline that is 
producing, and you regulate all other portions of their business on a 
— basis, that their produced gas ought to be regulated on the cost 

asis. 

Mr. Harris. Then the landowner that originally permitted this to 
happen and made it possible for you and the consumers to get this 
resource should have nothing more even though they are there on his 
land, take it away from him, and he should have nothing more? 

Mr. Farnanp. I am not saying what he should or should not get. 

Mr. Harris. We are trying to find out what you think would be 
the fairest and most reasonable approach to a very difficult problem. 

Mr. Farnanp. Well, I think that the fairest way is to leave it to 
the informed judgment of a board of experts such as the Federal Power 
Commission. 

Mr. Harris. Well, if we keep on these hearings and considered the 
same for many more years, it might be said of this committee. 

Now you had something to say to someone a while ago about parity 
with competitive fuels. I have information about fuels, including 
natural gas, for the State of Minnesota. You are familiar with heat- 
ing contents in fuels, are you not ? 

Mr. Farnanp. Slightly; not too much. 

Mr. Harris. Would you agree that 210 therms—You do operate on 
therms? 

Mr. Farnanp. We operate on an M c.f. basis. 

Mr. Harris. Well, 10 therms make 1 M c.f.; you are familiar with 
that? 

Mr. Farnanp. That is right. 
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Mr. Harris. Would you agree that the heating value and content of 
210 therms is equivalent to 165 gallons of fuel oil, No. 2, and 9/10 of 
a ton of coal high volatility for stoker fire? Would you say that is 
about right ? 

Mr. Farnanp. I could not answer that. 

Mr. Harris. You can get that information; can you not? 

Mr. Farnanp. I think so. 

Mr. Harris. Well, if you will do that and supply it for the record 
I will appreciate it. 

Mr. Farnanp. All right. 

Mr. Harris. Assuming that that is true, the facts and the informa- 
tion that is received from the Bureau of Mines, American Gas Associa- 
tion and the Bureau of Labor Statistics on Indexes of Fuels and Elec- 
tricity, it shows—you were talking about the competitive element a 
moment ago—that in 1945 210 therms of gas in Minnesota sold for 
$13.40 to the consumer. Are you in a position to state whether that 
is true or not? 

Mr. Farnanp. I am not, sir. 

Mr. Harris. In 1954 210 therms cost the consumer $15.12. Can you 
say whether or not that is true? 

Mr. Farnanp. No, I cannot. 

Mr. Dres. How much increase? $2? 

Mr. Harris. A little less than $2. 

For fuel oil, No. 2, talking about competitive fuels in Minnesota, 
in 1945 165 gallons of fuel oil No. 2 was $13.36. In 1954, $22.32, its 
equivalent. That is an increase of about $7. For stoker-firing coal, 
nine-tenths of a ton in 1945 was $8.73. In 1954, $13.95. Now that 
shows you the increase in the equivalent heating capacity of these 
three fuels, and yet you have said that they were not competitive in 
Minnesota. 

Now, since I have given you these figures, I would like you to check 
such information as you have to see whether or not my figures as just 
given here are correct, because I want the record very clear on that. 

Mr. Farnanp. I do not think I made the statement that they are not 
competitive. 

Mr. Harris. You stated a moment ago, in answer to a question some- 
one gave to you, that the price of gas was a little higher than other 

uels, 

Mr. Farnanp. That is correct. 

Mr. Harris. This does not show it. 

Mr. Farnanp. Well, it could be that the figures I have are erroneous, 
but I doubt it. 

Mr. Harris. Well, this comes in the facts and figures of the Research 
Bureau on the natural gas in Minnesota, from these various sources 
that I referred to. 

Mr. Farwnarp. The figure I gave, Mr. Harris, incidentally, to Mr. 
Heselton was 1955. You are quoting 1954. 

Mr. Harris. Well, I think the difference we had then is the fact 
that I am putting it on the basis of the equivalent heating content, and 
I think you will admit that that is very substantial when you get to 
using fuels: isn’t it? 

Mr. Farnanpv. That is right. 
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Mr. Harris. Consequently, it can make certainly a great deal of 


differencetotheconsumer. 
Mr. Farnanp. I think that is right. ie j 
(Mr. Farnand later submitted the following additional informa- 


tion :) 
COMPARISON OF FUEL COSTS 


With reference to the figures which you have given for 1945 and 1954 regard- 
ing gas, fuel oil, and stoker-firing coal, I believe the assumption of those figures 
is that 165 gallons of fuel oil equal 210 therms; and that nine-tenths of a ton 
equal 210 therms. Our information does not quite agree with this assumption. 
We compute 210 therms of No. 2 fuel oil equal to 151.5 gallons. We further com- 
pute 210 therms of West Virginia stoker coal to be equal to 0.755 ton. 

With reference to the figures quoted by Mr. Harris regarding the 210 therms 
of gas sold in Minnesota for 1945 for $13.40 and in 1954 for $15.12, we find 
these to be substantially correct. It must be explained, however, that these 
figures are based on all gas used in the home for both heating and domestic 
purposes. When computed on the basis of gas for house heating only, in the 
city of Minneapolis, 210 therms in 1945 cost $15; in 1954 $16.40. It is interest- 
ing to note that in 1955 the 210 therms, on the basis of the present rate charged 
in the city of Minneapolis, would cost $19.40 for house heating only. It is also 
interesting to note that in the suburban area served by Minneapolis Gas Co. 
the 210 therms of natural gas in 1955, at the present rates, would cost $22.50. 

With reference to the figures quoted regarding 165 gallons of No. 2 fuel oil, 
our computations, based on 210 therms equaling 151.5 gallons of fuel oil, show 
that in 1945 the cost would be $12.10 and in 1954 $20.40. 

With reference to the cost of West Virginia stoker coal computed on the basis 
of 0.755 ton equaling 210 therms, our computations show that for 1945 it would 
cost $8.90 and for 1954 $15.40. Whereas Mr. Harris’ figures were on the basis 
of cost in Minnesota, our cost of gas, cost of oil, and cost of stoker coal are based 
on figures for the city of Minneapolis. 

Mr. Harris. One more question—and you may not have the answer 
to this. 

You have given the information regarding your price from Northern 
Natural and the information that I have is substantially what you 
have given here, in that the price that you pay for 45% million M ec. f. 
in 1953 averaged about 28.6 cents. I think that is slightly different 
from what you give, but about the same. 

Mr. Farnanp. It isa matter of a tenth of a cent or something. 

Mr. Harris. That was for Minneapolis, Minn. ? 

Mr. Farnanp. That is right. 

Mr. Harris. Your residential revenue for 1953 was approximately 
$17.829,000. 

Mr. Farnanp. That is correct. 

Mr. Harris. That is an average of 81.8 cents. 

Mr. Farnanp. Yes. I think my chart shows 81.66 cents. 

Mr. Harris. Nonresidential: your revenue was $2,800,000 plus? 

Mr. Farnanp. That is correct. 

Mr. Harris. Which was about 70 cents average M c. f. 

Mr. Farnanp. I do not have the average for nonresidential. 

Mr. Dries. I was going to check one figure. 

Mr. Harris. Which one? 

Mr. Dtes. You said the cost to them was 28 cents? 

Mr. Harris. In 1953. 

Mr. Dies. Me. f.? 

Mr. Harris. Average cost. 
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Mr. Drs. The average cost, according to the reports of the Federal 
Power Commission, by Northern Natural Gas Co., was 20.2. 

Mr. Harris. For 1953? 

Mr. Dies. 1953. 

Mr. Harris. Anyway, this is the information which came from 
Moody’s 1953 report. Minnesota Valley Natural Gas Co. is a dis- 
tributing company that adjoins your city ? 

Mr. Farnanp. They serve just to the south of Minneapolis. In the 
district served by the Honorable Joseph Patrick O'Hara. 

Mr. Harris. In 1953, according to this same information, the aver- 
age price that this distributing company paid Northern Natural was 
29.8, which was just about 1 cent more than what you paid, and, of 
course. I can understand that because of the volume of gas used. 

Mr. Farnanp. That is right. 

Mr. Harris. But the average consumer in Mr. O’Hara’s district, 
instead of paying 81 cents, paid 48 cents. How do you explain that 
tremendous difference in what your consumers have to pay and what 
the consumers in Mr. O’Hara’s district have to pay ¢ 

Mr. Farnanp. I do not explain it or do not try to because I have 
never analyzed the figures of Minnesota Valley; I have never seen 
them. 

Mr. Harris. You know there are sources from which you can obtain 
that information, and, in order that you may at least find out if my 
information is correct or satisfy yourself that it is or something else, 
; wish you would get it and supply it for the record to see what you 

nd. 

Mr. Farnanp. What you want is the average cost per M. c. f. of 
the purchased gas of Minnesota Valley for 1953. Is that right? 

Mr. Harris. 1953, to the consumer. 

Mr. Farnanp. Oh, yes. 

Mr. Harris. If my figures are correct, his constituents have to pay 
only 48 cents. The question is how is it that, with the tremendous 
volume of gas that you use, that your consumers are having to pay a 
little more than 80 cents ? 

Mr. O’Hara. Would the gentleman yield ? 

I would like the record to show that I had nothing to do with those 
prices. 

Mr. Hesexron. I think it is a clear example of how confused the 
consumers are sometimes at the burden that they must stand in the 
utilization of natural gas throughout the country. 

Mr. Klein had precisely the same confusing information, and he 
could not understand. 

Mr. Farnanp. One of the factors may be that the Minnesota Natural 
Gas Co, sells a greater proportion of their gas to industry consumers, 
which has a tendency to lower the average residential cost, 

Mr. Harris. They must have some pretty good customers there be- 
cause I believe you said that out of 50 million M. c. f. in 1954 that about 
+4 percent of your total went to industrial sales. Is that not what 
you said ? 

Mr. Farnanp. I think I did. 

Mr. Harris. That isa pretty good chunk of it. 

Mr. Farnanp. Yes, itis. Theirs may be even greater than that. 
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(Mr. Farnand later submitted the following additional informa- 
tion :) 


COMPARABLE CosTs, MINNESOTA VALLEY NATURAL GAS Co. AND 
MINNEAPOLIS GaAs CoO. 


Mr. Harris referred to the average consumer of Minnesota Valley Co. paying 
48 cents per thousand cubic feet in 1953 as compared with 81 cents per thousand 
cubic feet, which was the average paid by the residential consumer for Min- 
neapolis Gas in the same year. I have information from the annual report of 
the Minnesota Valley Natural Gas Co. and the company itself, and find the 
following facts: 

The figure of 48 cents which Mr. Harris used and which was obtained from 
Moody’s 1953 report is the overall average revenue per thousand cubic 
feet for that company for 1953. The residential revenue per thousand cublic 
feet for that company for 1953 is 72.4 cents, which compares with the §1.6 cents 
per thousand cubic feet of Minneapolis Gas Co. shown on tabie VII of my 
statement. The 48-cent overall figure for Minnesota Valley compares with the 
58.5-cent overall figure for Minneapolis Gas for 1953 shown on table VII of my 
statemeat. 

The differential between the 81.6 cents per thousand cubic feet for Minneap- 
olis Gas and the 72.4 cents per thousand cubic feet for Minnesota Valley for 
the average residential revenue per thousand cubic feet for 1953 is the result 
of the following two factors: 

1. The gross volume load factor of Minneapolis Gas Co. for 1953 is 72.2 per- 
cent ; for Minnesota Valley for the same year is 77.8 percent. 

2. The percent of interruptible sales of Minneapolis Gas to its total sales for 
1953 is 43 percent; the percent of interruptible sales of Minnesota Valley is 68 
percent. 

These two elements of higher load factor and larger percentage of industrial 
sales for Minnesota Valley Natural Gas Co. are the primary reasons for a lower 
average residential revenue per thousand cubic teet for that company compared 
with Minneapolis Gas Co. 


Mr. Harris. Incidentally, while I am right there—and I am sorry 
Mr. Staggers is not here—you certainly would not be favorable to 
any provision that would take that gas away from your industrial 
sales or put restrictions on your use for industrial sales, would you! 

Mr. Farnanp. No. 

Mr. Harris. That would make it —— in cost to your residential 


consumers, would it not, if that was taken away from you or any sub- 
stantial part of it ? 

Mr. Farnanp. That is correct, and would lower our load factor 
and would affect everybody on the line. 

Mr. Harris. And it would go way beyond what you would have 
to pay for other types of fuel, would it not ? 

Mr. Farnanp. Yes. You either do that by passing the law he sug- 
gests, or you let the price in the field go on up and up and up. They 
both have the same result. 

Mr. Harris. What we want to do is make the act workable in order 
that your consumers may be protected and the producers can get jus- 
tice to them, too. You would not object to that, would you? 

Mr. Farnanp. I certainly would not. 

The CuHarrman. Any further questions? 

Mr. O’Hara. 

Mr. O’Hara. Mr. Farnand, I want to join with my colleagues in 
expressing my own personal gratification for the presentation of your 
views, many of which I agree with and some of which I have the privi- 
lege of disagreeing with. ‘But it is always-interesting to hear you. 

Let me ask you this question. 
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Under your theory of having the Phillips case stand, or if this com- 
mittee should see fit, in its wisdom, to pass legislation which will affect 
and bring under the Federal Power Commission all contracts, existing 
contracts, so far as the so-called acceleration clauses are concerned, 
we would still have the situation where it would amount to this, that 
the Federal Power Commission would, in effect, of requiring review 
of all contracts that exist with the producer. 

Now where, we will say, there is a 5- or 6-cent gas contract with 
the producer, do you feel that the Phillips case or any action taken 
that I have suggested by this committee would also give the Federal 
Power Commission the power to increase the rates to be paid to that 
producer ¢ 

Mr. Farnanp. If the law, as announced in the Phillips case, were to 
have its full force and effect, the Federal Power Commission would 
have the right to increase rates to be paid to a producer over and 
above what the contractual rate provision may be. I believe that the 
Commission in some instances has already done that. If the Congress 
should outlaw escalation clauses in existing and future contracts and 
remove producers from regulation by the Commission, then the Com- 
mission would have no power to fix the price to be paid by the pro- 
ducer except in cases where the price is affected by an escalation clause. 

Mr. O’Hara. And you think it should be that way ? 

Mr. Farnanp. I think that the price which the producer receives 
for the gas which he sells in interstate commerce should be subject to 
the standard of a just and reasonable rate as now provided in the 
Natural Gas Act. 

Mr. O’Hara. That isthe point. They are entitled to it either under 
the Phillips case or if we should take action affecting the acceleration 
clauses. 

Mr. Farnanp. The producers would be entitled to a just and reason- 
able rate for gas sold in interstate commerce under the Phillips de- 
cision. If the Congress should merely outlaw escalation clauses of 
producer contracts, and leave the producers otherwise unregulated, 
then the Commission would not have the power, I believe, to otherwise 
increase or decrease the price charged in a producer’s contract. 

Mr. O’Hara. Thank you. 

The Cuarrman. Any further questions ? 

Mr. Klein ¢ 

Mr. Kxiern. I just want to ask one question. 

In the colloquy which you had here with Mr. Dies you pointed out 
the tremendous advances made by your company as a result of the 
increased use of natural gas. 

Mr. Kier. And, of course, you want to continue that, do you not? 

Mr. Farnanp. That is right. 

Mr. Kern. Natural gas is a very valuable product to you, is it not? 

Mr. Farnanp. That is right, sir. 

Mr. Kern. I am particularly interested, in view of the stand that 
you take in vour advocating that there should be regulation of the 
producers. We have heard much testimony here to the effect that if 
the Supreme Court decision stands and if the Federal Power Com- 
mission regulates the production and gathering of gas it would result 
in lowering the amount of natural gas which would be available to 
consumers. Is that your view? 
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Mr. Farnanp. No, it is not. I would like to quote from the statv- 
ment of Mr. Kuykendall, the Chairman of the Federal Power Com- 
mission, in that regard. Here is what he said: 

Only time can tell just what effect Federal regulation of rates charged by 


producers and gatherers for gas which they sell in interstate commerce will 
have upon the exploration and discovery of natural gas. 


Mr. Kuen. That is your view as well? 

Mr. Farnanp. That is right, and it is my view that under reason- 
able regulation the exploration for oil and gas will continue. 

As I understand the situation, most of the well drilling is for oil, 
and no one is suggesting that that be regulated. 

Mr. Kuern. Even if it were exclusively for gas you do not think it 
would have that effect, do you ? 

Mr. Farnanp. No, I do not. 

Mr. Kuern. I would say that I am very much impressed with your 
testimony here. I believe you know what you are talking about. I 
do not know whether you were here before the recess when we had 
some testimcny about New York City, where the price of gas was 7 
cents, talking generally now, at the wellhead, and in New York City 
it was $2.37, which is, I think, about the highest in the country; of 
course, our consumers are very much concerned, and indeed, very much 
alarmed. 

You say that you feel the same way in behalf of your own consumers. 
I am one of those that feels there is something which should and must 
be done, and I am pleased to hear this witness reply to the argument, 
that if you have regulation of the production and gathering it will have 
the effect of cutting off a substantial portion of the natural gas that 
goes to the consumers in this country. 

Mr. Dres. According to the gentleman’s own figure, if the field price 
for the gas that goes to New York is only 7 cents, and they are paying 
$2-and-something, then the fault is not with the producer but it 1s with 
the transmission and the distributing company, and they are already 
under regulation. So how are you going to get relief in New York 
under those circumstances ? 

Mr. Kern. I do not know, frankly, where the fault lies. I would 
be very happy to take this gentleman’s view because he has made a very 
good statement. 

I think the gentleman from Texas will agree that there is no reason 
in the world why we should pay so much for it in New York City and 
you get it for so little in Texas. 

Mr. Dies. But if the producer is only getting 7 cents you certainly 
would not hold him responsible for your situation ? 

Mr. Kuie1n. I do not know. Perhaps if he only got 2 cents it would 
be a dollar to the consumer. 

That is all, Mr. Chairman. 

The Cuarrman. If there are no further questions, Mr. Farnand, we 
certainly thank you for your testimony and your patience in answer- 
ing questions, 

Mr. Farnanp. Thank you, Mr. Chairman. I appreciate the op- 
portunity of having been here and I want to thank the members of 
the committee for their courtesy and kindness. 

The Cuarrman. Our next witness will be Mr. Matt Triggs, who is 
the assistant legislative director of the American Farm Bureau Fed- 
eration. 
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This is about the third time Mr. Triggs has been here expecting to 
testify. I believe you have your chance, Mr. Triggs. 


STATEMENT OF MATT TRIGGS, ASSISTANT LEGISLATIVE DIREC- 
TOR, AMERICAN FARM BUREAU FEDERATION, WASHINGTON, 
D. C. 


Mr. Triees. Thank you very much. 

The Cuarrman. May the Chair state that we have one other witness 
in addition to Mr. Triggs whom we hope to hear this afternoon, and 
we hope to move forward as expeditiously as possible. 

Mr. Trices. It is a pleasure to appear before this committee again. 
Our statement is very brief, and I think the most expeditious pro- 
cedure would be for me to read it. 

At the most recent annual meeting of the American Farm Bureau 
Federation the official voting delegates of the member State Farm 
Bureaus approved the following policy statement : 

In those areas of our economy in which monopoly has been recognized as the 
practical and efficient means of providing a service under the existing circum- 
stances, regulation by appropriate State and Federal agencies should be exer- 
cised firmly and with adequate consideration of the public interest. Where a 
particular field of regulatory activity can be adequately undertaken by State 
governments we are opposed to Federal regulation. We are opposed to the 
extension of price regulation in circumstances in which competition is effective 
as a regulatory factor. 

Since the field price of natural gas is adequately regulated by competition we 
favor legislation to provide that field prices of natural gas shall not be regulated 
by the Federal Power Commission. 

Our position on this issue is based upon a conviction that in a com- 
petitive enterprise society a free market performs certain functions 
far more effectively than Government regulation. The function of 
price in such a society is to guide the flow of investment so as to assure 
production adequate for national requirements, and to bring about a 
continuous adjustment between supply and demand, so as to avoid 
shortages, on the one hand, and surpluses, on the other. A free market 
functioning in a competitive system is the most effective guaranty of 
a continuing adequate supply and the best assurance that the interests 
of consumers will be protected. 

This competitive enterprise system, operating under the impersonal 
guidance of a free market and the law of supply and demand, is the 
revolutionary aspect of the American economy—a major source of its 
dynamic efficiency, capacity. and adaptability. 

Unlike the local distribution and interstate transportation of natu- 
ral gas, the discovery and production of natural gas is a business that 
is highly competitive, with widely varying cost and production con- 
ditions. It is as venturesome, as risky, as competitive a business as can 
be found in the United States. 

It is our belief that the regulation of field prices of natural gas is 
not only unnecessary to protect consumers’ interests, but, on the con- 
trary, will be positively detrimental to their interests. 

The best guaranty the consumer has of adequate supply of natu- 
ral gas is the maintenance of the incentive to invest in the risky and 
venturesome business of discovery and development. 

If natural gas sold for interstate shipment is to be priced lower 
than its economic value—then we promote the increased utilization 
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of such gas in outlets that will pay its economic value, Federal regu- 
lation of field prices of natural gas destined to interstate shipment will 
tremendously stimulate the use of natural gas in producing areas, for 
local distribution, for industry, and for power production. 

In many States the production of natural gas is regulated by the 
State. The purpose of State regulation is primarily to conserve a 
valuable and limited natural resource. The purpose of Federal regu- 
lation is entirely different—to insure that consumers will not be re- 
quired to pay more than a determined price for natural gas. The an- 
tagonistic purpose of State and Federal regulation may well result in 
mutually antagonistie action by State and Federal agencies, with dis- 
ruptive effects upon the carefully developed conservation programs of 
State governments and the loss of State sovereignty over control of its 
natural resources. 

The action of the Federal Power Commission as of June 7, 1954, 
freezing natural-gas prices and prohibiting discontinuance or modi- 
fication of service without Commission approval, represents a sweep- 
ing invasion of private contractual rights and State regulatory au- 
thority. 

Although field prices of natural gas were not regulated prior to 
June 7, 1954, this did not result in the exploitation of consumers. The 
index of the price of natural gas was 108.8 in 1953—Bureau of Labor 
Statistics; 1947-49 equals 100—as compared to 101.2 in the depression 
year 1935. This price of natural gas did not increase significantly 
despite the inflation of the war and postwar years, during which the 
prices of most goods and services doubled or tripled. 

We see little virtue in the argument that, since the retail price and 
the price for interstate transportation are regulated, that effective 
regulation also necessitates regulation of field prices. It will be just as 
effective, and a great deal simpler, to recognize as a cost element the 
price actually paid by the distributor, not in excess of a reasonable 
value, than it would be to try to determine what field prices should 
be. 

A substantial portion of the oil and gas reserves of the United States, 
discovered and remaining to be discovered lie beneath farms. We 
submit that when a landowner is so fortunate as to own property be- 
neath which natural gas is discovered he should get the benefit of the 
market value of such gas in exactly the same manner as though the 
discovery consisted of coal or oil or iron, copper, lead or zinc ore, or 
bauxite, or sulfur, or potash, or phosphates, or any one of many other 
commodities. 

This is an essential element of the concept of private ownership of 
property. To hold otherwise is to confiscate private property. 

The American Farm Bureau Federation therefore respectfully 
recommends the enactment of legislation to restore what we believe 
was the original intent of the Congress, that the production and gath- 
ering of natural gas is exempt from Federal regulation, and, by such 
means, to reaffirm our traditional American belief that free competi- 
tion in a free market is, except where monopoly circumstances prevail, 
the best guaranty of adequate supply at fair prices. 

I appreciate very much the opportunity of presenting our view- 
points. 

I would like to make this comment, that the brevity of our state- 
ment is no indication of any nominal] interest in this subject. I believe 
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we are dealing here with a question of fundamental principle and that 
if we were to establish the precedent in this case that price should be 
regulated in circumstances where competition is adequate to regulate 
price, we would strike at the heart of our free-enterprise system. 

The CHairmMan. Mr. Triggs, we thank you very much for your 
statement. 

May I say that I think, having heard very, very many statements, 
we also appreciate to some degree the brevity of your statement, and 
we accept your explanation that the brevity does not in any sense 
minimize your interest in the subject. 

Mr. Trices. Thank you. 

The Cuarrman. Are there any questions ? 

Mr. Dolliver? 

Mr. Dotuiver. When was the most recent meeting of the Farm 
Bureau Federation ? 

Mr. Triees. December 1954. 

Mr. Dottiver. Four or five months ago? 

Mr. Trias. Yes, sir. 

Mr. Dotutver. This was the resolution passed at that time? 

Mr. Triecs. That is correct, sir. 

Mr. Dotutver. One part of your statement intrigues me, my interest 
a little, as well as other parts, and it is found on page 2, about the mid- 
dle of the page, the second sentence of the third full paragraph, which 
reads as follows: 

Federal regulation of field prices of natural gas destined to interstate shipment 
will tremendously stimulate the use of natural gas in producing areas, for local 
distibution, for industry, and for power production. 

Well, do you mean to say by that that if there is regulation of the 
field price that gas will be used intrastate rather than entering the in- 
terstate lines ? 

Mr. Triacs. There will be a tendency in that direction, yes, sir. I 
think natural gas priced in Texas or Oklahoma is an extremely cheap 
fuel there. If the producers are unable to obtain the economic market 
value in interstate commerce I think the tendency will be for them to 
use more and more in intrastate business, and certainly there is a tre- 
mendous potential, in the electric power industry particularly. 

Mr. Dottiver. Of course, it is a fact that in the gas-producing States 
there is a great deal of gas used in power-production purposes as well 
as the chemical industry and a host of other uses? 

Mr. Triaas. Yes, sir. 

Mr. Douttver. Do you envision the time where, if there were regu- 
lation, the majority or a major percentage of the gas produced would 
be used intrastate rather than going to interstate ? 

Mr. Tricges. Well, as I understand it, right at the moment, sir, 
nearly half of the natural gas, produced in the seven-State major pro- 
ducing area is used there right now. Now we are seeing a tremendous 
expansion of the electric power industry in every part of the country, 
and certainly the power industry is going to look for the cheapest form 
of fuel. I think that the other consuming areas have to be in the posi- 
tion of being free to bid for the supply if they expect to get a supply 
adequate to their needs. 

Mr. Dotutver. You would not undertake any prophecy as to what 
the percentage might be or the increase in percentage ? 
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Mr. Trieas. No, sir, except to make this general statement, that 
price regulation always results in disruption of the normal distribu- 
tion pattern. I think we have seen it in many other instances. 

Mr. Dotitver. I do not know whether you were here a few days ago 
when one of the witnesses talked about that so-called acceleration 
clause. 

Mr. Triees. Yes, sir, I heard that discussion. 

Mr. Dotutver. And the favored-nation clauses? Have you made 
any study of that proposition at all ? 

Mr. Trices. Well, not exactly a study. I have not read the clauses, 
but I would express this general viewpoint, that if I were a farmer 
and owned a gas well or two and if the producer producing the gas on 
that farm sold it without some consideration to the fact, the possibility 
of inflation, the possibility of significant change in market values, that 
I would not believe that he had acted in accordance with my best inter- 
ests. I would feel very much concerned about it, and, therefore, I 
would certainly hope that he would not enter into such contracts, and, 
if he did, they were very short-term contracts. 

Mr. Dotttver. Well, the point perhaps is on the other side. Should 
there be some protection to the consumer against unwarrantable in- 
creases by means of escalator clauses or clauses tied to other produc- 
tion in the same field or the highest price in the same field, the most- 
favored-nation clauses that were described the other day ? 

Mr. Triaes. I think the sound principle is recognition of the market 
price as the price which is the proper price. 

Mr. Dotutver. Do I take it by that that you would outlaw or pro- 
hibit such clauses as we have just referred to, these automatic escala- 
tion clauses and most-favored-nation clauses ? 

Mr. Triaes. No, sir, I do not know enough about the particular con- 
tractual provision to make a recommendation in that respect, but it 
does seem to me that there has to be some provision in a contract to 
involve reconsideration of the price from time to time. 

Mr. Dotutver. You would tie the price, as I understand you, to the 
market price in the particular area. Isthat right? 

Mr. Triaes. That is right. 

Mr. Dotuiver. Thank you. 

Mr. Chairman, that is all. 

Mr. Hesevton. Mr. Chairman ? 

The Cuatrman. Mr. Heselton. 

Mr. Hesevton. Mr. Triggs, I want to preface my question by saying 
that I have a very high regard for the Farm Bureau. 

Mr. Trices. Thank you. 

Mr. Heseuron. I realize the sincerity of any position they take. 
However, there are certain points I would like to clear up in my own 
mind. 

Referring to this resolution, was that a unanimous vote ? 

Mr. Trraes. There was some little discussion of it in the subcom- 
mittee of the resoultions committee, and, as I recollect, it was unani- 
mous. It was unanimous in the resolutions committee, which is a large 
body in our organization, about 80 people, and there was no protest or 
objection raised to it in the house of delegates, which is our real policy- 
making organization. 

Mr. ‘Hesexron. Was it introduced by members of producing States 
or consuming States? 
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Mr. Trices. We got about eight resolutions from the State farm 
bureaus on the subject, and, without recollecting exactly, I am sure 
they would be mostly producing States. 

This is where farmers would feel they had a real interest in the 
problem. 

Mr. Heserton. Certainly 

I notice the resolution itself emphasizes competition and, repeatedly 
throughout your statement, you refer to competition. 

Unlike the local distribution and interstate transportation of natural gas, the 


discovery and production of natural gas is a business that is highly competitive, 
with widely varying cost and production conditions. 


Then further on I find— 
competitive a business as can be found in the United States. 


Did you hear Mr. LeBoeuf testify ? 

Mr. Trieas. No, sir. 

Mr. Hesetron. I would like to read to you an excerpt from a state- 
ment he made, and ask you to comment upon it. 

The operation of true competition presupposes negotiations directly between 
free buyers and free sellers. In the natural-gas industry such free competition 
does not exist because of the interposition of pipeline companies between the true 
buyers and sellers. The people who have to pay never sit at the bargaining table, 
nor are they consulted by the negotiating producers and pipelines. 

Then he refers to the fact that the pipelines occupy a sheltered posi- 
tion of being able to pass on price increases with little or no opposition, 
and he says: 

Under such circumstances there is little incentive for the pipeline to negotiate 
the best bargain it can make. Furthermore, in recent years when the movement 
of gas to the Northeast commenced, the demand for natural gas at then existing 
prices was so acute that the pipeline took substantially anything that the pro- 
ducer demanded so long as it could get the requisite gas. It was during that 
period that escalation clauses became widespread. 

Would you comment on that? 

Mr. Triecs. Well, it seems to me that there is a considerable element 
of competition in this business. Certainly any pipeline serving an 
area is anxious to expand its sales in that area and its sales to new con- 
sumers in that area. It must compete against other fuels, other sources 
of power. -It must compete in the area of purchase with local use, with 
local distribution, local industry, local power. It is bargaining at 
arm’s length with the producer. We sometimes feel that it is a little 
bit the other way, that the producer is not in a position to fully exer- 
cise his bargaining power because he is uninformed, relatively unin- 
formed with respect to the marketability and the pricing situation. 
But if there is any failure of the bargaining position of the producer 
in this connection this only means cheaper gas to the consumer. So I 
do not see that there is any reason for the consumer to be concerned 
about it, 

Mr. Hesetton. Would it be of any concern to you if, as a result of 
legislation, that this Congress might pass, the reserves of 19 large oil 
companies would be increased, the value of the reserves would be in- 
creased approximately $910 million plus an unknown increment for 
reserves known but not yet measured ? 

Mr. Triees. Are you suggesting, are we concerned that they might 
make an excessive profit ? 
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Mr. Hesetton. I suppose the same question comes up that came up 
with a previous witness when Mr. Harris said it depends on what you 
call reasonable. 

Mr. Trices. Yes. 

Mr. Hesetron. Let me put it this way: I asked the Federal Power 
Commission to advise me as to the control of reserves, known reserves, 
The Chairman furnished a statement showing that 19 of the large oil 
companies control half of the proven reserves. The value of that, if it 
were increased only 1 percent, it would represent an increase of $910 
million. 

Do you feel that is a factor that should be taken into consideration! 

Mr. Trices. Does this not really get down to the question of what 
is value? What is the real value, what is the equitable value of prop- 
me This is a subject that has been debated by Congress since Adam 
Smith. 

Mr. Hesetron. I do not think Congress was in session then. 

Mr. Trices. Let me say this then, that since Adam Smith’s day 
there has been practically no economist who has disagreed with the 
general principle that the best and the most equitable and the long- 
run measure of value is the competition of buyers and sellers in a 
free market, and this is the measure of true worth. 

Mr. Hesetron. That presupposes or assumes that there is a free 
market, that there is competition, which you allege ? 

Mr. Triaas. Yes, sir. 

Mr. Hesettron. But it has been alleged by Mr. LeBoeuf that there 
is not. He is representing several large companies in New York City 
who have had experience. 

Mr. Triaes. Certainly there is competition in a great many areas 
and a great many fields. There is always the competition of alterna- 
tive fuel use. 

Mr. Hesevton. Now you are going back right to your own counsel, 
that they can always burn wood or coal, and I do not think you seri- 
ously mean that because that means that everyone who has invested 
in the production and transmission and delivery of natural gas, or 
who has invested in equipment, would be forced to lose all of that 
investment and change over to something else. 

Mr. Triacs. Well, I do not think I see anything in the natural-gas 
business that is peculiar in this respect as compared with a great 
many other industries. There is no more possibility of monopolistic 
practice in the natural-gas industry than there is, say, in the auto- 
mobile industry. I have no doubt that if we were to institute tomor- 
row price control on the automobile industry that for a short time, 
we, all consumers, would get an automobile at a cheaper price. But 
I doubt very much that this would mean that in the long run we would 
get better automobiles at a cheaper price. 

Mr. Hesevton. One final question, and I am sure you will under- 
stand the reason why I am asking it. It is simply to get the record 
clear, and it stems from your reply as to the history of the resolution. 

I assume—and I have a great many valued friends among the Farm 
Bureau in my district—but, judging from conditions there, I would 
assume that very few members of the Farm Bureau are consumers 
of natural gas, that they would constitute very largely those using 
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other types of fuel, and some, as you indicated, producers or owning 
land on which gas is produced. Am I correct in my assumption / 

Mr. Triaes. It is unquestionably correct. 

Mr. Hesexiton. Thank you. 

The Cxarrman. Mr. Harris? 

Mr. Harris. Just this one further question. 

Do you have approximately the number of automobiles produced 
in 1954? 

Mr. Hesetton. Number of what? 

Mr. Triaes. Six million, somebody says. I guess that is about right. 

Mr. Harris. I think General Motors had about 3 million, and Ford 
about that many, and probably about 7 million all told. 

Now the price of automobiles has gone up $10 each, and I am sure 
it would be much more than that when you compared 1954 with 1955, 
but just say a figure of $10. That would be a figure of $50 milion, and 
that is a considerable figure, is it not ? 

Mr. Triaes. Yes, it is. 

Mr. Hesetton. I thought you said a conservative amount. 

Mr. Harris, I think it is conservative. 

But there are about four or five principal automobile producers in 
the country. Now just because that resulted in an increase is no reason 
to say, “Let us put all the automobile industry under rigid controls,” 
isit? 

Mr. Triaes. No, sir, and it is just inconceivable to me that to com- 
pare these two industries and to admit—and it is correct, I think, that 
there is competition in the automobile industry with 5 or 6 concerns, 
and there cannot be competition in the natural gas industry with 
somewhere in the neighborhood of five to eight thousand concerns. 
It just does not hold water. 

Mr. Hesgeiton. Will the gentleman yield? 

Mr. Harris. Yes, I am through. 

Mr. Hesextton. You made your point. 

Are you willing to advocate that we repeal the Natural Gas Act? 

Mr. Triees. No, sir. 

Mr. Heseiton. Why not? 

Mr. Triegs. I think we do need regulation of the distribution and 
the local distribution. 

Mr. Hesetton. Why ? 

Mr. Triees. Because this is a monopoly in its area. 

Mr. Hesetton. That is all. 

The Cuarrman. Any further questions? 

If not, Mr, Triggs, we appreciate your appearance before the com- 
mittee, 

Mr. Triees. Thank you, gentlemen. 

The Cuarrman. Our next witness is Mr. Otis H. Ellis, general coun- 
sel of the National Oil Jobbers Council. 

Mr. Ellis was scheduled to appear once before, and had influenza 
or something of that sort that day and could not appear. 

Weare glad to have you with us at this time. 
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STATEMENT OF OTIS H. ELLIS, GENERAL COUNSEL, NATIONAL OIL 
JOBBERS COUNCIL, WASHINGTON, D. C. 


Mr. Exxis. Thank you, Mr. Chairman. 

The Cuarrman. May I say before he starts that his nativity is rooted 
deeply in the soil of my native State of Tennessee, and I proudly wel- 
come him as a fellow Tennessean. 

Mr. Exxis. Thank you. 

I do not have a statement. I was due to appear tomorrow, and in- 
tended to prepare my statement today, ok at the request of the 
committee, [ am here shooting from the hip. 

Mr. Harris. Being from Tennessee, you should qualify. 

Mr. Extis. I do not know whether I will hit the mark or not, but 
if the squirrel is there I will try. 

My name is Otis H. Ellis. I am engaged in the general practice 
of law at 1001 Connecticut Avenue here in the city of Washington, 
D. C. I am appearing here today in my capacity as general counsel 
of the National Oil Jobbers Council. 

In order to identify my clients, both as to where they are and what 
they do, I might state that the National Oil Jobbers Council is, in 
effect, a federation of 27 State and regional associations of independ- 
ent oil jobbers and distributors of petroleum products. There are 33 
States represented in those 27 associations. The independent oil job- 
ber—by Sesithion rather than define him—I will tell you what he coes 
and from that you can better understand his work. 

The independent oil jobber delivers to the homes of the United 
States 80 percent of the household ‘burning oil that is used in this 
country. We deliver to the service stations of this country between 40 
and 50 percent of the gasoline which is marketed through the service 
stations. We also distribute over 60 percent of the imported residual 
oil that comes into this country. We do not have the figures on the 
amount or quantity of domestic-produced residual oil which we dis- 
tribute, but it runs far in excess of the imported oil by quantity. 

Now my statement is going to be brief. I go at some length to tell 
you about the fact that we distribute household fuel oil for this rea- 
son, that we are possibly the only organization having a representative 
to appear before this committee whose position is contrary to its own 
monetary interest. We feel that the legislative removal of control by 
the Federal Power Commission over the production of natural gas 
will mean more gas wil] be available to the consumers of this Nation 
in the future, and, as the matter now stands, my fuel-oil jobbers are 
battling for their very existence in competition with natural gas. As 
more of it comes: in, our competitive position will be worsened. 

You heard a witness today, and a very able one, from Minnesota. 
I represent over 600 fuel-oil jobbers in the State of Minnesota thiat 
are battling gas with everything they are worth out there today, but I 
‘an assure you of one thing—we will never come to this Congress, not 
so long as I represent them, ever asking for Federal control of out 
competition. 

If we cannot lick them in the market place then let us fall off the vine. 

I would like to state this. In order that I may get before this com- 
mittee the exact mandate that I have from the people I represent, I 
would like to read this very brief resolution which was passed on No- 
vember 5, 1954,"by the National Oil Jobbers Council at their regular 
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annual convention in Chicago, Ill. This comes from the fuels policy 
committee and was approved by the council with the exception of one 
State association on the floor of the general meeting. I quote: 

This committee has extensively discussed and considered the effects and im- 
pact of the decision handed dowa on June 7, 1954, by the Supreme Court of the 
United States in the so-called Phillips decision. In this opinion the Supreme 
Court determined that all producers and gatherers of natural gas fall within 
the purview of the Natural Gas Act and are therefore subject to the regulatory 
powers and authority of the Federal Power Commission. This committee is op- 
posed as a matter of principle to the undue invasion of States rights by the 
Federal Government and particularly to the unjustified expansion of the scope 
of the Federal regulatory agencies over private business. 

The committee recommends that NOJC go on record as supporting legislation 
which would specifically exempt producers and intrastate gatherers of natural 
gas from being subject to the provisions of the Natural Gas Act and the author- 
ity of the Federal Power Commission. 

Mr. Dotxiver. Will you read that last sentence again, please 

Mr. Extis (reading) : 

The committee recommends that NOJC go on record as supporting legisla- 
tion which would specifically exempt producers and intrastate gatherers of nat- 
ural gas from being subject to the provisions of the Natural Gas Act and the 
authority of the Federal Power Commission. 

Now, with that very strict mandate before me, taken together with 
the principles of my organization, which — Federal control of 
private enterprise, I cannot approve any bill which is before this 
committee, primarily for the reason that they do not go far enough 
in removing Federal control from the independent producers of nat- 
ural gas. 

So, with that in mind, the only thing that I can recommend to this 
committee, with the mandate that I have before me, is that the com- 
plete control be eliminated. 

And when I refer to “complete,” I contemplate any indirect control 
which might be exercised by controlling the buyer, which in turn would 
control the seller. 

Now, then, I don’t think it is necessary for me to elaborate any fur- 
ther. You gentlemen have been subjected to the best brains on both 
sides of this issue. You have been fed more statistics than an IBM 
calculating machine could absorb, much less understand. 

And with that, I would like to make this further statement to the 
committee. And I say that because I noticed that Mr. Rogers came 
back, and he questioned a witness this morning about the proposition 
of: why wasn’t a distributor of natural gas controlled ? 

Now, then, that is a source of amazement to me. The jobbers that 
I represent have been battling down here with the Department of 
Labor for the past 4 years over whether or not a jobber—one who does 
not engage in crossing State lines—is subject to the provisions of the 
Fair Labor Standards Act. And what do we find? I give you a 
hypothetical case. And let us see how it ties in with why this man, 
his distribution outfit, is not controlled by somebody. 

Let us say there is a jobber in Minnesotoa. He receives his fuel oil 
from a pipeline terminal in Minnesota. He takes it out of a terminal 
tank. He buys it from someone who owns the terminal tank, and he 
puts it in his truck, and he takes it, either direct to a home or an indus- 
try or to some commercial facility, and he sells it, all within the State 
of Minnesota. 


61557—55—-pt. 160 





932 NATURAL GAS 


Do you know what the people down at the Department of Labor 
say? They say that if this jobber delivers so much as 1 pint of a 
petroleum product, so taken, to a plant which produces a commodity 
which in turn is transmitted in interstate commerce, the drivers, the 
bookkeeper, and the man who places the order for the produet, are 
subject to the Fair Labor Standards Act, because we are engaged in 
production for interstate commerce. 

Now, then, we take gas that is pumped out of a hole in Texas, and 
we carry it up to Minnesota. It is regulated until the company u 
there takes it over. But when that man sells gas to a plant that is 
engaged in the production of a commodity that will be transmitted 
in interstate commerce, then he is not controlled. But that independ- 
ent producer and royalty owner down yonder in Texas, who doesn’t 
even see the plant, is controlled. Now, that doesn’t make sense to me. 

If this committee, after you get through with this, has enough 
stamina left, it you want to do this country and the businessmen of this 
country a great favor, do something about clarifying the definition of 
the term “interstate commerce.” It has gotten down to the point now 
that if I take a drink of water in my home over here in Annandale, 
Va., and drive to Wheeling, W. Va., and spit out the window, I am 
engaged in‘ interstate commerce. That is what it boils down to. 

made the statement yesterday to someone, when we were discussing 
this proposition of interstate commerce. The Congress and the Su- 
reme Court of this country in the last 25 years—the 2 groups com- 
ined—what you have done to the definition of the term “interstate 
commerce” shouldn’t have been done to a dog. You have done just 
about this. You have taken a size 38 girdle and put it on a size 50 
backside. That is what it amounts to. 

Now, there is this further observation. When the Council came to 
the conclusion that they came to, the decision was hard. It is very 
hard to sit on one side and beat the drum and blow the trumpet and 
say, “Come back to Jesus” on the basis of principle, when on the other 
hand you see that your position may mean that you are voting your- 
self down the drain monetarily. 

And I might say this: that when we found that we were going along, 
let us say, with the independent producers, since we took this position 
we have begun to wonder about the sincerity of their position. They 
marched in here by the truckload, as you gentlemen know. They have 
lobbied the Congress up here with letters and personal calls. And 
one of the main things they talk about, or the principles they talk 
about, is the removal of Federal controls wherever it is possible to do 
so from private enterprise. 

But that same group of independent producers—what are they also 
doing? They want control on oil imports. They want to stop the 
residual oil from coming into your section of the country, Mr. Hesel- 
ton, and thus force industries up there to use coal. They are willing 
to vote end-use control for the industries in your section, but when you 
talk about control of their gas at the wellhead, no. We begin to wonder 
about their consistency. It is perfectly all right for them to have 
State controls in Texas, which have to do with proration, or in general 
controls which bring about a higher price of crude oil. That is per- 
fectly all right. 

Now, then, we are about at this point: We cannot go much further 
in backing principles, even though we believe in them for the oil and 
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gas paopering. sxgznent of this industry. These people are going to 
have to start being consistent. Otherwise, we are going to have to, as 
a matter of self-preservation, take care of ourselves, whether we have 
to go with or without principle. 

hat about concludes my statement, sir. 

The Cuatrman. Mr. Ellis, I think from the standpoint of the 
straight shooting element of your statement, both Davy Crockett and 
Andy Jackson would have been proud of you. 

We do appreciate your statement, and I am wondering if there are 
some questions. 

Mr. Harris. May I say that I am sure the distinguished chairman 
of this committee and Congressman from Tennessee also join Davy 
Crockett and Andy Jackson in being proud of you. 

Seriously, I want to commend you on your expression of the views 
and principles that you stated here. I do think there is something in 
this question of consistency. I will say we tried to follow that course 
in 1949 and 1950 insofar as this legislation is concerned. And, of 
course, you know where we wound up. 

And if you were not there the representative of the industry who 
presented the major testimony on behalf of the industry stated he 
still held that same view and that he believed in it today, and the only 
reason he gave any concessions at all on this legislation regarding 
the control of prices was because he said he thought it was all he could 
get. He recognized, as the industry did, that it is in a chaotie condi- 
tion now and something ought to be done to clear it up. 

The CHatrrmMan. Are there any further questions? Mr. Dolliver? 

Mr. Dotutver. I think your industry are very greatly to be com- 
mended, and you as the attorney for the organization, for taking a 
position on principle which is, 1 agree with you, directly in conflict 
with your own monetary interest. It is conceivable, certainly, that 
control of the price of gas at the wellhead would have a favorable ef- 
fect upon the distribution of oil for fuel purposes. 

You have been quite critical, or at least there has been an under- 
tone of criticism in your remarks, as to what has been done in recent 
years in violation, as you see it, of the interstate commerce clause. Do 
you take the view, as an attorney, that control of the gas production 
at the wellhead would violate the interstate commerce clause, or would 
be unconstitutional ? 

Mr. Exxis. Under the modern court interpretations of interstate 
commerce, I think they could go that far. That is from a legal stand- 
point. I do not think they should go that far from an individual 
standpoint. 

Mr. Dotttver. In other words, you disagree with the decision in the 
Phillips case. Is that true? 

Mr. Extis. No, sir. I think that in the Phillips case, the law, as it 
was written, could have been subject to the interpretation given it by 
the Supreme Court. 

Mr. Dotttver. Well, will you elaborate on that a little bit? I am 
a little confused in my own mind as to whether the Supreme Court 
put a strained interpretation upon that Natural Gas Act in rendering 
the Phillips decision. Certainly prior to their decision the Federal 
Power Commission had put a reverse interpretation upon it, because 
they had refused to accept jurisdiction over the price of gas gathering 
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and production. Then the Supreme Court, as you know, did charge 
the Federal Power Commission with that responsibility. 

Now, was the Natural Gas Act that was passed in 1938 ambiguous? 
Or what was the trouble? 

I am interested in your views on that legal segment of this argu- 
ment. 

Mr. Extis. Well, I can only give you an opinion, because I do not 
know what was in the mind of the five men on the Supreme Court. 

Let me go back a little. 

Mr. Do.tiver. Before you do that, may I say this: that I was not 
in Congress in 1938 when the Natural Gas Act was passed, but I am 
quite sure, from my conversations and such knowledge, as I possess, 
that the Congress at that time thought they had excluded the Federal 
Power Commission from the gathering and production of gas and any 
control by the Federal Power Commission. Now they have found that 
is not true. 

Mr. Exuts. You are getting to the point I was about to start on, Mr. 
Dolliver. I think that was the intention of the Congress from the 
best I can find from a study of the legislative history of the act, that 
the producer was excluded from the coverage of the act. Tam inclined 
to the opinion that the evolution over the. years from 1939 to 1954 of 
our interpretation of how far interstate commerce could go by defini- 
tion—that there was an evolution between that period of time to 1954. 
And when it rolls around to 1954, we have stretched, as I said, that 
girdle, to where it now fits a bigger rump than it was ever intended 
to go on. 

Mr. Dotitver. Well, is not that the interpretation actually by the 
Supreme Court ? 

Mr. Extis. Yes; that is what it boils down to. 

Mr. Dotutver. And does it seem to you that it was in direct violation 
of the intent of Congress? Or was there an ambiguity in the law 
itself, on which the Supreme Court properly could hang this Phillips 
decision ? 

Mr. Exxts. There was enough, possibly, I won’t say ambiguity but 
enough slippage in the wording of the act that the Supreme Court, 
using the strained interpretation of interstate commerce, could find a 
feeble nail to hang its hat on. Does that explain the way I look at it? 

Mr. Dotutver. Yes. 

That isall, Mr. Chairman. Thank you. 

The Cuatrman. Any further questions? Mr. Williams? 

Mr. Wiut1aMs. I do not have any questions. I have known the 
witness for quite a few years and, having heard his forceful testimony 
of a few minutes ago, I think I would be afraid to ask them, anyway. 

Mr. Exxis. You never have been before. 

Mr. Wr11ams. But I will take this opportunity to commend him 
on the testimony he has given to the committee and his straightforward 
attitude on this matter. I am in 100 percent accord with his views. 

I think that it is the responsibility of this committee, if the com- 
mittee is inclined to exempt the producer from being controlled by the 
Federal Government, that we should do that and stop; and that if we 
go further, as is written into the Harris bill, to provide for reinstate- 
ment of certain controls on the price of natural gas, we would merely 





NATURAL GAS 935 


provide the means by which the Federal Government could move back 
in and take over again. I think we would defeat the very purpose of 
this legislation. 

That is all I have, Mr. Chairman. 

The Cuatrman. Mr. Heselton? 

Mr. Heseuron. As I recall your opening statement, you said that 
your organization was made up of some 33 to 35 State associations. 

Mr. Exuis. It is 27 associations, but some of them are regional, tak- 
ing in several States. For example, the Independent Oilmen’s Asso- 
ciation of New England takes in about three States, and we separately 
represent another member, Connecticut. Thirty-three States are rep- 
resented, Congressman Heselton. 

Mr. Heseitron. Did I understand you correctly to say that the reso- 
lution that was passed was with one dissenting vote ? 

Mr. Exuis. That is right. 

Mr. Hesetron. Who was the dissenter? Do you recall? 

Mr. Exxis. Based on my recollection, I think it was South Carolina, 
but I am not certain. 

Mr. Hesevron. I want the record perfectly clear on one other point. 

As I recall your testimony, you said your association could not sup- 
port any legislation that was before this committee. 

Mr. Exuis. That is right, sir. I could not approve it with the man- 
date that I have before me. Now, then, we have another meeting com- 
ing up in May, at which time I will, of course, advise them of these 
various bills that have been presented, and they may have some view 
at that time on something more specific for me. But at our last meet- 
ing we had no specific legislation to pass on. 

Mr. Hesextron. I realize the terms of your statement. That lets 
me out. But I want to make it very clear that it lets Mr. Harris out, 
too. 

Mr. Exuts. It lets them all out. 

Mr. Harris. Well, if you cannot get the whole loaf, you take what- 
ever part of it you can get. 

Mr. Exits. I am not arguing with either of you about your bill. 
As an attorney, and having represented a congressional committee, I 
might say this: I try to make it a practice never to come before a con- 
gressional committee and exceed the mandate of the people I repre- 
sent. I have seen it cause too much difficulty. And that is the reason 
I am trying to stay well within it. I am not saying they would dis- 
agree with your bill or with the other bill. 

Mr. Harris. When is the meeting in May / 

Mr. Exxts. May 20 and 21 in St. Louis. There will be plenty of time 
to get to it in the Senate, if they take a similar amount of time. 

Mr. Rogers. Mr. Chairman, I was very deeply impressed with the 
witness’ announced alarm at what is being done with the commerce 
clause of the Constitution. I think it is one of the most serious prob- 
lems this country is going to have to face. And the examples given 
are very pertinent and, I think well put. 

I like the way you pointed it up about taking a drink of water. 
What has happened to the independent gas producer is this: he was 
led to believe that he could drink that water in New York, but he 
didn’t know about the spitting in West Virginia until he got there, 
anil he spat before he realized what would happen to him. That is 
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the place where he is caught right now. And I think that these hear- 
ings and what happens to this legislation and what happens to the 
Natural Gas Act encompasses a gr eat deal wider area than many people 
appreciate insofar as our future liberties are concerned. 

Mr. Ex.1s. Well, somewhere we have got to draw the line. If we 
do not, the Federal ‘Government is going to control the actions of ever vy 
citizen in this country. 

And let me make this further observation. I do not want to pro- 
long it. I represent about 400 jobbers in your State, Mr. Rogers. 

Mr. Rocers. Y es, sir. 

Mr. Exuis. This Department of Labor over here has made an ex- 
ample of the jobbers in your State on just what I was talking about 
awhile ago, oil produced in Texas and refined in Texas. It does not 
move out of Texas. My jobbers take it from terminals down there and, 
because a small dab of it is sold to a little industrial plant, they come 
down and say that they are subject to the Fair Labor Standards Act 
and all the provisions that go with it. 

Now, then, we have got a bill that was introduced up here about 

2 yes rs. ago, and it gathered a fancy hunk of dust setting in there with 
nobody giving us any help on it. We would sure like to have some 
help from you at this time. 

Mr. Rogers. I want you to know I am vitally interested in it, be- 
cause it has been of concern to me for a long time. As a matter of 
fact, many of the farmers today do not realize that they have been 
defined into interstate commerce. And they do not realize that some 
of the decisions that have taken segments of our economy into inter- 
state commerce and subjected them to Federal control have been done 
by bureaus, and the Court’s hands are tied under the substantial evi- 
dince rule to do anything about it. This committee and the Congress 
ought to correct it. 

The Crarrman. Are there any further questions? 

Mr. Ellis, we appreciate your appearance before the committee. We 
regret the inconvenience caused you by such sudden notice. But thank 
you for your cooperation, sir. 

Mr. Ex.is. Thank you, sir. 

The Cuarrman. The Chair asks unanimous consent at this point in 
the record to insert a statement by request of our colleague from Ala- 
bama, Mr. Roberts, a statement of the Alabama Municipal Gas Asso 
ciation. 

(The statement referred to follows :) 

ALABAMA MUNIcIPAL GAS ASSOCIATION, 
March 19, 1955. 
Hon. KENNETH A. ROBERTS, 
Member, House Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN Roserts: I have been authorized and directed by the 
board of directors of the Alabama Municipal Gas Association to write you rela- 
tive to H. R. 4560, which is now in the committee of the House of which you 
are a Member. 

The Alabama Municipal Gas Association is an association representing over 
50 Alabama municipalities and 1 Georgia municipality which own and operate 
municipal natural-gas systems serving over 36,000 ultimate natural-gas con- 
sumers. This association was organized for the purpose of pooling our efforts to 
protect ourselves and our customers from unwarranted rate increases by natural- 
gas pipeline company or companies from which we purchase our gas for resale. 
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At the present time we are actively engaged in a rate case before the Federal 
Power Commission, FPC Docket No. G—4264, wherein the pipeline company 
requests a rate increase which, if granted, will amount to $74% million per 
year. On September 2, 1953, this same company was granted a rate increase 
amounting to $5 million per year predicated on the increased cost of natural 
gas at the wellhead. We opposed that case and certainly feel that the pend- 
ing case above referred to is most unjust and unwarranted. 

The Alabama Municipal Gas Association is unalterably opposed to H. R. 4560 
and we urge you and the other members of the committee to defeat the proposals 
contained therein for the reasons set forth in this letter. 

Until a few months ago the Federal Power Commission had not attempted to 
regulate the price of natural gas at the wellhead on the theory that the Natural 
Gas Act did not give them that authority; however, in the recent case of State 
of Wisconsin v. Phillips Petroleum Company, the United States Supreme Court 
ruled in effect that the Natural Gas Act did vest the Federal Power Commission 
with authority to regulate the price of natural gas at the wellhead along with 
other regulatory controls. H. R. 4560 is designed for the specific purpose of 
removing and defeating that authority of the Federal Power Commission. We 
are of the opinion that if the situation is to be controlled at one end of the pipeline, 
it, of necessity, must be controlled at the other end. The Federal Power Com- 
mission must have control at the wellhead. If it has no such control the pro- 
ducer and owner of the well can take the position that the transporting company 
has its lines and other investments made and that that company cannot afford 
to abandon its lines and investments or to remove them and therefore must buy at 
whatever price they can. Without control the well owner could capriciously 
boost his price. The next step is for the pipeline company to file a petition with 
the Federal Power Commission seeking increased rates based on the increase in 
the cost of natural gas at the wellhead. Such a petition would probably be 
granted without any consideration as to whether the increase at the wellhead was 
fair, equitable, or warranted if the FPC had no control over the wellhead. In 
other words, the end result would be that the entire cost would ultimately be 
passed to the selling company and from there to its customers without any 
regard having been given by any responsible agency as to whether or not the 
increase in price at the wellhead was warranted. 

We are aware of instances where the producing company and the pipeline com- 
pany are owned and operated by the same or practically the same stockholders 
and directors. There may be many such instances. If this proposed legislation 
is adopted, the situation outlined in the paragraph above is a strong probability. 

The proponents of this legislation contend, so we are advised, that the present 
law will tend to stifle exploration and development of new fields, ete. We con- 
tend that the depletion allowances now contained in the Federal laws relative 
to the petroleum industry and the constant search for oil is all the incentive 
needed or necessary for all future exploration and development of new gas fields. 
It is a known fact that since the termination of World War II that thousands 
of miles of transmission lines have been laid and that hundreds of thousands 
of new users of natural gas have been connected to facilities for the distribution 
of the product. The demand for natural gas has multiplied by leaps and bounds 
and all gas fields that have been discovered have developed tremendously to meet 
the demand. The gas that was being burned from stand pipes in the fields a 
few years ago is now being diverted into pipelines and sold by the producer at a 
highly profitable price. Such price could easily become exorbitant and pro- 
hibitive unless the control at the wellhead is continued. 

We anticipate that the proponents of this legislation will contend that con- 
tinued control of gas at the wellhead will be the first step of a series of events 
or acts of Congress that will ultimately lead to control of the entire petroleum 
industry. We take issue with any such contention that may be made. The 
natural-gas industry depends on pipelines and each pipeline company operates 
within what amounts to a franchise territory as a monopoly. Before they can 
come into a territory they must obtain a certificate of public necessity and con- 
venience and we know of no two pipelines anywhere that operate in the same 
territory in competition with each other. The exact reverse is true of the pe- 
troleum industry according to our views. The public is constantly protected 
from the petroleum industry by the combination of competition and the antitrust 
Statutes which are on the books. 
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Due to the short notice which we have had relative to the hearing on this 
legislation and a combination of other factors including the above referred to 
matter now before the FPC, we are unable to bave a representative to appear 
in person before this committee. We sincerely hope that the committee will 
understand our position and give earnest consideration to our plea that H. R. 
4560 be defeated and not become a part of the Natural Gas Act. 

Respectfully submitted, 


ALABAMA MUNICIPAL GAS ASSOCIATION, 
C. J. JoHNsON, Jr., Secretary. 


(The following information, referred to on p. 740, was submitted by 
Mr. LeBoeuf :) 


LeBorvur, LAMB & Letry, 
New York 5, N. Y., May 8, 1955. 
Re: H. R. 4560 


Hon. J. Percy Priest, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 

Deag CHAIRMAN Prinsr: In accordance with your request (pp. 686, 740) 
I enclose, herewith, draft amendments to the Natural Gas Act which, if enacted, 
would effectuate the five principles proposed in my statement before your com- 
mittee. They are designed to prohibit certain types of escalation clauses, but 
not all, and to relieve the natural gas producers of most of the burdens of Federal 
regulation, while retaining the minimum of controls necessary to protect the 
consumer interest. 

The view was expressed by certain committee members that it might be illegal 
or unfair to strike the worst of the escalation clauses from the producers’ con- 
tracts and otherwise hold the parties to their contract terms. Based on the 
decisions which I cited, I am confident that it is within the constitutional power 
of Congress to do so, where the business is affected with the public interest and 
Congress determines that certain provisions are harmful to that public interest. 
On the score of fairness, I personally would see no objection, under those circum- 
stances, to a producer having the right to apply to the Federal Power Commission 
for a rate increase if he can prove that at any time he is receiving less than just 
and reasonable rates. I believe this right is available under the amendments 
submitted herewith, but I would not object to any additional language to clarify 
the point if deemed necessary. 

These amendments are submitted for your consideration as a complete substi- 
tute for H. R. 4560. A combination of them with any part of H. R. 4560 in my 
opinion would not be workable. As you know, I expressed the belief that the 
“reasonable market price” rate criterion proposed by H. R. 4560 for future regu- 
lation affords little if any protection to consumers. For that reason, I would 
like to make it clear that some combination of that standard now contained in 
H. R. 4560 with our proposed amendments would not attain the middle-ground 
objectives we are seeking. 

You will also recall that at the hearings I was asked for certain technical data 
and comments on Consolidated Edison’s gas operations which I was not in a 
position to furnish at the time. This has now been supplied to me by the en- 
gineers of the company in the form of a memorandum entitled “Response to 
Request by Members of the House of Representatives Committee on Interstate 
and Foreign Commerce for Statistical Data Regarding the Gas Operations of 
Consolidated Edison Company of New York, Inc.” This is enclosed. I hope it 
clarifies some of the natural misconceptions of the text of the company’s 1954 
annual report to the New York Public Service Commission. 

I respectfully request that this letter and enclosures be incorporated in the 
formal record. May I express my admiration for the fair and thorough conduct 
of the hearings on this difficult and controversial matter. 


Respectfully yours, 
RANDALL J. LeBogevur, Jr. 


A BILL To amend the Natural Gas Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the Natural Gas Act, as 
amended, is amended by adding at the end thereof the following new subsection: 

‘(d) Independent producers of natural gas shall be exempt from the provisions 
of section 3 through 9 of this Act except sections 4 (a), (c), (ad), (e), (f), 4, and 
7 (b).” 
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Sec. 2. Section 2 of the Natural Gas Act, as amended, is amended by adding 
at the end thereof the following three new paragraphs: 

“(10) ‘Producer’ means a person who is @ natural-gas company solely by 
reason Of being engaged in, or owning facilities used in, the production or proc- 
essing Of natural gas. ‘Independent producer’ means a producer who is not an 
afiliate of a natural-gas company other than another producer. 

“(11) “Production contract’ means any contract or other arrangement for the 
sale of natural gas by an independent producer, subject to the jurisdiction of the 
Commission. 

“(12) ‘Affiliate’ of @ specified person means any person who stands in such 
relation to such specified person that there is likely to be or to have been an 
absence of arm’s length bargaining in transactions between them, whether be- 
cause Of Officerships, directorships, ownership by either such person of voting 
securities of the other, or otherwise.” 

Sec, 3. Subsection (a) of section 4 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following paragraph : 

“Rates and charges of independent producers under production contracts 
made in the course of arm’s length bargaining betireen persons who are not 
and who, at the time of the making of such contracts, were not affiliates, which 
contracts make no provision for changes in rates, charges, or service except 
(1) to reimburse the seller for increases in occupation, severance, production, 
gathering, or sales taxes actually imposed and paid, or (2) in amounts and at 
dates specified in such contracts conforming to appropriate rules and regula- 
tions prescribed by the Federal Power Commission, shall be deemed just and 
reasonable as respects such sellers for ptrposes of this section and of section 
5 (a) of the Act. In any proceeding under section 4 (e) or section 5 (a) of 
the Aet with respect to the justness and reasonableness of rates and charges as 
respects an independent producer under such a production contract, there shall 
be a presumption that it was made in the courses of arm’s length bargaining 
between persons who are not and who, when such contract was made, were 
not affiliates, and the burden of proof shall be upon whomever contests such 
presumption: Provided, however, That nothing contained in this amendatory 
Act shall relieve a natural-gas company other than an independent producer of 
the burden of proof which otherwise would be upon it in any proceeding under 
the Act with respect to whether its rates and charges are just and reasonable.” 

Sec. 4. Subsection (c) of section 4 of the Natural Gas Act, as amended, is 
amended to read as follows: 

“Under such rules and regulations as the Commission may prescribe, every 
natural-gas company other than an independent producer shall file with the 
Commission, within such time (not less than sixty days from the date this 
Act takes effect) and in such form as the Commission may designate, and shall 
keep open in convenient form and place for public inspection, schedules showing 
all rates and charges for any transportation or sale subject to the jurisdiction 
of the Commission, and the classifications, practices, and regulations affecting 
such rates and charges, together with all contracts which in any manner affect 
or relate to such rates, charges, classifications, and services. Production con- 
tracts in effect on the effective date of this amendatory Act shall be so filed by 
such company within thirty days after such date. Any other production con- 
tracts shall be so filed by such company at least sirty days before the proposed 
effective date of such contract. The Commission shall publish in the Federal 
Register notice of the filing of such production contracts within ten days after 
the filing thereof, specifying the natural-gas companies and gas-distributing 
companies which are purchasers or successive purchasers of such gas.” 

Sec. 5. Section 4 (d) of the Natural Gas Act, as amended, is amended to read 
as follows: 

“(d) Unless the Commission otherwise orders, no change shall be made by 
any natural-gas company in any such rate, charge, classification, or service, or 
in any rule, regulations, or contract relating thereto, except after thirty days’ 
notice to the Commission [and], to the public, and to the persons to whom it sells 
such gas. Such notice shall be given by filing with the Commission and keeping 
open for public inspection new schedules stating plainly the change or changes 
to be made in the schedule or schedules then in force and the time when the 
change or changes will go into effect. Whenever any such change is made under 
“4 production contract, notice thereof shall also be given by the purchaser from 
such independent producer to the natural-gas companies and distributing munici- 
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palities and companies which are purchasers or successive purchasers of such 
gas, at least twenty days prior to the effective date of such change. The Com- 
mission, for good cause shown, may allow changes to take effect without re. 
quiring the [thirty days’] notice herein provided for by an order specifying 
the changes so to be made and the time when they shall take effect and the 
manner in which they shall be filed and published.” 

Sec. 6. Section 4 (e) of the Natural Gas Act, as amended, is amended to 
read as follows: 

‘“‘(e) Whenever any such new schedule is filed the Commission shall have 
authority, either upon complaint of any State, municipality, gas distributing 
company, or State commission, or upon its own initiative without complaint, 
at once, and if it so orders, without answer or formal pleading by the natural- 
gas company, but upon reasonable notice, to enter upon a hearing concerning 
the lawfulness of such rate, charge, classification, or service; and, pending 
such hearing and the decision thereon, the Commission, upon filing with such 
schedules and delivering to the natural-gas company affected thereby a state- 
ment in writing of its reasons for such suspension, may suspend the operation 
of such schedule and defer the use of such rate, charge, classification, or service, 
but not for a longer period than five months beyond the time when it would 
otherwise go into effect: Provided, That the Commission shall not have the 
authority to suspend the rate, charge, classification, or service for the sale of 
natural gas for resale for industrial use only; and after full hearings, either 
completed before or after the rate, charge, classification, or service goes into 
effect, the Commission may make such orders with reference thereto as would 
be proper in a proceeding initiated after it had become effective. If the pro- 
ceeding has not been concluded and an order made at the expiration of the 
suspension period, on motion of the natural-gas company making the filing, the 
proposed change of rate, charge, clasification, or service shall go into effect. 
Where increased rates or charges are thus made effective, the Commission may, 
by order, require the natural-gas company to furnish a bond, to be approved 
by the Commission, to refund any amounts ordered by the Commission, to keep 
accurate accounts in detail of all amounts received by reason of such increase, 
specifying by whom and in whose behalf such amounts were paid, and, upon 
completion of the hearing and decision, to order such natural-gas company 
to refund, with interest, the portion of such increased rates or charges by its 
decision found not justified. At any hearing involving a rate or charge sought 
to be increased, the burden of proof to show that the increased rate or charge 
is just and reasonable shall be upon the natural-gas company, and the Com- 
mission shall give to the hearing and decision of such questions preference over 
other questions pending before it and decide the same as speedily as possible.” 

Sec. 7. Section 4 of the Natural Gas Act, as amended, is amended by adding 
at the end thereof the following new subsection : 

““(f) Price redetermination, renegotiation, or adjustment clauses in production 
contracts, whether executed before or after the effective date of this amendatory 
Act, which clauses provide for changes in the prices received by sellers for the 
sale of natural gas in a field because of (1) any change in the rates charged by 
the purchaser of such natural gas, (2) prices paid or offered to be paid for natu- 
ral gas by @ person or persons other than such purchaser, or (8) prices paid 
by such purchaser in another field, are declared to be contrary to the public 
interest and are prohibited, shall not be received for any regulatory purpose by 
the Commission, and shall not be enforceable in any court or other tribunal. As 
used herein, price includes specified amounts of money or other consideration, 
and provisions relating to pressure, delivery, quality of gas, or other aspects of 
service.’ 


RESPONSE TO REQUESTS BY MEMBERS OF HOUSE OF REPRESENTATIVES COMMITTEE 
ON INTERSTATE AND FOREIGN COMMERCE FOR STATISTICAL DATA REGARDING THE 
GAS OPERATIONS OF CONSOLIDATED EDISON COMPANY OF NEW YorK, INC., DURING 
TESTIMONY BY RANDALL J. LE Borur, Jr., oN Aprit 14, 1955 


GENERAL 


Mr. LeBoeuf was asked a series of statistical questions regarding Consolidated 
Edison’s cost of manufactured gas before and after the introduction of natural 
gas, the amount of manufactured gas made, how the available gas was dis- 
tributed, and the average selling price. The attached table has been prepared 0B 
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a consistent basis to show the data Mr. LeBoeuf was asked to verify or supply. 
Thus it is possible to fairly compare the information shown. The table is ar- 
ranged to show the relationship of various figures and also includes references 
to the pages of the transcript where the questions were asked. 


SAVINGS FROM NATURAL GAS 


One group of questions aimed at determining how much Consolidated Edison 
saved through the introduction of natural gas. Mr. Rogers’ question at page 
716 summarizes this point. 

“Mr. Rogers. They can have all these indirect comparisons and figures on 
these things, but we cannot get the cost of that gas that was manufactured before 
you changed over to natural. I think this, I think when that figure comes in, 
it is going to show that there was a tremendous reduction in the cost per thou- 
sand cubie feet of gas, and I do not think that the records will show that was 
passed on to the consumer.” 

Consolidated Edison’s cost of manufactured gas is of course available as a 
matter of public record. It was 45.1 cents per thousand cubic feet in 1950, the 
last year before natural gas was introduced, and 32.7 cents per thousand cubic 
feet in 1954 when natural gas was the principal raw material for manufactured 
gas. Mr. Dies correctly quotes the 1950 cost at page 734. His figure of 88 cents 
per thousand cubic feet is the equivalent cost on a natural-gas basis of the 
reported 1950 production cost of 45 cents for manufactured gas. However, the 
interpretation of Mr. Dies that there was a saving of $17 million to Consolidated 
Edison because the cost of gas declined from 88 cents in 1950 to 31.3 cents in 
1954 is erroneous. 

The comparison is incomplete in twe ways. The 1950 cost is for a 537 British 
thermal unit per cubic foot manufactured gas when oil and coal were the prin- 
cipal raw materials while the 1954 cost is the city gate purchase price of natural 
gas with 1,055 British thermal units per cubic foot. Natural gas cannot be 
substituted for manufactured gas by simply turning off one valve and turning 
on another. Customers’ equipment must be converted, manufacturing plants must 
be adapted to high British thermal unit production, and additions and changes 
must be made in the distribution system. By the time all Consolidated Edison's 
customers are receiving straight natural gas, the company will have spent over 
$50 million to make the savings possible. 

Furthermore, the purchase price of 31.3 cents paid to the pipeline at the city 
gate is not the whole cost of natural gas. During the winter months, the natural 
gas supply is supplemented by substantial amounts of manufactured gas. On 
the peak day this winter, one-third of the company’s load was supplied by manu- 
factured gas made from oil and coke. The costs of this peaking and standby 
service would also have to be added to the city gate price of natural gas before 
the comparison would be valid. 

Mr. Harris caleulates Consolidated Edison’s savings from natural gas on a 
different basis, arriving at a figure of $7,283,000 based on a computed cost of 
manufactured gas of $1.30 per thousand cubic feet at 537 British thermal units, 
(p. 696) and at page 697 asks: 

“Mr. Harris. Is it not a fact that if you would substitute the equivalent of 
natural gas which you are presently manufacturing at this high cost, that you 
could save the consumers of New York, on an annual basis, $7,283,000? If you 
could substitute this cheap natural gas - 

Obviously if the company could make a net saving of any such sum by sub- 
Stituting natural gas for manufactured gas, it would have done so. However, 
as pointed out in the above answer to Mr. Dies’ question, customers’ equipment 
must be converted to the use of straight natural gas, and the cost of supple- 
mentary peak oil gas must be added to the city gate purchase price of natural 
gas before natural gas could be substituted for manufactured gas. 

The use of $1.30 per thousand cubic feet as the 1954 cost of manufactured 
gas, instead of the actual cost of 32.7 cents per thousand cubic feet, appears 
to be based on a misconception of the company’s manufacturing process. At 
page 696 he asks: 

“Mr. Harris. Which would mean, of course, the mixture of natural gas with 
what you manufacture?” 

He has apparently been advised that the company first made 6,334,000 thousand 
cubic feet of manufactured gas (p. 695) and then added or mixed nearly 32,900,000 
thousand cubie feet of natural gas to produce 39,200,000 thousand cubic feet for 
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sale as manufactured gas (each of these figures is expressed in’ 537 British ther. 
mal units equivalent). 

Actually the main use of natural gas is not to mix it with a separately made 
manufactured gas. Rather it is used like oil as a raw material to make many. 
factured gas. Processed with hot coke and steam, it is the principal ingredi. 
ent of the manufactured gas which Consolidated Edison distributes. The same 
equipment that processes the natural gas uses oil to make maufactured gas 
during the winter season. It is clear that with this type of operation the 
6,334,000 thousand cubie feet cannot be the total amount of manufactured gas 
made. 

The effect of the misconception is to saddle the hypothetical 6,334,000 thousand 
cubic feet with all the labor, maintenance, and other costs which went into proc- 
essing the natural gas from a raw material to a manufactured gas. Obviously 
the $1.30 per thousand cubic feet is a purely arithmetical concept which has no 
physical counterpart. As the table shows. Consolidated Edison made 39,200,000 
thousand cubic feet of 537 British thermal unit manufactured gas in 1954 at a 
unit cost of 32.7 cents per thousand cubic feet. 

The introduction of natural gas has, of course, made substantial savings for 
the company and for its customers. The precise amount of the saving, however, 
varies from year to year with the price of alternate raw materials. Further- 
more, an offsetting allowance should be made for the $50 million it is costing the 
company to make straight natural gas distribution possible. While customers 
have had no general rate reductions since the introduction of natural gas, they 
have benefited in that natural gas has prevented major rate increases which 
would otherwise have been imperative in view of the company’s low rate of 
return. 


IF NATURAL GAS WERE FREE 


Mr. Rogers also had a misconception of the operation of the fuel adjustment 
clauses in Consolidated Edison’s gas and electric rates. He remarked how smal! 
the effect would be on consumers’ rates if the “gas were handed to you free in 
your distribution system” (p. 725). This statement ignoes the fact that the 
operation of the purchased gas and fuel adjustment clauses would automatically 
pass this saving on to the consuming public. At 1954 rates, this saving to Con- 
solidated Edison’s customers would have amounted to nearly $18,000,000 a year 
and to some $30,000,000 per year for the whole of New York City. On the basis 
of the current 1955 rates, savings to the public would be increased about 10 
percent. 


OTHER SPECIFIC QUESTIONS 


Mr. Harris (p. 717) referred to the “80 million cubic feet of gas that goes into 
your industrial, commercial, and boiler service which means a_ tremendous 
amount with reference to the total price you pay for the fuel for those industrial 
and boiler purposes.” 

As Mr. LeBoeuf pointed out (p. 698) nearly 90 percent of the energy of the 
electric and steam systems comes from coal and oil. Natural gas at present 
rates has very little price advantage over these fuels as shown by the following 
prices paid by the company in March 1955, 

Per million 
British thermal units 
For coal_ sapiiade cdasaieiied ; ition 5355 <headah ~eskkce a ee 
For oil - sini Shade ; a ls aa satkoad tid inchiatcsa a 
For natural gas____ . — od t basa apie eee ee 


Mr. Rogers asked if the average field price of natural gas supplied by Trans- 
continental rose from 7.1 cents in 1951 to 7.8 cents in 1954, 

The company does not have the data to check these figures precisely. How- 
ever, the figures agree closely with the information supplied by Transcontinental. 
On the same basis, the present field price has risen to about 11 cents which repre 
sents an increase to the New York gas consumers of $3,000,000 in less than a year. 

Referring to page 698 and page 703, the correct statement of Consolidated 
Edison’s residential gas rate for straight natural gas service is as follows: 

Per month 
Minimum bill, 250 cubic feet per month or less_._-.-.-...-.-----___..--. $1. 
RID crlehe Geek, GR CRIN iis: sent nthe heidi indivi 2. 87 
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In response to Mr. Rogers’ question (p. 711) regarding the average amount of 
gas used by residential customers, the following data are submitted for Con- 
solidated Edison in 1954: 

Thousand cubic feet 
per year 
Natural gas area 
Mixed gas area 
System 


May 3, 1955. 
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The CHatmrMaNn. The committee will stand adjourned until 10 
o’clock tomorrow. 

(Whereupon, at 4: 50 p. m., the hearing was adjourned until 10 a. m. 
Tuesday, April 19, 1955. 


x 











